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CHAPTER  12 


12-000  AUDITING  CONTRACT  TERMINATION. 
DELAY/DISRUPTION,  AND  OTHER  PRICE  ADJUSTMENT 

SUBMISSIONS 


12-001  Contract  Terminations  and 
Equitable  Price  Adjustments 

This  chapter  describes  procedures  for 
reviewing  cost  submissions  under  con¬ 
tracts  and  subcontracts  which  have  been 
partially  or  fully  terminated  before  com¬ 
pletion.  This  chapter  also  provides  guid¬ 


ance  for  contract  price  adjustments  re¬ 
sulting  from  the  following  situations: 
changes  in  the  work  made  by  the  con¬ 
tracting  officer  within  the  general  scope 
of  the  contract;  changes  in  the  work 
resulting  from  abnormal  conditions,  such 
as  delay/disruption;  or  extraordinarv  re¬ 
lief  under  50  U.S.C.  1431-1435. 


12-100  Section  1 — Contract  Termination  Procedures — Overview 


12-101  Introduction 

a.  This  section  provides  general  infor¬ 
mation  on  contract  terminations.  It  also 
discusses  the  principles  and  procedures 
governing  audit  reviews  of  settlement 
proposals  submitted  under  terminated 
contracts  and  subcontracts.  These  princi¬ 
ples  and  procedures  serve  as  a  guide  and 
are  not  meant  to  limit  professional  judg¬ 
ment.  The  purpose  is  not  to  restate 
information  contained  in  FAR  Parts  31, 
45.6,  and  49  except  when  necessary  for 
clarity.  A  knowledge  and  understanding 
of  these  FAR  sections  is  essential  in 
performing  an  adequate  audit  of  termi¬ 
nated  contracts.  Refer,  as  necessary,  to 
applicable  FAR  Supplements  issued  by 
the  various  agencies  that  relate  to  termi¬ 
nated  contracts.  As  used  in  the  termina¬ 
tion  sections  of  this  chi.  ner,  the  term 
“contracting  officer”  usually  means  ter¬ 
mination  contracting  officer  (TCO). 

b.  The  right  of  the  Lepartment  of 
Defense  to  terminate  government  con¬ 
tracts  is  important  in  maintaining  mili¬ 
tary  procurement  flexibility  and  obta'n- 
ing  the  maximum  use  of  procurement 
funds.  Each  DoD  contract  must  include  a 
termination  clause. 

c.  When  terminating  a  contract,  one  of 
the  government’s  basic  objectives  is  to 
promptly  negotiate  a  settlement  which 
will  pay  the  contractor  for  the  prepara¬ 
tions  made  and  the  work  done  under  the 
terminated  portions  of  the  contract. 


When  appropriate,  the  government  al¬ 
lows  a  reasonable  profit  on  work  per¬ 
formed.  However,  if  analysis  indicates  a 
loss  would  have  occurred  if  the  contract 
had  been  completed,  the  government 
adjusts  the  contractor’s  proposal  accord¬ 
ingly.  When  the  contractor  does  not 
present  a  settlement  proposal  within  time 
limits  provided,  the  contracting  officer 
may  determine  the  amount  to  be  paid  to 
the  contractor.  The  same  is  true  when  the 
government  and  contractor  cannot  settle 
on  an  amount.  When  authorized  by  the 
contract,  the  government  can  make  par¬ 
tial  payments  pending  settlement  of  the 
claim. 

d.  A  termination  may  be  at  the  conve¬ 
nience  of  the  government  or  for  default. 
The  amount  a  contractor  is  entitled  to 
receive  depends  in  part  on  the  cause  for 
termination  and  the  type  of  contract 
involved  FAR  49.403  discusses  termina¬ 
tion  of  cost-reimbursement-type  con¬ 
tracts  for  default.  Terminations  of  fixed- 
price  contracts  for  default  do  not  usually 
require  audit  services. 

e.  A  termination  may  be  either  partial 
or  complete.  A  contract  is  completely 
terminated  when  the  termination  notice 
directs  the  immediate  cessation  of  all 
remaining  contract  work.  Under  a  partial 
termination,  the  contractor  continues  to 
pet  form  on  the  unterminated  portions  of 
the  contract  following  the  existing  con¬ 
tract  terms. 
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f.  No-cost  settlements  occur  when  (1) 
the  contractor  has  not  incurred  any  costs 
for  the  terminated  portion  of  the  con¬ 
tract,  (2)  the  costs  incurred  are  not  signif¬ 
icant  and  the  contractor  is  willing  to 
waive  payment,  (3)  the  contractor  can 
divert  all  costs  including  termination 
inventory  to  other  orders,  or  (4)  for  some 
other  reason  the  contractor  agrees  to  a 
no-cost  settlement. 

g.  The  “Truth  in  Negotiations  Act”  (10 
U.S.C.  2306a),  and  FAR  15.804-2  Cost 
or  Pricing  Data,  apply  to  termination 
actions.  For  termination  settlement  pro- 

osals  on  DoD  contracts  exceeding 
500,000,  ($100,000  threshold  for  civil¬ 
ian  agencies),  the  contractor  must  certify 
that  the  cost  or  pricing  data  submitted 
was  accurate,  complete,  and  current  as  of 
the  date  of  agreement  on  the  settlement. 

12-102  Contract  Modifications 
Causing  Subcontract  Terminations 

a.  Not  all  termination  settlements  re¬ 
sult  from  contract  termination.  Modifica¬ 
tion  of  a  contract,  according  to  the 
changes  clause,  may  require  a  termina¬ 
tion  adjustment.  A  change  in  specifica¬ 
tion,  for  instance,  may  make  unnecessary 
the  particular  materials  or  parts  that  a 
prime  contractor  has  on  order.  As  a 
result,  the  prime  contractor  may  need  to 
cancel  one  or  more  subcontracts.  This,  in 
effect,  is  similar  to  a  termination  of  the 
prime  contract  for  the  convenience  of  the 
government.  The  standard  subcontract 
termination  clause  (FAR  49.502(e)(1)) 
gives  the  prime  contractor  the  right  to 
cancel  subcontracts  for  its  own  conve¬ 
nience.  It  also  defines  the  rights  and 
obligations  of  the  subcontractor.  When 
modifying  a  prime  contract  according  to 
the  changes  clause  of  the  contract,  the 
contracting  office  may  ask  the  auditor  to 
review  the  prime  contractor’s  proposal 
for  an  equitable  adjustment  in  the  con¬ 
tract  price  or  the  estimated  cost  and  fee. 
In  these  instances,  follow  the  procedures 
set  forth  in  6-800  to  ensure  that  any 
subcontract  settlements  resulting  from 
the  change  are  reasonable. 

12-103  Partial  Termin  .tion 

a.  A  partial  termination  of  a  contract 
may  require  a  separate  equitable  price 


adjustment  of  the  continuing  portion  of 
the  contract  as  provided  in  the  standard 
termination  clause  for  fixed-price  con¬ 
tracts.  The  contractor  must  file  the  re¬ 
quest  before  settling  the  terminated  por¬ 
tion  of  the  contract.  Examples  of  partial 
termination  situations  normally  consid¬ 
ered  acceptable  for  an  equitable  adjust¬ 
ment  on  the  continuing  portion  of  the 
contract  follow: 

(1)  A  volume  decrease  that  increases 
material,  labor,  or  indirect  unit  costs. 
The  contractor  may  no  longer  be  able  to 
take  advantage  of  quantity  discounts. 
Direct  labor  unit  costs  may  increase 
because  the  work  reduction  may  prevent 
the  contractor  from  realizing  labor  im¬ 
provement  (learning)  curve  benefits  pro¬ 
jected  in  the  negotiated  price.  Labor  unit 
costs  may  also  increase  because  there  are 
fewer  units  over  which  to  distribute  setup 
costs.  Indirect  cost  rates  may  increase 
when  assigning  fixed  overhead  charges 
over  a  lesser  volume. 

(2)  Initial  (starting  load)  costs  may  not 
be  recovered  due  to  the  partial  termina¬ 
tion. 

b.  Ensure  that  equitable  adjustment 
claims  do  not  include  costs  already  cov¬ 
ered  by  the  termination  settlement  or 
costs  not  caused  by  the  partial  termina¬ 
tion. 

12-104  Applicable  Cost  Principles 

a.  For  fixed-price  contracts,  the  gov¬ 
ernment  settles  terminations  for  conve¬ 
nience  using  the  “termination  for  conve¬ 
nience”  contract  clause,  other  applicable 
contract  clauses,  and  the  contract  cost 
principles  contained  in  FAR  Part  31,  in 
effect  on  the  date  of  the  contract.  Cost 
provisions  of  the  subpart  of  FAR  Part  31 
referenced  in  the  allowable  cost  and 
payment  contract  clause  govern  cost-type 
contract  settlements. 

b.  The  auditor  may  find  references  to 
cost  principles  other  than  FAR  3 1 ,  partic¬ 
ularly  DAR  XV.  When  found,  the  refer¬ 
enced  cost  principles  and  regulations 
apply  and  must  be  used. 

12-105  Influence  of  Cost  Accounting 
Standards 

a.  CAS  401  requires  the  contractor  to 
accumulate  and  report  costs  in  the  same 
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way  as  estimated.  Cost  estimates  used  in 
a  prospective  contract  normally  antici¬ 
pate  the  contract  going  to  completion. 
Cost  arrangement  in  a  termination  claim 
may  differ  significantly  from  the  cost 
presentation  contained  in  the  original 
estimate.  A  contract  termination  in  es¬ 
sence  creates  a  situation  that  is  totally 
unlike  a  contract  completion.  Therefore, 
it  is  not  reasonable  to  extend  the  consis¬ 
tency  requirement  to  an  event  not  antici¬ 
pated  in  the  original  estimate. 

b.  While  termination  procedures  usual¬ 
ly  comply  with  CAS  401  a  contractor 
would  breach  the  consircency  require¬ 
ment  if  it  had  several  similar  termina¬ 
tions  and  handled  them  differently.  Re¬ 
view  the  contractor’s  termination  proce¬ 
dures  for  consistency. 

c.  CAS  402  requires  a  contractor  to 
classify  consistently  all  like  costs  in  like 


circumstances  as  either  direct  or  indirect. 
Termination  ciai-Ts  often  include  as  di¬ 
rect  charges  costs  or  functions  which 
would  have  been  charged  indirect  if  the 
contract  had  been  completed  (FAR 
31.205-42).  Examples  are  settlement  ex¬ 
penses  and  unexpired  lease  costs.  These 
circumstances  do  not  breach  CAS  402 
requirements  since  the  like  circumstances 
referred  to  in  the  Standard  are  lacking. 

d.  CAS  406  requires  that  a  contractor 
use  its  full  Fiscal  year  for  its  cost  account¬ 
ing  period.  Although  FAR  31.203(e)  sug¬ 
gests  that  a  shorter  period  might  be 
proper  for  indirect  cost  computations 
when  contract  performance  involves  a 
minor  part  of  the  year,  a  contractor 
should  use  its  full  fiscal  year  for  CAS- 
covered  contracts 
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i  12-200  Section  2 — General  Audit  Guidance  For  Contract  Terminations 


12-201  Introduction 

a.  This  section  provides  audit  guidance 
which  applies  regardless  of  the  cause  of 
termination,  the  type  of  contract,  or  the 
type  of  claim  submitted. 

b.  FAR  49.107  requires  the  TCO  to 
submit  prime  contractor  settlement  pro¬ 
posals  over  $100,000  to  the  contract 
auditor  for  review  and  recommenda¬ 
tions.  It  also  requires  the  TCO  to  request 
audit  of  certain  subcontractor  proposals 
before  approving  their  settlement  (see  12- 
203).  The  TCO  may  also  request  audit 
for  other  prime  or  subcontract  proposals 
at  his  or  her  discretion.  In  certain  condi¬ 
tions,  the  auditor  may  also  initiate  an 
audit,  when  warranted  as  provided  in  12- 
204  and  6-802.5. 

12-201.1  Scope  of  Audit 

a.  Establishing  audit  scope  depends  on 
various  factors  including  (1)  the  termina¬ 
tion  proposal  or  claim  amount;  (2) 
whether  the  contractor  used  the  invento¬ 
ry  or  total  cost  basis;  (3)  the  condition  of 
the  contractor’s  books  and  records;  (4) 
prior  experience  with  the  contractor;  (5) 
effectiveness  of  the  contractor’s  internal 
controls,  management  decisions,  and  pol¬ 
icies;  (6)  how  effective  contractor  person¬ 
nel  are  in  implementing  policies  before 
and  after  the  termination;  (7)  the  ex¬ 
pressed  desires  of  the  contracting  officer; 
and  (8)  the  provisions  of  the  termination 
clauses  in  the  contract. 

b.  In  determining  audit  scope,  review 
the  contractor’s  accounting  and  termina¬ 
tion  policies,  practices,  and  internal  con¬ 
trols.  Also  evaluate  whether  the  costs 
claimed  in  the  settlement  proposal  are 
consistent  with  the  contractor’s  normal 
accounting  and  termination  procedures. 
Review  fundamental  contract  data  to 
initially  test  the  contractor’s  proposal. 
Fundamental  contract  data  includes  the 
price  proposal,  cost  estimates,  bills  of 
material,  production  schedules  and  rec¬ 
ords,  shipping  documents,  purchase  or¬ 
ders,  and  cost  and  profit  forecasts.  Other 
sources  of  information  useful  in  deter¬ 
mining  audit  scope  are  copies  of  financial 
statements  audited  by  the  contractor’s 


public  accountants,  tax  returns,  reports 
submitted  to  government  regulatory 
agencies,  and  information  from  govern¬ 
ment  technical  personnel  who  have  a 
direct  interest  and  knowledge  of  the 
various  phases  of  the  contractor’s  opera¬ 
tion. 

c.  A  need  for  extending  the  audit  scope 
and  performing  a  more  detailed  examina 
tion  of  the  proposal  may  be  indicated 
when  (1)  the  unit  cost  level  of  the  quanti¬ 
ties  shown  in  the  inventory  or  the  quanti¬ 
ties  themselves  do  not  follow  the  pattern 
normally  experienced  by  the  contractor, 
(2)  overhead  and  administrative  expense 
rates  used  in  the  proposal  are  not  typical 
of  past  or  current  experience,  (3)  previ¬ 
ous  audits  questioned  or  disapproved 
significant  costs,  (4)  the  proposal  in¬ 
cludes  substantial  amounts  for  nonrecur¬ 
ring  or  other  unusual  costs,  (5)  there 
appear  to  be  procedural  differences  be¬ 
tween  the  costing  of  the  completed  work 
and  the  termination  claim,  or  (6)  incon¬ 
sistencies  are  noted  in  the  contractor’s 
costing  of  termination  claims. 

d.  The  auditor  should  address  the 
express  requests  contained  in  a  contract¬ 
ing  officer’s  audit  request.  However,  it  is 
the  auditor’s  responsibility  to  determine 
audit  scope.  In  some  instances,  (for  ex¬ 
ample,  where  the  termination  claim  con¬ 
sists  principally  of  unprocessed  material), 
a  desk  review  of  the  required  documenta¬ 
tion  may  be  adequate.  When  available 
information  suggests  that  the  audit  scope 
should  be  less  than  requested,  inform  the 
contracting  officer  and  put  appropriate 
comments  in  the  report. 

12-202  Auditing  Terminated 
Subcontracts 

a.  Settling  subcontractors’  termination 
claims  is  a  prime  contractor  responsibili¬ 
ty.  However,  the  government  has  an 
interest  in  these  settlements  when  it  af¬ 
fects  the  cost  of  a  prime  contract  with  the 
government.  The  contracting  officer 
must  approve  or  ratify  each  subcontract 
termination  settlement.  An  exception  to 
this  occurs  when  the  TCO  authorizes  the 
contractor  to  settle  subcontracts  under 
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$100,000  without  his  or  her  approval  or 
ratification. 

b.  Before  approving  or  ratifying  each 
subcontract  termination  settlement  of 
$100,000  or  more,  the  contracting  officer 
must  request  a  DCAA  audit  review  or  an 
analysis  of  the  audit  performed  by  the 
prime  contractor  or  higher-tier  subcon¬ 
tractor  (see  12-310).  He  or  she  may  also 
request  audits  of  smaller  settlements  (see 
6-802.5).  Careful  planning  and  close 
coordination  among  the  prime  contrac¬ 
tor,  the  contracting  officer,  and  the  audi¬ 
tor  are  necessary  to  ensure  efficient  and 
timely  settlement  of  subcontract  termina¬ 
tion  proposals.  This  is  particularly  im¬ 
portant  w.  cn  the  termination  action  in¬ 
volves  a  larg.'  and  complex  prime  con¬ 
tract  (such  as  for  a  major  weapon  sys¬ 
tem). 

12-203  Responsibility  of  DCAA 
Auditor  at  Prime  Contractor  Location 

The  DCAA  auditor  of  the  prime  con¬ 
tractor  is  responsible  for  ensuring  that 
the  prime  contractor  performs  adequate 
audits  of  subcontract  termination  claims. 
The  auditor  will  inform  the  contracting 
officer  of  instances  where  the  contractor 
failed  to  properly  consider  audit  findings 
in  settling  subcontract  termination 
claims. 

12-204  Preliminary  Conference  with 
Contractor 

a.  The  contracting  officer  usually  ar¬ 
ranges  for  an  initial  conference  with  the 
contractor.  He  or  she  normally  holds  this 
meeting  after  the  termination  notice,  but 
before  the  contractor  submits  its  settle¬ 
ment  proposal.  When  possible,  the  audi¬ 
tor  should  attend  the  conference  and 
determine  the  basis  and  method  the 
contractor  plans  to  use  in  preparing  and 
costing  the  proposal.  Assist  the  contract¬ 
ing  officer  by  explaining  the  cost  princi¬ 
ples  that  apply  and  if  necessary  furnish¬ 
ing  the  contractor  information  on  prepar¬ 
ing  a  termination  claim  (see  1-507).  Dis¬ 
cuss  with  the  contractor  during  the  pre¬ 
liminary  conference  any  specific  prob¬ 
lems  and  questions  concerning  the  termi¬ 
nation  claim. 


b.  The  preliminary  conference  also 
provides  the  auditor  an  opportunity  to 
(I)  arrange  for  access  to  the  contractor’s 
books  and  records,  (2)  determine  the 
contractor’s  knowledge  and  experience  in 
preparing  termination  claims,  (3)  discuss 
the  contractor’s  plans  for  settling  any 
subcontractor’s  claims,  and  (4)  make  a 
preliminary  review  of  the  contractor’s 
records  to  determine  whether  the  con¬ 
tractor  can  submit  a  proposal  on  an 
inventory  basis  (see  paragraph  12-301.1). 

c.  Timely  planning  is  essential  to  en¬ 
sure  that  minimal  settlement  expenses 
will  be  incurred  and  charged  to  the 
terminated  contract.  For  example,  in 
large  and  complex  contracts  involving  a 
complete  or  substantial  partial  termina¬ 
tion,  the  termination  contracting  officer 
normally  requests  the  contractor  to  sub¬ 
mit  a  projected  statement  of  work  in¬ 
volved  in  contract  settlement  (see  FAR 
49.105-1).  This  statement  usually  identi¬ 
fies  personnel  requirements  to  specific 
work  phases  and  target  completion  dates 
for  each  work  phase.  If  the  contracting 
officer  tells  the  contractor  that  using 
separate  work  orders  or  codes  is  neces¬ 
sary  to  document  settlement  costs,  obtain 
a  copy  of  the  statement. 

d.  Obtain  a  copy  of  any  report  that  the 
contracting  officer  prepares  as  a  result  of 
the  prelimina^  conference.  If  the  meet¬ 
ing  includes  discussions  on  accounting  or 
auditing  matters,  the  auditor  may  wish  to 
prepare  a  supplemental  memorandum  of 
the  meeting. 

e.  When  the  contracting  officer  does 
not  arrange  for  a  preliminary  conference 
and  the  auditor  considers  it  appropriate, 
he  or  she  should  arrange  for  a  meeting. 
Meet  with  the  contractor  and  other  gov¬ 
ernment  representatives  as  appropriate. 
Prepare  a  memorandum  of  the  meeting 
and  retain  it  in  the  audit  working  papers. 

12-205  Unadjusted  Pricing  Actions 

The  contractor  may  have  other  out¬ 
standing  pricing  actions  related  to  a  ter¬ 
minated  contract.  These  may  be  due  to 
specification  changes,  redetermination, 
incentive  provisions,  or  escalation  provi¬ 
sions  not  completed  at  the  time  of  termi¬ 
nation.  The  contractor  should  not  submit 
pending  price  adjustments  as  an  integral 
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part  of  the  termination  settlement  pro¬ 
posal.  However,  the  government  cannot 
review  and  evaluate  the  settlement  pro¬ 
posal  without  their  concurrent  consider¬ 
ation.  Personnel  responsible  for  negotiat¬ 
ing  the  price  adjustment  may  not  be  the 
same  as  those  responsible  for  negotiating 
the  termination  settlement.  Bring  any 
unadjusted  pricing  actions  noted  to  the 
contracting  officer’s  attention  so  that  he 
or  she  may  consider  them  in  the  termina¬ 
tion  settlement.  Large  outstanding  ac¬ 
tions  may  prevent  the  auditor  from 
reaching  a  conclusion  on  the  contractor’s 
profit  or  loss  potential  under  the  termi¬ 
nated  contract.  Base  the  audit  report  on 
the  contract  prices  in  effect  at  the  time  of 
the  audit.  Give  the  contracting  officer  full 
particulars  on  any  pending  price  adjust¬ 
ments.  This  allows  the  contracting  officer 


to  provide  for  a  recomputation  of  the 
profit  or  loss  allowance  after  settling  the 
outstanding  pricing  actions. 

12-206  Determinations  of  Settlement 
Review  Boards 

For  all  major  termination  settlements 
and  other  settlements  known  to  contain 
problems  of  an  unusual  nature,  obtain 
information  concerning  any  settlement 
review  board’s  determinations  (see  FAR 
49.110  and  49.111),  which  relate  to  the 
audit  recommendations.  While  obtahiing 
the  review  board’s  decisions  may  not 
alter  the  auditor’s  position  in  subsequent 
reports,  this  information  may  assist  him 
or  her  in  presenting  findings  so  future 
reports  will  be  more  useful. 
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12-300  Section  3 — Auditing  Terminated  Fixed-Price  Contracts 


12-301  Introduction 

a.  This  section  presents  guidance  on 
auditing  fixed-price  contracts  terminated 
for  convenience  of  the  government. 

b.  Contractors  may  submit  settlement 
proposals  under  terminated  fixed-price 
contracts  on  an  inventory  basis  (Standard 
Form  (SF)  1435)  or,  when  approved  in 
advance  by  the  contracting  officer  (see 
FAR  49.206-2),  on  a  total  cost  basis 
(Standard  Form  1436).  Under  unusual 
circumstances,  the  contracting  officer 
may  approve  some  other  basis. 

12-301.1  Inventory  Basis 

The  inventory  basis  requires  that  the 
contractor  directly  associate  the  costs  and 
profit  in  the  set'.lement  proposal  with 
units  or  services  terminated.  It  limits  the 
proposal  to  those  items  which  are  residu¬ 
al  due  to  the  termination  action.  Using 
the  inventory  basis  for  submitting  settle¬ 
ment  proposals  is  the  method  preferred 
by  the  government. 

12-301.2  Total  Cost  Basis 

a.  In  contrast,  a  settlement  proposal  on 
a  total  cost  basis  is  for  total  costs  incurred 
under  the  entire  contract  until  termina¬ 
tion,  by  elements  such  as  labor,  material, 
and  indirect  costs  plus  settlement  ex¬ 
penses  and  profit,  less  the  contract  price 
of  delivered  items.  The  auditor’s  main 
interest  in  the  termination  inventory  is 
not  its  value,  but  whether  all  inventory 
items  are  properly  identified  and  made 
available  to  the  government. 

b.  The  government  normally  gives  ap¬ 
proval  to  use  the  total  cost  basis  only 
when  the  inventory  basis  is  not  feasible 
or  would  unduly  delay  the  settlement. 
The  following  examples  are  situations 
where  the  contracting  officer  might  per¬ 
mit  using  the  total  cost  basis: 

(1)  If  production  has  not  started  and 
the  accumulated  costs  represent  planning 
and  preproduction  or  “get  ready”  ex¬ 
penses. 

(2)  If  the  contractor’s  accounting  sys¬ 
tem  will  not  readily  lend  itself  to  estab¬ 
lishing  unit  costs  for  work  in  process  and 
finished  products. 


(3)  If  the  contract  does  not  specify  unit 
prices. 

(4)  If  the  termination  is  complete  and 
i/volves  a  letter  contract. 

c.  If  requested  by  the  contracting  offi¬ 
cer,  furnish  an  opinion  on  the  feasibility 
of  using  the  inventory  basis.  Base  the 
opinion  on  a  limited  review  of  the  infor¬ 
mation  obtained  during  the  preliminary 
conference.  If  the  auditor  receives  a  re¬ 
quest  to  audit  a  termination  settlement 
proposal  prepared  on  the  total  cost  basis 
and  the  contractor  presents  no  evidence 
of  approval,  contact  the  TCO.  If  the 
auditor,  based  on  his  or  her  review  of  the 
contractor’s  records,  believes  the  contrac¬ 
tor  should  use  the  inventory  rather  than 
the  total  cost  basis,  inform  the  contract¬ 
ing  officer. 

d.  The  contractor  should  prepare  a 
total  cost  basis  settlement  proposal  for  a 
partial  termination  the  same  way  as  one 
prepared  for  a  complete  termination.  It 
should  include  all  costs  incurred  to  the 
completion  date  of  the  continued  portion 
of  the  contract.  A  total  cost  claim  is 
therefore  not  submitted  until  completion 
of  the  continued  portion  of  the  contract. 
Settlement  proposals  for  partial  termina¬ 
tions  submitted  on  the  inventory  basis  do 
not  depend  on  completion  of  the  continu¬ 
ing  portion  of  the  contract. 

12-302  Preliminary  Audit  Steps 

a.  Upon  receipt,  make  a  general  review 
of  the  terminated  contract,  the  termina¬ 
tion  notice,  and  the  contractor’s  settle¬ 
ment  proposal  and  supporting  schedules. 
The  purpose  is  to  determine  whether  the 
proposal  cor.mins  the  information  and 
data  needed  to  plan  and  perform  the 
audit.  A  proper  initial  review  of  a  settle¬ 
ment  proposal  determines  whether  (1) 
the  proposal  generally  conforms  with 
requirements,  (2)  each  cost  item  claimed 
is  allowable  according  to  contract  provi¬ 
sions,  (3)  the  amount  claimed  is  reason¬ 
able  vonsidering  the  contract  price  of  the 
physical  units  represented  by  the  claim, 
including  whether  the  contract  would 
have  resulted  in  a  loss,  or  reduced  profit 
if  it  had  been  completed,  (4)  there  is  any 
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duplication  of  charges,  (5)  each  subcon¬ 
tractor’s  claim  applies  to  the  govern¬ 
ment’s  termination  action  and  not  to 
changes  or  cancellations  for  the  contrac¬ 
tor’s  convenience,  and  (6)  the  contractor 
promptly  complied  with  the  termination 
notice  by  stopping  all  in-house  contract 
effort  promptly  and  by  immediately  noti¬ 
fying  subcontractors  to  stop  work  (see  12- 
305.7) 

b.  The  introductory  portion  and  Sec¬ 
tion  I  of  settlement  proposals  prepared 
on  the  inventory  basis  or  total  cost  basis, 
are  essentially  the  same.  Section  I  gives 
the  contract  status  as  of  the  cut-off  point 
or  effective  termination  date.  Comparing 
this  section  with  the  contractor’s  pro¬ 
posed  settlement  amount,  as  shown  in 
Section  II,  may  disclose  inequities  or 
areas  requiring  further  review.  To  verify 
the  accuracy  of  the  data  contained  in 
Section  I,  examine  (1)  the  contract  to 
determine  the  materials  or  services  to  be 
supplied,  the  prices  to  be  paid,  and  the 
delivery  schedule,  (2)  the  termination 
notice  and  its  effect  on  the  contract,  (3) 
shipping  records  and  invoices  for  the 
delivered  items,  (4)  specific  termination 
instructions  given  by  the  contracting  offi¬ 
cer,  (5)  the  contractor  actions  taken  to 
comply  with  the  termination  notice  to 
minimize  termination  costs,  and  (6)  the 
projected  profit  or  loss  on  the  contract. 

c.  Computing  the  net  claim  in  Section 
II  of  a  settlement  proposal  prepared  on 
an  inventory  basis  (Standard  Form  1435) 
differs  substantially  from  that  used  on  a 
total  cost  basis  (Standard  Form  1436). 
The  main  difference  is  that  Standard 
Form  1435  includes  only  the  cost  of 
residual  inventory,  plus  appropriate 
“other  costs”  (12-305).  Standard  Form 
1436  shows  total  costs  incurred  in  per¬ 
forming  the  entire  terminated  contract. 
To  compute  these  total  costs  shown  on 
Standard  Form  1436  the  contractor  first 
adds  applicable  profits  to  the  total  costs. 
The  contractor  then  reduces  the  amount 
by  the  contract  price  of  delivered  (or 
expected  deliveries)  finished  products. 

d.  Compare  the  contractor’s  costs  listed 
in  Section  II,  plus  any  subcontract  settle¬ 
ments,  with  the  information  in  Section  I. 
The  results  may  indicate  a  possible  overs¬ 
tatement  of  the  claim  or  evidence  of  a 
loss  situation.  The  contractor  should  not 


use  the  termination  settlement  proposal 
as  a  means  to  recover  losses  or  expected 
reduced  profit  on  the  contract.  Review 
contract  costs  and  the  reasonableness  and 
accuracy  of  the  estimate  or  budget  to 
complete  to  determine  whether  a  loss  or 
reduced  profit  would  have  been  incurred 
if  the  contract  had  not  been  terminated. 

e.  Compare  Section  II  amounts  with 
the  related  totals  on  the  inventory  sched¬ 
ules  and  with  Schedules  A  through  H  of 
the  proposal.  When  the  proposal  is  on  the 
total  cost  basis,  confirm  that  the  contrac¬ 
tor  properly  credited  the  proposal  for 
finished  units.  A  review  of  the  supporting 
schedules  may  suggest  areas  requiring 
further  analysis. 

f.  Verify  that  the  contractor  did  not 
exceed  the  limitations  described  in  FAR 
49.207. 

g.  Determining  whether  a  loss  would 
have  occurred  depends,  in  most  cases,  on 
the  stage  of  completion  at  termination. 
For  contracts  with  little  work  completed 
when  terminated,  it  may  be  necessary  to 
assume  no  loss  would  have  occurred 
unless  evidence  suggests  otherwise.  For 
contracts  with  substantial  effort  already 
completed,  verify  that  the  termination 
proposal  includes  a  cost  estimate  to  com¬ 
plete  the  contract.  The  estimate  should 
help  the  auditor  decide  if  the  contract 
would  have  resulted  in  a  loss  if  com¬ 
pleted.  Make  the  request  for  an  estimate 
to  complete  through  the  contracting  offi¬ 
cer.  Use  the  guidance  in  9-306  in  decid¬ 
ing  whether  to  use  technical  specialist 
assistance  when  evaluating  the  estimate 
to  complete. 

12-303  Preparing  the  Audit  Program 

After  completing  the  preliminary  re¬ 
view  of  the  settlement  proposal,  prepare 
an  audit  program  and  begin  the  review  of 
amounts  contained  in  Section  II.  The 
comments  v/hich  follow  contrast  the  usu¬ 
al  approach  to  the  audit  of  a  proposal 
prepared  on  the  inventory  basis  with  a 
proposal  prepared  on  a  total  cost  basis. 

12-303.1  Proposals  Using  the  Inventory 
Basis 

The  audit  effort  on  an  inventory  basis 
proposal  mainly  deals  with  reviewing 
items  listed  in  the  inventory  schedules 
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supporting  the  proposal.  Make  sure  the 
claim  includes  only  items  allocable  to  the 
terminated  portion  of  the  contract.  Guid¬ 
ance  for  the  review  of  the  various  classes 
of  inventory  items  follows: 

a.  Metals,  raw  materials,  and  pur¬ 
chased  parts  included  in  inventory  repre¬ 
sent  items  the  contractor  has  not  placed 
into  fabrication  or  assembly  operations. 
The  cost  claimed  for  these  items  in 
termination  usually  should  not  include 
amounts  for  labor  or  manufacturing 
overhead.  Review  the  material  cost  and 
any  material  handling  charge  included  by 
the  contractor.  Perform  tests  of  the  in¬ 
ventor  pricing  and  determine  if  material 
qualities  apply  to  the  terminated  portion 
of  the  contract.  Make  this  determination 
by  examining  supporting  bills  of  materi¬ 
al,  cost  records,  invoices,  and  purchase 
orders.  Determine  whether  the  contractor 
screened  and  removed  from  inventory  all 
items  usable  on  other  work  without  loss 
and  all  items  returnable  to  suppliers  (see 
12-304.5). 

b.  Finished  components  and  work-in¬ 
process  are  termination  inventory  items 
fabricated,  processed,  or  otherwise 
changed  by  the  contractor  through  its 
manufacturing  processes.  Work-in-pro- 
cess  inventories  may  present  problems  in 
verifying  direct  material,  direct  labor, 
and  overhead  costs  applied  to  units  and 
components  in  various  stages  of  produc¬ 
tion.  The  contractor  may  have  calculated 
prices  using  actual  or  standard  cost  or  it 
may  have  been  necessary  to  use  estimat¬ 
ed  cost  (see  FAR  49.206- 1(c)). 

(1)  Review  extensively  statistical  type 
cost  data,  not  controlled  by  general  ledger 
accounts.  Include  in  this  review  available 
cost  data,  cost  reports,  cost  standards, 
engineering  and  bid  estimates,  bills  of 
material,  and  other  information  influenc¬ 
ing  the  cost.  Resolve  whether  the  contrac¬ 
tor  can  retain  work-in-process  or  finished 
components  for  use  on  other  work  with¬ 
out  loss.  Also  be  alert  to  raw  material  and 
purchased  parts  being  improperly  classi¬ 
fied  as  work-in-process  and  finished  com¬ 
ponents  due  to  the  greater  profit  rates 
allowed  on  these  termination  inventory 
categories.  Additionally,  the  contractor 
might  have  overlooked  raw  material  or 
purchased  parts  improperly  classified 
when  screening  items  returnable  to  ven- 
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dors  or  diverted  to  other  contracts  (see 
12-304.5). 

(2)  Some  accounting  systems  do  not 
provide  enough  detail  on  parts  or  lot 
costs.  In  these  cases,  the  use  of  estimates 
may  become  necessary.  One  acceptable 
method  for  developing  labor  cost  is  to 
estimate  hours  expended  on  the  work-in¬ 
process  inventory  by  each  labor  category 
at  each  step  in  the  production  process. 
The  estimated  hours  are  then  costed  at 
the  hourly  rates  applicable  during  the 
performance  period.  Close  liaison  with 
government  technical  personnel  is  re¬ 
quired  to  ensure  that  the  method  used 
and  the  resultant  costs  are  reasonable. 

c.  Miscellaneous  inventory  usually  in¬ 
cludes  items  and  supplies  which  do  not 
fit  into  the  above  categories.  The  contrac¬ 
tor  should  limit  cost  claimed  for  miscella¬ 
neous  inventory  to  material  cost,  plus 
handling  charges  when  applicable.  Of 
main  concern  to  the  auditor  is  whether 
the  contractor  can  use  the  miscellaneous 
inventory  items  without  loss  or  return  it 
to  suppliers. 

d.  Acceptable  finished  product  repre¬ 
sent  completed  end  items  accepted  by  the 
government  but,  on  instructions  from  the 
contracting  officer,  are  not  delivered.  The 
contractor  may  include  completed  items 
in  the  termination  schedules.  The  con¬ 
tractor,  however,  should  list  them  at  the 
contract  price,  adjusted  for  any  savings  in 
freight  or  other  charges,  together  with  any 
credits  for  their  purchase,  retention,  or 
sale.  Test  the  adequacy  of  adjustments 
made  by  the  contractor.  Determine 
whether  completed  items  are  fully  accept¬ 
able  by  referring  to  the  inventory  verifi¬ 
cation  report  (see  12-304.1)  or  by  re¬ 
questing  assistance  from  government 
technical  personnel.  When  rework  is  nec¬ 
essary  to  make  otherwise  completed 
items  fully  acceptable,  question  the  esti¬ 
mated  rework  costs  (see  12-304.7). 

12-303.2  Settlement  Proposals  Using  the 
Total  Cost  Basis 

A  total  cost  proposal  eliminates  the 
need  to  evaluate  the  cost  allocation  be¬ 
tween  the  completed  and  terminated  por¬ 
tions  of  the  contract.  The  audit  wilt 
usually  start  by  examining  the  total  cost 
incurred  under  both  the  completed  and 
partially  completed  portions  of  the  con- 
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tract.  Audit  objectives  are  to  determine 
whether  (1)  the  totals  included  in  the 
proposal  for  material,  labor,  and  over¬ 
head  have  been  reliably  computed,  (2) 
the  costs  are  allocable  and  reasonable, 
and  (3)  acceptable  accounting  evidence  is 
available  to  support  the  charges.  Chapter 
6  discusses  procedures  for  auditing  in¬ 
curred  cost.  These  procedures  also  apply 
to  the  audit  of  costs  appearing  in  Section 
II  of  Standard  Form  1436. 

a.  Examining  inventory  schedules  be¬ 
comes  important,  not  so  much  for  the 
cost  of  residual  inventory,  but  in  deter¬ 
mining  if  the  contractor  has  scheduled  all 
inventory  and  made  it  available  to  the 
government  for  retention,  sale,  or  other 
disposition.  Under  a  claim  submitted  on 
the  inventory  basis,  the  government  only 
pays  for  residual  inventory  when  listed 
and  priced  on  the  inventory  schedules 
supporting  Standard  Form  1435.  How¬ 
ever,  a  claim  submitted  on  Standard 
Form  1436  is  for  total  contract  costs; 
thus,  all  costs  applicable  to  contract  in¬ 
ventory  are  being  claimed.  It  is  important 
to  ensure  that  the  termination  inventory 
schedules  show  all  inventory  costs  billed 
to  the  government.  Comparing  these 
schedules  with  the  most  recent  physical 
inventory  may  help  in  deciding  if  inven¬ 
tory  quantities  reported  are  reasonable. 
Evaluate  any  discrepancies  between  the 
two  inventories. 

b.  The  contractor’s  total  cost  claim 
should  include  a  credit  for  any  common 
items  which  have  been  diverted  to  other 
production  and  for  money  received  from 
disposing  of  nonreworkable  rejects. 

12-304  Auditing  Termination 
Inventory 

a.  The  comments  contained  in  the 
following  subparagraphs  apply  whether 
the  contractor  prepared  the  settlement 
proposal  on  Standard  Form  1435  or 
1436. 

b.  Evaluating  termination  inventory 
requires  coordination  between  audit  and 
technical  personnel.  Objectives  are  to  ( 1 ) 
verify  the  inventory  quantities,  quality, 
and  usefulness;  (2)  examine  reasonable¬ 
ness  of  the  cost  and  price  data;  and  (3) 
determine  whether  the  contractor  consid¬ 
ered  common  items  and  material  return¬ 


able  to  vendors.  Verifying  inventory 
quantities,  quality,  and  usefulness  are 
primarily  the  responsibility  of  technical 
personnel.  Evaluating  inventory  pricing 
and  contract  costing  are  primarily  the 
responsibility  of  the  auditor.  Do  not 
needlessly  duplicate  the  efforts  of  the 
technical  inspector. 

12-304.1  Inventory  Verification  Report 

a.  As  part  of  the  settlement  procedures, 
the  contracting  officer  usually  arranges 
for  technical  representatives  to  review 
the  termination  inventory  and  to  submit 
an  inventory  verification  report.  The 
plant  clearance  officer  or  technical  in¬ 
spector  prepares  the  inventory  verifica¬ 
tion  report  for  the  contracting  officer’s 
use  in  achieving  an  equitable  settlement. 
The  purpose  of  the  report  is  to 

(1)  verify  that  the  inventory  exists;  (2) 
determine  its  qualitative  and  quantita¬ 
tive  allocability  to  the  terminated  portion 
of  the  contract;  (3)  make  recommenda¬ 
tions  on  its  serviceability  and  quantita¬ 
tive  reasonableness  compared  to  contract 
production  lead  times,  delivery  sched¬ 
ules,  and  material  availability;  and  (4) 
determine  whether  any  of  the  items  are 
the  type  and  quantity  reasonably  used  by 
the  contractor  without  loss. 

b.  Obtain  a  copy  of  the  inventory 
verification  report  from  the  contracting 
officer  when  possible  since  it  is  normally 
useful  in  establishing  audit  scope  When 
the  inventory  verification  report  is  not 
immediately  available  but  will  become 
available  within  a  reasonably  short  peri¬ 
od,  delay  issuing  the  report  until  receipt 
of  the  inventory  verification  report. 
When  the  inventory  verification  report  is 
not  available,  state  in  the  audit  report 
that  recommendations  were  made  with¬ 
out  examining  the  inventory  verification 
report. 

12-304.2  Termination  Inventory 
Schedules 

a.  When  appropriate,  review  the  termi¬ 
nation  inventory  schedules  for  evidence 
of  nonallocability  and  make  selective 
physical  counts  of  items  listed  in  the 
termination  inventory  schedules.  Under 
the  total  cost  basis  it  may  be  appropriate 
to  include  usage  tests  to  determine 
whether  the  contractor  actuF  lly  used  ma- 
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terials  charged  in  production.  If  material 
is  not  completely  used  in  producing  de¬ 
livered  units,  determine  whether  the  in¬ 
ventory  schedules  list  residual  items  in 
the  correct  quantities. 

b.  The  contractor  must  list  on  separate 
inventory  schedules  all  government-fur¬ 
nished  property  included  in  the  termina¬ 
tion  inventory.  The  contractor  may  not 
withdraw  government-furnished  property 
from  the  inventory  for  its  own  use  with¬ 
out  contracting  officer  approval.  Examin¬ 
ing  government-furnished  property  and 
submitting  a  report  to  the  contracting 
officer  is  the  responsibility  of  the  proper¬ 
ty  administrator.  The  auditor’s  review  of 
government-furnished  property  comple¬ 
ments  rather  than  duplicates  the  property 
administrator’s  review.  When  the  audit 
discloses  irregularities  in  government- 
furnished  property  use  or  in  the  invento¬ 
ry  listing,  include  appropriate  comments 
in  the  audit  report. 

12-304.3  Material  Acquired  Before  the 
Date  of  Contract 

a.  Material  acquired  before  the  effec¬ 
tive  contract  date  is  usually  not  allocable 
to  the  terminated  portion  of  the  contract, 
on  the  premise  the  contractor  did  not 
acquire  the  material  for  the  contract. 
Exceptions  occur  when  the  contractor  (1) 
acquired  the  material  as  a  direct  result  of 
the  negotiation  and  in  anticipation  of  the 
contract  award  to  meet  the  proposed 
delivery  schedules;  (2)  properly  placed 
the  material  into  production  on  the  ter¬ 
minated  contract  and  cut,  shaped,  built- 
in,  or  changed  in  such  a  way  that  it 
cannot  be  returned  to  stock  or  reasonably 
used  on  the  contractor’s  other  work;  or 
(3)  acquired  the  material  under  a  previ¬ 
ously  terminated  contract  and  treated  it 
as  a  common  item  in  settling  that  con¬ 
tract  for  use  on  the  contract  now  termi¬ 
nated. 

b.  Under  certain  circumstances,  the 
contractor  may  claim  that  material  ac¬ 
quired  before  the  effective  contract  date 
was  reserved  for  contract  use,  that  reten¬ 
tion  of  the  material  prevented  the  con¬ 
tractor  from  using  it  on  other  work,  and, 
therefore,  the  government  should  accept 
the  material  as  part  of  the  termination 
inventory.  Review  the  validity  of  the 
contractor’s  claim  in  these  instances. 


12-304.4  Material  Acquired  or  Produced 
in  Anticipation  of  Delivery  Schedule 
Requirements 

a.  In  general,  the  quantities  acceptable 
in  termination  inventories  may  include 
net  bill  of  material  requirements  for  the 
terminated  work  plus  a  reasonable 
amount  for  scrap  loss.  Contract  provi¬ 
sions  or  prudent  business  practice  may 
suggest,  however,  that  although  otherwise 
acceptable,  the  on-hand  quantities  in¬ 
cluded  in  termination  inventory  sched¬ 
ules  are  larger  than  expected  at  the  termi¬ 
nation  date.  This  condition  may  have 
been  caused  by  the  contractor  acquiring 
or  producing  items  by  unreasonably  anti¬ 
cipating  delivery  requirements.  Excessive 
materials  on-hand  resulting  from  this 
condition  are  not  allocable  to  the  termi¬ 
nation  claim.  Reviewing  the  contractor’s 
purchasing  policies  and  practices  should 
assist  in  determining  if  this  condition 
exists  and  in  making  recommendations 
to  the  contracting  officer  regarding  exces¬ 
sive  material.  In  reaching  a  conclusion, 
however,  consider  whether  the  contractor 
purchased  large  quantities  of  materials 
due  to  quantity  discounts,  favorable  mar¬ 
ket  conditions,  or  the  need  to  have  all 
materials  on-hand  before  starting  produc¬ 
tion.  As  a  pricing  factor  in  quoting  the 
contract  price,  the  contractor  may  have 
planned  to  produce  items  in  large  quanti¬ 
ties  to  achieve  production  economies. 
Ask  for  technical  personnel  assistance 
when  necessary  to  determine  whether 
procurement  or  production  was  unrea¬ 
sonably  accelerated. 

b.  A  contract  may  specify  that  the 
government  must  approve  a  preproduc¬ 
tion  model  before  delivery  of  any  produc¬ 
tion  units.  The  contract  may  also  prohibit 
the  contractor  from  obtaining  materials 
or  proceeding  with  production  before  the 
government  can  test  and  approve  the 
preproduction  model.  When  the  govern¬ 
ment  terminates  a  contract  containing 
these  restrictions  before  preproduction 
model  approval,  only  allowable  design 
costs  and  costs  incurred  for  the  prepro¬ 
duction  model  are  acceptable  as  termina¬ 
tion  costs.  The  presence  of  inventory 
items  and  costs  for  making  deliverable 
items  may  suggest  that  the  contractor 
unreasonably  accelerated  production.  Or- 
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dinarily,  these  costs  would  be  unallowa¬ 
ble. 

c.  For  certain  production  contracts,  the 
schedule  to  purchase  quantities  of  basic 
materials  requires  contracting  officer  ap- 
Ijroval  to  minimize  inventory  accumula¬ 
tion.  Where  these  purchasing  restrictions 
exist,  determine  if  the  termination  inven¬ 
tory  quantities  agree  with  the  purchasing 
schedule  approved  by  the  contracting 
officer. 

12-304.5  Common  Items 

a.  Common  items  are  material  items 
which  are  common  to  both  the  terminat¬ 
ed  contract  and  other  work  of  the  con¬ 
tractor.  FAR  45.606-2  states  that,  except 
for  property,  delivery  of  which  has  been 
required  by  the  government,  and  except 
for  government-furnished  property,  the 
contractor’s  inventory  schedules  should 
not  include  any  items  reasonably  usable 
without  loss  to  the  contractor  on  its  other 
work.  Also,  FAR  31.205-42(a)  states  that 
the  cost  of  items  reasonably  usable  on  the 
contractor’s  other  work  shall  not  be  al¬ 
lowable  unless  the  contractor  submits 
evidence  that  it  could  not  retain  the  items 
without  suffering  a  loss. 

b.  In  determining  whether  common 
items  are  reasonably  usable  by  the  con¬ 
tractor  on  other  work,  review  the  contrac¬ 
tor’s  plans  and  orders  for  cur¬ 
rent/scheduled  production  and  for  cur¬ 
rent  purchases  of  common  items.  Also 
deterrr  ine  whether  the  contractor  proper¬ 
ly  classified  inventory  items  as  common 
items.  Do  this  by  reviewing  stock  records 
to  see  if  the  items  are  being  used  for  other 
work  and  by  reviewing  bills  of  material 
and  procurement  scheduled  for  products 
similar  to  those  included  in  the  termina¬ 
tion  inventory.  Limit  acceptance  of  com¬ 
mon  items  as  part  of  termination  inven¬ 
tory  to  the  quantities  on  hand,  in  transit, 
and  on  order  which  exceed  reasonable 
quantities  required  by  the  contractor  for 
work  on  other  than  the  terminated  con¬ 
tract.  In  determining  whether  the  inven¬ 
tory  contains  common  items,  the  contrac¬ 
tor  should  first  assign  total  available 
quantity  (inventory  on-hand,  in  transit, 
and  on  order!  to  continuing  or  antici¬ 
pated  government  or  commercial  produc¬ 
tion  and  assign  the  remainder,  if  any,  to 
the  terminated  contract.  The  contractor. 


therefore,  should  assign  to  the  terminated 
contract  (1)  the  least  processed  inventory, 
and  (2)  those  purchase  commitments  that 
result  in  the  least  cost  when  terminated. 

c.  Under  certain  circumstances,  com¬ 
plex  or  specialized  items  may  qualify  as 
common  items.  For  example,  the  com¬ 
pressor  unit  of  a  military  jet  engine  might 
qualify  as  a  common  item  if  the  contrac¬ 
tor  also  uses  the  unit  in  commercial  jet 
engine  production.  Or  the  memory  unit 
of  a  computer  might  qualify  if  the  con¬ 
tractor  also  uses  the  unit  in  a  commercial 
computer.  The  test  is  whether  the  con¬ 
tractor  can  divert  the  item  to  other  work 
without  loss. 

d.  Common  items  need  not  be  so 
classified  if  the  contractor  can  show  that 
eliminating  the  item  from  termination 
inventory  would  cause  financial  hard¬ 
ship.  For  example,  when  raw  materials 
are  common  to  the  contractor’s  other 
work  but  the  amount  resulting  from  the 
termination  equals  a  year’s  supply,  or  an 
amount  far  exceeding  thecontractor’s 
usual  inventory,  retaining  the  material 
might  unfavorably  affect  the  contractor’s 
cash  or  working  capital  position  and 
result  in  a  financial  hardship.  Retaining  a 
large  inventory  does  not  in  itself,  how¬ 
ever,  permit  the  contractor  to  claim  an 
amount  for  excess  inventory.  When  the 
contractor  can  use  the  inventory  within  a 
reasonable  period,  regardless  of  size,  the 
excess  inventory  claim  would  not  be 
allowable. 

e.  After  submitting  the  termination 
settlement  proposal,  the  contractor  may 
receive  additional  contracts  or  commer¬ 
cial  orders  on  which  it  can  use  the 
termination  inventory  items.  In  these 
cases,  the  contractor  should  withdraw  the 
items  it  plans  to  use  on  the  new  work, 
(except  for  government  property  or  other 
items  reserved  by  the  contracting  officer), 
adjust  the  claim  accordingly,  and  notify 
the  contracti''"  officer. 

f.  Bring  to  the  contracting  officer’s 
attention  reworkable  rejects  in  the  terni- 
nation  inventory  which  the  cr<ntractor 
can  divert  to  other  work.  1  ne  contracting 
officer  may  find  it  in  the  government’s 
interest  to  allow  the  reworking  costs  in 
order  to  obtain  credit  for  items  reworked 
and  diverted. 
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12-304.6  Production  Losses 

a.  The  cost  of  direct  materials  for  parts, 
components  or  end  items  usually  in¬ 
cludes  the  cost  of  scrap  such  as  trim¬ 
mings,  turnings,  clippings  or  unusable 
remnants.  Other  production  losses  may 
occur  due  to  testing,  obsolescence,  or 
actual  physical  loss  of  the  components, 
subassemblies  or  end  items.  Depending 
on  which  stage  in  production  the  loss 
occurs,  the  cost  involved  may  be  for 
material  or  it  may  include  material,  la¬ 
bor,  and  applicable  burden.  Make  sure 
the  contractor  credits  the  value  realized 
from  the  sale  or  other  disposition  of  scrap 
or  other  production  losses  either  to  (1) 
the  material  cost  for  the  product 
scrapped  or  (2)  the  overhead  allocable  to 
the  end  product. 

b.  Review  production  losses  for  reason¬ 
ableness  and  allocability  to  the  terminat¬ 
ed  portion  of  the  contract.  Allocability  is 
particularly  important  when  the  contrac¬ 
tor  submits  the  settlement  proposal  on 
the  inventory  basis  since  a  portion  of 
production  losses  applies  to  end  items 
completed  and  shipped.  The  claim  for 
units  terminated  should  exclude  all  costs 
allocable  to  units  shipped.  Question  un¬ 
reasonable  production  losses,  evidenced 
by  a  significant  physical  loss  of  compo¬ 
nents  or  subassemblies  or  by  comparison 
with  the  loss  rate  on  similar  products. 

12-304.7  Rejected  Items 

a.  Reworkable  Rejects.  This  type  reject 
includes  completed  end  items  that  did 
not  meet  contract  specifications  but  the 
contractor  would  have  reworked  into 
acceptable  completed  articles  if  not 
stopped  by  the  termination.  The  contrac¬ 
tor  should  list  these  items  on  termination 
inventory  schedules  at  their  contract 
prices  less  the  estimated  cost  to  rework 
them  (see  12-304.50-  To  avoid  possibly 
dupli''ating  G&A  expense  and  profit,  the 
contractor  should  not  claim  reworkable 
rejects  as  work-in-process.  The  auditor 
normally  reviews  the  estimated  cost  to 
rework  these  rejects  to  test  for  proper 
treatment  by  the  contractor. 

b.  Nonreworkable  Rejects.  The  con¬ 
tractor  usually  scraps  nonreworkable  re¬ 
jects  and  does  not  include  them  in  its 
inventory  schedules.  However,  the  con¬ 


tractor  can  recover  their  costs  as  part  of 
the  termination  settlement  when  the 
costs  apply  to  the  terminated  portion  of 
the  contract.  Question  any  claimed 
amounts  which  are  allocable  to  delivered 
items. 

12-304.8  Returning  Material  to  Suppliers 

FAR  authorizes  and  encourages  con¬ 
tractors  to  return  contractor-acquired  ter¬ 
mination  inventory  to  suppliers  for  full 
credit  less  the  lower  of  either  (1)  the 
supplier’s  normal  restocking  charge  or  (2) 
the  maximum  authorized  restocking  per¬ 
centage  (see  FAR  45.605-2).  The  contrac¬ 
tor  may  not  include  the  cost  of  returned 
property  in  the  settlement  proposal  but 
may  include  the  transportation,  handling, 
and  restocking  charges  for  the  returned 
property.  Except  for  diversion  to  other 
work  of  the  contractor  or  retention  by  the 
government,  this  is  the  preferred  method 
for  disposing  of  termination  inventory. 
Review  the  termination  inventory  listing 
for  any  items  of  inventory  subject  to 
return.  For  any  items  so  noted,  compute 
an  amount  as  if  the  contractor  had  re¬ 
turned  the  items  to  suppliers.  Question 
any  resulting  differences. 

12-304.9  Intracompany  Transactions 

The  cost  principles  govern  allowable 
charges  for  materials,  services,  and  sup¬ 
plies  sold  or  transferred  between  plants, 
divisions,  or  organizations  under  com¬ 
mon  control.  Question  any  excess  charges 
resulting  from  the  contractor  pricing  in¬ 
tracompany  transactions  inconsistently 
with  the  provisions  of  FAR  31.205-26(e). 

12-304.10  Termination  Inventory 
Undeliverable  to  the  Government 

Termination  inventory  may  not  be 
deliverable  to  the  government  because  it 
was  damaged,  destroyed,  or  lost.  Treat 
undeliverah  le  inventory  as  material  pur¬ 
chased  and  retained  by  the  contractor. 
Unless  the  contract  provides  otherwicc  or 
the  government  has  assumed  the  risk  for 
loss  and  damage,  deduct  the  fair  value  of 
undeliverable  material  from  the  termina¬ 
tion  settlement  proposal. 
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12-304.11  Completion  Stage  of 
Terminated  Work 

a.  As  a  step  in  their  review  of  termina¬ 
tion  inventory,  government  technical 
personnel  may  determine  the  overall 
stage  of  contract  completion  at  termina¬ 
tion.  When  this  is  done,  compare  the 
relationship  between  incurred  cost  and 
contract  price  to  the  physical  stage  of 
completion.  Although  there  may  not  al¬ 
ways  be  a  direct  correlation  between  cost 
incurred  and  percentage  of  physical  com¬ 
pletion,  a  significant  disparity  may  sug¬ 
gest  that  a  loss-contract  situation  exists. 
In  these  cases,  obtain  an  estimate  to 
complete  and  compute  a  loss  adjustment 
(see  12-308). 

b.  Where  the  government  terminates 
only  part  of  '.he  units  to  be  produced 
under  the  contract,  the  contractor  should 
assign  the  least  processed  items  to  the 
termination  inventory.  By  doing  this  the 
contractor  keeps  its  proposal  to  a  mini¬ 
mum  (other  factors  being  equal).  The 
contracto.'  might  decide,  however,  to 
include  items  in  the  proposal  which  are 
in  more  advanced  stages  of  production  to 
increase  the  termination  cost  and  the 
physical  completion  percentage  of  the 
terminated  inventory  and  thereby  earn  a 
higher  profit.  Make  sure  the  contractor 
assigns  the  least  processed  inventory 
items  to  the  termination  inventory.  Two 
specific  test  procedures  normally  used 
follow; 

(1)  When  termination  inventory  items 
are  partially  complete,  determine  wheth¬ 
er  similar  items  were  put  into  production 
after  the  effective  termination  date,  or 
whether  the  contractor  performed  any 
production  steps  on  similar  items  preced¬ 
ing  the  stage  of  completion  of  the  items 
included  in  the  termination  inventory. 

(2)  When  termination  inventory  items 
are  complete  units  or  subunits  (finished 
components,  subassemblies,  etc.),  deter¬ 
mine  whether  the  contractor  worked  on 
them  after  the  effective  termination  date. 

c.  A  yes  answer  to  either  of  the  above 
situations  would  normally  suggest  the 
contractor  did  not  assign  items  which 
were  in  the  least  stage  of  eompletion  to 
the  termination  inventory.  Question  any 
excess  costs  resulting  from  the  contrac¬ 


tor’s  failure  to  assign  the  least  processed 
items  to  the  termination  inventory., 

12-304.12  Obsolete  Materials  and 
Tooling 

Where  the  government  made  a  previ¬ 
ous  change  in  the  design  or  specifications 
of  the  end  products  terminated  under  a 
contract  and  the  proposed  settlement  is 
on  an  inventory  basis,  review  the  termi¬ 
nation  inventory  items  to  determine 
whether  the  inventory  includes  items  that 
may  have  become  obsolete  due  to  the 
contract  change.  Do  not  accept  obsolete 
materials  and  tooling  costs  as  part  of  the 
termination  inventory  if  the  contractor 
received  consideration  for  costs  attribut¬ 
able  to  obsolescence  by  negotiating  an 
equitable  change  in  contract  price  of 
items  delivered.  Where  the  contractor 
waived  adjustm,ent  of  the  contract  price 
because  there  was  enough  in  the  original 
price  for  the  contractor  to  absorb  the  cost 
of  the  obsolete  material  and  the  govern¬ 
ment  later  terminates  the  contract,  the 
contractor  may  not  then  make  claim  for 
the  obsolete  materials  in  its  termination 
settlement  proposal.  The  contractor’s 
previous  decision  to  absorb  the  costs  is 
binding. 

12-304.13  Special  Tooling 

a.  Verify  that  items  the  contractor 
claims  as  special  tooling  agree  with  the 
definition  of  special  tooling  in  FAR 
45.101.  When  the  contractor  can  use  the 
tooling  on  other  work,  it  does  not  qualify 
as  .special  tooling,  and  the  costs  are  not 
allocable  to  the  terminated  portion  of  the 
contract.  In  many  cases,  obtaining  a 
technical  opinion  on  whether  claimed 
special  tooling  meets  the  criteria  con¬ 
tained  in  FAR  may  be  appropriate. 

b.  The  contract  clause  covering  special 
tooling  is  provided  at  FAR  52.245-17.  By 
memoranda  dated  16  October  1990,  9 
October  1992,  and  14  October  1993,  the 
Director  of  Defense  Procurement  (DDP) 
approved  one  year  class  deviations  from 
the  FAR  45.306-5  requirement  to  use  the 
Special  Tooling  clause  at  FAR  52.245-17 
and  directed  the  use  of  the  April  1984 
edition  of  the  Special  Tooling  clause  in 
place  of  the  current  clause.  Auditors 
should  determine  which  clause  applies  to 
the  contract  under  review.  See  9-605.2. 
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c.  The  contractual  intent  of  the  govern¬ 
ment  and  the  contractor  on  reimbursing 
special  tooling  costs  affecK  their  allowa¬ 
bility.  The  government  may  intend  to 
reimburse  the  contractor  as  part  of  the 
product  price  or  as  a  separate  contract 
line  item. 

(1)  When  there  is  no  indication  on  the 
method  for  reimbursing  special  tooling 
costs,  assume  reimburst  ment  through  the 
product  price.  Thus,  the  costs  are  alloca¬ 
ble  to  both  the  terminated  and  nontermi- 
nated  portions  of  the  contract. 

(2)  If  special  tooling  represents  a  sepa¬ 
rate,  nondeliverable  contract  line  item, 
the  contractor  may  claim  tooling  costs 
only  if  it  has  not  previously  received 
payment  for  the  tooling.  In  this  case, 
reoardless  of  the  amount  expended  on 
tooling,  the  government  would  limit  re¬ 
covery  in  the  termination  settlement  to 
the  line  item  price  less  any  payments 
previously  received  for  tooling. 

(3)  When  special  tooling  is  a  contract 
deliverable  item,  the  contractor  is  paid 
the  contract  price  only  if  the  toe  ling  is 
available.  If  portions  of  the  tooling  have 
been  consumed,  lost,  or  are  otherwise 
unavailable,  the  government  reduces  the 
contract  price  of  the  tooling  for  this  as 
well  as  for  previous  payments. 

(4)  If  production  special  tooling  and 
production  special  test  equipment 
(PST/PSTE)  exceeding  $1  million  have 
been  charged  to  the  contract,  ascertain 
that  the  requirements  outlined  in  DEARS 
215.871  have  been  met.  See  9-605.2. 

d.  Question  special  tooling  costs  when: 

(1)  The  contractor  acquired  the  special 
tooling  before  the  date  of  the  contract,  or 
as  a  replacement  of  items  so  acquired. 

(2)  The  special  tooling  claimed  is  actu¬ 
ally  consumable  small  tools  or  items 
more  appropriately  classified  as  capital 
goods. 

(3)  The  special  tooling  exceeds  the 
contract  requirements.  For  example, 
when  the  contract  is  for  designing  and 
producing  a  prototype  unit  and  only  a 
few  experimental  parti  are  needed,  the 
contractor  should  normally  not  purchase 
special  tooling  intended  for  mass  produc¬ 
tion.  The  contractor  may  have  exceeded 
requirements  based  on  expected  future 
contracts. 
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e.  The  usefulness  of  the  special  tooling 
may  have  been  expended  during  the 
production  of  the  finished  and  delivered 
units.  No  part  of  such  tooling  costs  would 
be  allocable  to  the  terminated  portion  of 
the  contract.  All  or  a  portion  of  the 
special  tooling  required  may  relate  only 
to  the  terminated  units  not  entered  into 
production.  Therefore,  all  or  a  portion  of 
the  tooling  cost  incurred  to  the  termina¬ 
tion  date  would  be  allocable  to  the  com¬ 
pleted  portion  of  the  contract. 

12-304.14  Special  Machinery  and 
Equipment 

a.  Auditing  special  machineiy  and 
equipment  costs  included  in  termination 
settlement  proposals  is  similar  to  audit¬ 
ing  special  tooling  costs.  Determining 
that  a  particular  item  of  machinery  or 
equipment  is  “special”  is  usually  a  tech¬ 
nical  matter.  Also,  a  legal  opinion  on  the 
intent  of  the  contracting  parties  may  be 
needed.  To  qualify  as  “special,”  the 
equipment  or  machinery  must  be  of  a 
type  rarely  used  in  the  contractor’s  indu.'!- 
try  (i.e.,  peculiar  to  the  needs  of  the 
government).  Do  not  consider  machinery 
or  equipment  special  when  it  is  (1)  ordi¬ 
nary  or  normal-type  equipment  in  the 
contractor’s  industry,  (2)  similar  to  other 
facilities  owned  by  a  contractor,  or  (3) 
usable  on  other  work  without  loss  to  the 
contractor. 

b.  Allowability  of  loss  on  special  ma¬ 
chinery  or  equipment  depends  on  the 
original  intentions  of  the  contracting  par¬ 
ties.  When  a  contract  requires  that  a 
contractor  purchase  certain  special  ma¬ 
chinery  or  equipment  to  perform  the 
contract,  and  the  government  considered 
the  cost  when  setting  the  contract  price, 
the  contractor  can  recover  the  loss  of 
useful  value  of  the  special  equipment  at 
termination.  The  maximum  allowance 
for  loss  of  useful  life,  however,  should  not 
exceed  that  portion  of  the  equipment  cost 
considered  in  establishing  the  contract 
price  which  applies  to  the  terminated 
units. 

c.  When  the  special  equipment  pur¬ 
chase  was  not  specifically  considered 
during  the  contract  negotiations,  reim¬ 
bursement  for  loss  of  its  useful  value  is 
not  automatically  discounted,  though  it 
may  raise  a  question  about  the  “special” 
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nature  of  the  equipment.  A  usual  consid¬ 
eration  in  granting  a  contract  is  that  the 
contractor  has  the  equipment  to  do  the 
work  required  and  meet  delivery  sched¬ 
ules.  The  auditor  may  have  good  reason 
to  question  the  cost  when,  for  example, 
(1)  the  contractor  continues  to  use  the 
machinery  on  other  work,  (2)  the  contrac¬ 
tor  owned  the  machinery  before  the  con¬ 
tract  date,  or  (3)  the  contractor  is  unwill¬ 
ing  to  transfer  title  to  the  government  if 
the  transfer  is  required  upon  honoring 
the  termination  claim. 

12-304.15  Indirect  Costs 

a.  Review  the  makeup  of  the  indirect 
cost  pools  and  how  the  contractor  distrib¬ 
utes  them  to  determine  the  propriety  of 
indirect  costs  assigned  to  the  termination 
inventory.  Section  6-600  provides  the 
techniques  for  reviewing  indirect  cost 
pools  and  indirect  cost  allocation.  In 
reviewing  indirect  costs  assigned  to  the 
termination  inventory,  determine  that 
the  amount  does  not  include  allocations 
for  indirect  cost  items  which  are  the  same 
or  similar  to  those  claimed  else  vhere  in 
the  settlement  proposal  as  direct  charges 
under  other  direct  costs,  settlement  ex¬ 
penses,  material  handling  charges,  or 
other  cost  categories.  Confirm  that  the 
termination  inventory  excludes  indirect 
costs  not  properly  allocable  because  of 
the  completion  stage  of  the  terminated 
inventory.  For  example,  packing,  ship¬ 
ping,  and  inspection  costs  would  not 
apply  to  undelivered  items. 

b.  In  some  cases,  the  contractor  may 
need  to  deviate  from  its  normal  costing 
practices  to  properly  assign  certain  indi¬ 
rect  costs  to  the  termination  inventory. 

I  Section  12-105  discusses  the  influence  of 
Cost  Accounting  Standards. 

c.  Contractors  may  request  permission 
to  leave  packing  and  shipping  expenses  in 
overhead  pools.  In  return  the  contractor 
will  pack  and  ship  the  termination  inven¬ 
tory  without  any  other  specific  charge.  If 
such  arrangements  increase  the  claim, 
question  the  additional  costs. 

12-305  Auditing  Other  Costs 

a.  Costs  other  than  settlement  expenses 
applicable  to  the  terminated  portion  of 
the  contract,  which  are  not  claimed  in 


other  cost  categories,  may  be  claimed 
under  “Other  Costs.”  Other  costs  (see  6- 
500)  frequently  include  such  items  as 
initial  costs,  engineering  costs,  royalties, 
severance  pay,  rental  costs  under  unex¬ 
pired  leases,  travel  costs,  and  costs  con¬ 
tinuing  after  termination.  Perform  tests 
to  ensure  that  the  contractor  has  not 
claimed  other  costs  on  a  direct  charge 
basis  while  treating  the  same  or  similar 
items  as  indirect  charges. 

b.  One  problem  facing  the  auditor  in 
auditing  other  costs  such  as  severance 
pay  or  rental  costs  under  unexpired 
leases,  is  determining  the  reasonableness 
of  the  amounts  claimed.  Since  there  may 
not  be  any  direct  relationships  between 
the  amounts  claimed  for  these  types  of 
items  with  the  cost  of  material,  labor,  and 
overhead  in  the  termination  inventory 
examine  the  basic  agreements  under 
which  these  costs  were  incurred.  Also 
review  their  allocation  to  the  terminated 
portion  of  the  contract,  and  determine 
whether  the  contractor  gave  proper  con¬ 
sideration  to  their  residual  value.  A  tech¬ 
nique  used  to  indicate  possible  excessive 
claims  for  these  items  is  to  determine 
whether  including  the  claimed  amounts 
in  the  total  estimated  cost  to  complete 
the  contract  would  have  resulted  in  an 
overall  loss.  Where  the  auditor  cannot 
reach  a  conclusion  on  the  reasonableness 
of  other  cost  items,  classify  these  costs  as 
unresolved  (see  12-3 13b).  Include  in  the 
audit  report  appropriate  available  infor¬ 
mation  and  comments  giving  your  best 
judgment  on  their  propriety. 

c.  Proper  classification  between  other 
costs  (costs  which  would  have  been  in¬ 
curred  under  the  contract  if  it  had  not 
been  terminated)  and  settlement  ex¬ 
penses  (costs  incurred  as  a  direct  result  of 
the  termination)  is  essential  because  prof¬ 
it  is  not  applied  to  settlement  expenses 
(see  12-307). 

12-305.1  Initial  Costs 

a.  Initial  costs  include  starting  load 
costs  and  preparatory  costs.  The  allowa¬ 
bility  criteria  for  initial  costs  are  in  FAR 
31.205-42(c). 

b.  The  two  major  areas  considered  in 
the  contractor’s  determination  and  the 
auditor’s  review  of  initial  costs  are  the  ( 1 ) 
identification  of  total  dollars,  and  (2) 
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allocation  of  these  dollars  to  the  termi¬ 
nated  portion  of  the  contract.  Regarding 
identification,  FAR  31.205-42(c)(4)  pro¬ 
vides,  “if  initial  costs  are  claimed  and 
have  not  been  segregated  on  the  contrac¬ 
tor’s  books,  segregation  for  settlement 
purposes  shall  be  made  from  cost  reports 
and  schedules  which  reflect  the  high  unit 
cost  incurred  during  the  early  stages  of 
the  contract.”  To  be  considered,  the 
contractor  must  submit  the  claim  for 
initial  costs  and  be  able  to  support  it  with 
reliable  data  taken  from  formal  or  infor¬ 
mal  records.  Contractors  rarely  segregate 
initial  costs  in  their  formal  records  or 
books  of  account,  and,  therefore,  claims 
normally  involve  informal  records,  cost 
reports,  production  data,  etc.,  as  well  as 
judgmental  estimates.  In  these  cases, 
evaluate  the  supporting  documentation, 
the  reasonableness  of  the  total  amount 
claimed,  and  the  allocation  to  the  termi¬ 
nated  work. 

c.  One  area  usually  identified  with 
initial  costs  is  the  rate  of  production  loss 
during  the  early  production  stages.  The 
contractor  should  have  scrap  reports, 
efficiency  reports,  spoilage  tickets,  etc., 
available  to  develop  and  support  a  claim 
for  a  high  initial  production  loss.  Another 
initial  cost  category  that  is  often  readily 
identifiable  is  initial  plant  rearrangement 
and  alterations.  The  contractor  usually 
sets  up  a  work  order  or  service  order  to 
perform  this  work  and  accumulates  costs 
against  the  work  order.  Management  and 
personnel  organization  and  production 
planning  costs  may  be  difficult  to  evalu¬ 
ate.  If  claimed,  the  contractor  will  proba¬ 
bly  base  these  costs  on  estimates,  and 
help  from  technical  specialists  may  be 
necessary. 

d.  The  remaining  elements  of  initial 
costs  are  defined  in  FAR  31.205-42(c)(l). 
They  include  items  such  as  idle  time, 
subnormal  production,  employee  train¬ 
ing,  and  unfamiliarity  or  lack  of  experi¬ 
ence  with  the  product,  materials  or  pro¬ 
cesses  involved.  Although  the  FAR  states 
that  these  costs  are  nonrecurring  in  na¬ 
ture,  they  may  occur  periodically 
throughout  the  life  of  the  contract.  As 
production  continues  and  learning  takes 
efiect,  these  costs  should  lessen.  This 
learning  process  may  be  expressed  using 
an  improvement  curve  as  discussed  in 


Appendix  F.  Distinguishing  between  nor¬ 
mal  production  labor  and  labor  due  to 
idle  time,  subnormal  production,  em¬ 
ployee  training,  or  lack  of  experience  may 
be  difficult.  However,  many  contractors 
maintain  data  on  these  factors  in  the 
form  of  efficiency  reports,  equivalent 
units  produced,  etc.  This  data  is  often 
acceptable  for  supporting  starting  load 
costs. 

e.  Once  identified,  the  second  consider¬ 
ation  is  that  of  assigning  the  initial  costs 
to  the  terminated  and  nonterminated 
portions  of  the  contract.  Usually  the 
contractor  can  assign  initial  costs  to 
delivered  and  terminated  units  in  propor¬ 
tion  to  their  respective  quantities.  Initial 
costs  which  cannot  be  directly  identified 
but  which  constitute  diminishing  costs 
discussed  earlier  can  be  assigned  by  using 
an  improvement  curve  (see  Appendix  F). 
For  instance,  the  contractor  can  use  the 
learning  curve  technique  to  project  total 
direct  labor  hours  if  the  contract  had 
been  completed.  Average  direct  labor 
hours  per  unit  can  then  be  determined 
and  applied  to  the  delivered  units.  The 
quantity  so  assigned  would  then  be  de¬ 
ducted  from  the  total  labor  hours  re¬ 
quired  to  produce  the  delivered  items. 
The  difference  can  then  be  costed  using 
historical  labor  and  indirect  cost  rates,  to 
determine  the  initial  costs  allocable  to  the 
terminated  portion  of  the  contract. 

f.  Determining  if  initial  costs  are  rea¬ 
sonable  usually  involves  analyzing  the 
causes  of  initial  costs  as  well  as  compar¬ 
ing  these  costs  to  those  experienced  on 
similar  programs.  High  initial  costs  may 
indicate  that  a  loss  would  have  occurred 
had  the  contract  gone  to  completion. 

12-305.2  Engineering  Costs 

a.  Engineering  costs  may  be  claimed  as 
other  costs  that  apply  to  the  terminated 
portion  of  the  contract.  The  allocability 
of  engineering  costs  to  a  termination 
claim  depends  on  why  they  were  in¬ 
curred,  whether  the  contract  was  com¬ 
pletely  or  partially  terminated,  and 
whether  the  engineering  work  had  been 
completed  by  the  termination  date.  Allo¬ 
cability  may  also  be  influenced  by  the 
type  of  engineering  involved;  i.e.,  wheth¬ 
er  it  was  (1)  for  designing  and  developing 
the  end  products,  (2)  for  preparing  draw- 
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ings  or  technical  manuals,  (3)  for  produc¬ 
tion  planning  or  plant  rearrangement,  or 
(4)  for  designing  and  developing  special 
tooling,  special  machinery,  or  equipment. 

b.  When  the  contractor’s  claim  for 
engineering  costs  applies  to  designing  and 
developing  the  end  product,  find  out 
whether  engineering  costs  were  included 
in  the  end  product  price,  or  whether  the 
design  work  is  covered  by  a  separate  item 
in  the  current  contract  or  by  another 
contract.  If  the  costs  were  included  in  the 
end  product  price  and  the  engineering 
work  is  complete,  the  engineering  costs 
may  partially  be  properly  allocable  to  the 
terminated  portion  of  the  contract.  In 
this  case,  recommend  acceptance  of  the 
properly  allocable  portion  of  engineering 
cost  provided  the  government’s  interests 
and  rights  to  the  design  are  properly 
protected.  If  the  engineering  work  is  not 
complete,  and  there  is  a  continuing  tjor- 
tion  of  the  contract  to  which  it  pertains, 
the  contractor  should  not  allocate  engi¬ 
neering  costs  to  the  terminated  portion  of 
the  contract.  As  compensation  for  unre¬ 
covered  engineering  cost,  the  contractor 
should  apply  for  an  equitable  adjustment 
of  the  price  of  the  continued  items.  This 
latter  procedure  was  adopted  to  simplify 
the  government’s  consideration  of  these 
costs. 

c.  Costs  for  drawing  or  technical  manu¬ 
als  are  usually  priced  separately  from 
other  contract  items.  Engineering  costs 
for  these  items  are  therefore  not  allocable 
to  the  partial  termination  of  other  end 
products. 

d.  Allocable  engineering  costs  for  plant 
rearrangement  and  production  planning 
usually  are  acceptable  in  a  complete 
termination.  However,  if  the  work  is  not 
complete  at  the  partial  termination  date, 
the  contractor’s  claim  should  be  for  an 
equitable  adjustment  of  the  contract 
price  of  the  continued  portion  of  the 
contract,  rather  than  against  the  termi¬ 
nated  portion  of  the  contract. 

e.  When  the  engineering  work  is  for 
designing  special  tooling,  machinery,  or 
equipment,  consider  the  costs  as  alloca¬ 
ble  to  or  part  of  the  special  tooling  or 
equipment,  rather  than  to  the  end  prod¬ 
uct.  When  the  contract  contains  a  sepa¬ 
rate  item  for  special  tooling  or  equip- 
menc,  or  when  there  are  diverse  end 


products,  considering  the  design  costs  as 
applying  to  the  tooling  or  equipment 
rather  than  to  the  end  products  can  result 
in  a  significantly  different  allocation  to 
the  terminated  portion  of  the  contract. 

f.  The  contractor’s  accounting  records 
may  not  show  the  engineering  time  spent 
on  the  contract.  The  contractor  may, 
therefore,  base  its  claim  for  engineering 
performed  on  estimates.  A  method  to  test 
the  accuracy  of  these  estimates  is  the 
“rate  of  effort’’  technique.  In  applying 
this  technique,  divide  the  contractor’s 
total  claim  for  engineering  cost  by  the 
contractor’s  average  staff-month  wage 
cost  for  engineering  to  determine  a  com¬ 
parative  number  of  full-time  engineers 
depicted  by  the  contractor’s  claim.  For 
example,  if  engineering  costs  claimed  are 
$18  thousand  and  the  contractor’s  aver¬ 
age  engineering  wage  cost  is  $1  thousand 
per  staff-month,  the  claim  would  repre¬ 
sent  18  sialT-months  of  engineering  ef¬ 
fort.  If  the  period  between  the  contract 
date  and  the  termination  date  was  three 
months,  the  claim  would  represent  the 
full-time  services  of  six  engineers  ($18 
thousand  divided  by  $1  thousand  equals 
18;  divided  by  3  equals  6).  This  tech¬ 
nique  may  suggest  that  the  contractor’s 
claim  represents  several  times  the  effort 
that  available  engineering  personnel  were 
capable  of  performing.  Whenever  possi¬ 
ble,  state  in  the  audit  report  whether  the 
claimed  estimate  approximates  the  “rate 
of  effort”  required  to  achieve  the  engi¬ 
neering  work  actually  performed. 

12-305.3  Royalties  and  Other  Costs  for 
Using  Patents 

a.  Contract  terms  and  the  FAR  provi¬ 
sions  incorporated  in  the  contract  deter¬ 
mine  the  allowability  of  royalties,  license 
fees,  patent  or  license  amortization  costs. 
These  costs  are  usually  allowable  if  neces¬ 
sary  for  contract  performance  unless:  (1) 
the  government  has  a  license  or  the  rights 
to  free  use  of  the  patent,  (2)  the  patent 
has  been  ruled  invalid,  (3)  the  patent  is 
considered  to  be  unenforceable,  or  (4)  the 
patent  has  expired. 

b.  The  contractor’s  right  to  use  a  patent 
may  benefit  the  terminated  contract  only 
or  the  terminated  contract  and  other 
work.  Determine  whether  there  is  benefit 
to  other  work,  and  whether  costs  are 
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properly  allocated  between  the  terminat¬ 
ed  contract  and  the  other  benefiting 
work.  For  a  claim  prepared  on  the  inven¬ 
tory  basis,  determine  that  the  cost  or  fee 
claimed  is  properly  allocable  to  the  termi¬ 
nated  portion  of  the  contract. 

c.  Where  the  agreement  for  patent  use 
provides  for  royalties  or  fees  only  on 
delivered  contract  end  items,  no  pay¬ 
ments  are  allocable  to  the  terminated 
portion  of  the  contract. 

12-305.4  Severance  Pay 

a.  Severance  pay  is  payment  in  addi¬ 
tion  to  regular  salaries  and  wages  to 
employees  whose  services  are  being  ter¬ 
minated.  Such  costs  are  allowable  only 
when  payment  is  required  by  (1)  law,  (2) 
employer-employee  agreement,  (3)  estab¬ 
lished  policy  that  is,  in  effect,  an  implied 
agreement  on  the  contractor’s  part,  or  (4) 
circumstance  of  the  particular  employ¬ 
ment.  Normal  severance  pay  relates  to 
recurring,  partial  layoffs,  cutbacks,  and 
involuntary  separations  and  is  an  allow¬ 
able  cost  when  properly  allocated.  A 
termination,  however,  may  result  in  a 
significant  employee  layoff  and  the  resul¬ 
tant  severance  pay  amount  may  be  sub¬ 
stantial.  FAR  31.205-6(g)(2)(iii)  provides 
that  periodic  or  annual  accruals  for  ab¬ 
normal  or  mass  severance  pay  are  not 
allowable,  but  the  costs  are  considered  on 
a  case-by-case  basis  when  incurred. 

b.  In  considering  the  allowability  and 
allocability  of  mass  severance  pay,  deter¬ 
mine: 

(1)  The  impact  of  termination  on  the 
contractor’s  work  force.  A  termination 
claim  should  not  be  a  way  to  recover 
severance  pay  generated  by  an  employee 
layoff  resulting  from  other  conditions. 

(2,'  The  rights  of  employees  and  wheth¬ 
er  the  contractor  can  use  the  employees 
on  other  work. 

(3)  The  government’s  share  of  the 
contractor’s  business  during  the  period 
the  severance  pay  was  earned.  Employees 
may  have  earned  the  right  to  severance 
pay  over  an  extended  period  during 
which  the  contractor’s  business  was  com¬ 
mercial  rather  than  government.  Allocat¬ 
ing  total  severance  pay  to  government 
work,  in  such  a  case,  would  not  be 
equitable. 


(4)  The  method  by  which  the  contrac¬ 
tor  computed  severance  pay  and  the 
proposed  payment  method.  The  contrac¬ 
tor’s  plan  may  provide  for  severance 
payments  over  an  extended  period,  but 
payments  stop  if  the  eniployees  obtain 
other  positions. 

(5)  The  effect  of  mass  severance  on 
existing  reserves  for  normal  severance, 
supplemental  unemployment  benefits, 
and  pension  funds.  Substantial  credits 
may  result  from  nonvested  rights  in  pen¬ 
sion  funds  or  other  sources  which  the 
contractor  may  not  have  considered. 

c.  The  conditions  under  which  termi¬ 
nated  employees  will  receive  severance 
pay  vary  from  one  contractor  to  another. 
Depending  on  the  contractor’s  policy  or 
employer-employee  agreement,  the  con- 
tr-ctor  may  tie  the  liability  for  severance 
pay  lo  the  supplemental  unemployment 
benefits  plan.  In  this  event,  the  final 
liability  is  unknown  for  an  extended 
period.  When  some  part  of  mass  sever¬ 
ance  pay  appears  allocable  but  the  total 
amount  is  unknown  when  reviewed  by 
the  auditor,  report  the  amount  as  unre¬ 
solved.  Furnish  pertinent  details  and  rec¬ 
ommend  that  the  contracting  officer  put 
an  appropriate  reservation  in  the  settle¬ 
ment  pending  the  subsequent  determina¬ 
tion  of  the  actual  amount  (see  12-3 13b). 

d.  Exclude  mass  severance  pay 
amounts  from  any  computations  made  to 
determine  whether  the  contractor  would 
have  suffered  a  loss  had  the  contract  run 
to  completion,  unless  the  contractor 
would  have  experienced  the  layoffs  any¬ 
way. 

12-305.5  Rental  Costs  Under  Unexpired 
Leases 

a.  Rental  costs  under  unexpired  leases 
are  usually  allowable  where  supporting 
records  show  that  the  lease  was  reason¬ 
ably  necessary  to  perform  the  terminated 
contract  if: 

(1)  the  rental  amount  claimed  does  not 
exceed  the  reasonable  value  of  the  prop¬ 
erty  leased  for  the  period  of  the  contract 
and  any  future  period  as  may  be  reason¬ 
able,  and 

(2)  the  contractor  makes  reasonable 
efforts  to  terminate,  assign,  settle,  or 
otherwise  reduce  the  cost  of  the  lease. 
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b.  The  cost  of  leased  property  alter¬ 
ations  necessary  to  perform  the  contract 
and  the  cost  of  reasonable  restoration 
required  by  the  lease  provisions  are  also 
allowable.  Adjust  unexpired  lease  costs 
by  any  residual  value  of  the  lease  due  to 
the  termination,  assignment,  or  settle¬ 
ment  of  the  lease  agreement. 

c.  Verify  that  the  length  of  the  lease 
was  not  significantly  longer  than  the 
anticipated  contract  performance  period, 
and  that  the  lease  cost  was  not  signifi¬ 
cantly  higher  than  comparable  space  in 
the  same  general  area.  FAR  3 1 .205-36(b) 
limits  lease  costs  between  organizations 
under  common  control  to  the  normal 
ownership  costs  such  as  depreciation, 
taxes,  insurance,  and  maintenance. 

d.  Where  a  terminated  contract  effects 
only  a  part  of  the  effort  at  a  leased 
facility,  the  contractor  might  submit  a 
claim  because  other  work  will  now  have 
to  absorb  lease  cost  otherwise  absorbed 
by  the  terminated  contract  had  it  run  to 
completion.  In  this  case,  determine 
whether  the  contractor  leased  the  space 
due  to  receiving  the  contract  now  termi¬ 
nated,  or  if  the  contractor  leased  the 
facility  before  receiving  the  contract.  If 
the  former  condition  exists,  the  allocable 
portion  of  the  cost  may  be  acceptable  if  it 
otherwise  meets  the  above  criteria.  If  the 
l.tter  is  true,  the  premises  are  a  part  of 
the  contractor’s  normal  plant  facilities 
and  no  amount  for  unexpired  rental  cost 
would  be  acceptable. 

12-305.6  Travel  Costs 

Reasonable  travel  costs  allocable  to  the 
terminate  1  portion  of  the  contract  are 
allowable.  When  a  settlement  proposal 
includes  travel  costs,  determine  whether 
they  benefit  the  entire  contract  or  only 
items  completed  and  delivered.  For  ex¬ 
ample,  if  travel  cost  relates  directly  to 
installing  or  interfacing  end  items,  no 
travel  cost  would  be  allocable  to  the 
terminated  portion  of  the  contract.  Nor¬ 
mally  the  auditor  would  question  any 
amount  so  claimed.  Reasonable  travel 
costs  incurred  in  termination  activities 
are  settlement  expenses.  If  included  as 
Other  Costs,  reclassify  them. 


12-305.7  Costs  Continuing  After 
Termination 

a.  Costs  continuing  after  the  effective 
termination  date  due  to  the  contractor’s 
negligent  or  willful  failure  to  discontinue 
them  are  unallowable.  The  effective  ter¬ 
mination  date  is  the  date  the  termination 
notice  first  requires  the  contractor  to  stop 
performance,  or  the  date  the  contractor 
receives  the  notice,  if  the  contractor 
receives  the  termination  notice  after  the 
date  fixed  for  termination. 

(1)  Reasonable  costs  associated  with 
termination  activities  are  allowable.  FAR 
31.205-42(b)  recognizes  there  may  be 
instances  where  costs  incurred  after  ter¬ 
mination  may  be  allowable.  For  example, 
the  contractor  may  have  contract  person¬ 
nel  at  a  remote  or  foreign  location  or 
there  may  be  personnel  in  transit  to  or 
from  these  sites.  The  cost  of  their  salaries 
or  wages  would  be  allocable  to  the  termi¬ 
nated  contract  for  a  reasonable  period 
required  to  transfer  the  personnel  to  sites 
for  termination  or  used  on  the  contrac¬ 
tor’s  other  work.  In  another  example, 
components  or  end  items  may  be  in  a 
heat-treating  or  electroplating  process 
when  termination  occurs  and  the  contrac¬ 
tor  may  elect  to  complete  rather  than 
disrupt  the  process  and  risk  complete  loss 
of  the  items. 

(2)  In  cases  such  as  the  above  example, 
make  sure  that  the  contractor’s  decision 
did  not  increase  the  government’s  costs. 
Also  make  sure  these  costs  (i)  are  classi¬ 
fied  as  costs  of  contract  performance 
rather  than  settlement  expenses  (see  12- 
305(c)),  and  (ii)  do  not  represent  efforts 
by  the  contractor  to  convert  raw  materi¬ 
als  and  purchased  parts  to  work-in-pro- 
to'".,  or  to  convert  work-in-process  to 
finished  items  solely  to  advance  the  com¬ 
pletion  stage  to  increase  costs  and/or 
profit  recoverable  by  the  claim. 

(3)  After  receiving  the  termination  no¬ 
tice,  the  prime  contractor  may  decide  not 
to  immediately  terminate  its  subcon¬ 
tracts.  The  prime  may  first  have  to  deter¬ 
mine  the  scope  of  the  termination,  review 
the  completion  stage  of  subcontracts,  and 
determine  requirements  on  other  con¬ 
tracts  to  consider  diverting  components 
to  other  work.  This  may  take  time  during 
which  subcontractors  are  continuing  to 
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work.  Overall,  however,  the  efforts  of  the 
prime  contractor  may  result  in  subcon¬ 
tract  claims  far  less  than  would  otherwise 
have  occurred.  Work  closely  with  knowl¬ 
edgeable  technical  personnel  when  re¬ 
viewing  the  reasons  why  the  prime  con¬ 
tractor  failed  to  immediately  terminate 
its  subcontracts. 

(4)  Floor  checks  and  plant  perambula¬ 
tions  performed  immediately  following  a 
contract  termination  in  the  physical  ar- 
ea{s)  affected  will  usually  show  whether 
the  contractor  is  taking  necessary  steps  to 
stop  work  and  to  divert  personnel  to 
other  assignments.  Where  appropriate, 
request  technical  help  from  government 
personnel  familiar  with  the  production 
areas  and  processes. 

b.  Question  amounts  claimed  as  unab¬ 
sorbed  overhead,  under  whatever  name, 
representing  expected  overhead  or  parts 
of  it  absorbed  by  the  contract  if  not 
terminated  (see  FAR  31.205-42). 

(1)  The  Armed  Services  Board  of  Con¬ 
tract  Appieals  (ASBCA)  has  issued  deci¬ 
sions  stating  that  unabsorbed  overhead  is 
not  recoverable  in  a  termination  claim. 
In  Technology,  Inc.,  ASBCA  No.  14083, 
71-2  BCA  8956  and  72-1  BCA  9281,  the 
Board  held  that  unabsorbed  overhead 
relates  to  the  contractor’s  existence  as  an 
ongoing  organization  and  is  not  a  contin¬ 
uing  cost  of  a  terminated  contract.  Fur¬ 
ther,  the  government  is  not  a  guarantor  of 
the  contractor’s  continuing  overhead  nor 
is  this  intended  by  the  language  in  the 
termination  clause.  In  Chamberlain 
Manufacturing  Corp.,  ASBCA  No. 
16877,  73-2  BCA  10.139,  the  Board 
affirmed  the  previous  decision  using  sim¬ 
ilar  reasoning.  The  Board  staled  further 
that  a  loss  of  business,  whether  in  the 
guise  of  post-termination  G&A  expense 
or  otherwise,  is  not  recoverable  in  a 
i  ’  lination  claim.  The  decision  also 
reads  that  the  continuing  costs  to  which 
FAR  31.205-42  refers  clearly  are  only 
those  costs  directly  related  to  the  termi¬ 
nated  contract  and  if  the  drafters  of  the 
regulation  had  intended  to  allow  unab¬ 
sorbed  overhead  they  could  have  done  so 
simply  and  clearly  as  they  did  for  rf::tal 
costs. 

(2)  The  Defense  Logistics  Agency’s 
position  on  unabsorbed  overhead  is  in 
the  DLAM  Manual  8110.1,  Termination 


Manual  for  Contract  Administration  Ser¬ 
vices.  This  manual  states:  “Unabsorbed 
overhead  claimed  as  a  direct  charge  to  a 
terminated  contract  is  not  allowable. 
Paying  for  unabsorbcd  overhead  would 
be  the  same  as  recognizing  claims  for  loss 
of  business,  which  are  unallowable  in  a 
termination  for  the  convenience  of  the 
government.’’ 

c.  While  unabsorbed  overhead  is  not 
allowable  as  part  of  a  termination  settle¬ 
ment,  it  may  be  appropriate  for  an  equi- 
ta-  [ep  ble  adjustment  resulting  from  a 
partial  termination.  See  treatment  of  un¬ 
absorbed  overhead  in  Figure  10-11-la. 

12-306  Auditing  General  and 
Administrative  Expenses 

a.  Determine  whether  (1)  the  individu¬ 
al  items  in  the  G&A  pool  are  allowable, 

(2)  the  allocation  base  is  equitable,  and 

(3)  the  amount  allocated  to  the  termina¬ 
tion  claim  is  reasonable.  In  reviewing  this 
area,  use  the  appropriate  FAR  Part  31 
cost  principles,  and  the  audit  guidance  in 
6-600. 

b.  Including  the  subcontract  settlement 
amounts  in  the  allocation  base  for  G&A 
is  acceptable  if  including  them  otherwire 
satisfies  the  allocability  criteria  in  FAR 
31.201-4,  31.203,  and  31.205-42(h). 

c.  Contractors  often  direct  charge  G&A 
type  expenses  as  part  of  settlement  ex¬ 
penses  in  addition  to  the  G&A  allocated 
to  the  rest  of  the  claim.  When  the  con¬ 
tractor  uses  this  procedure,  ensure  that 
any  G&A  allocated  to  the  rest  of  the 
claim  does  not  include  costs  charged 
directly  as  settlement  expenses  and  that 
these  diiect  charges  are  excluded  from 
the  G&A  allocated  to  continuing  con¬ 
tracts.  As  an  alternate  procedure,  the 
contractor  may  choose  to  recover  G&A 
type  settlement  expenses  by  applying 
normal  G&A.  This  procedure  is  accept¬ 
able  provided  the  method  does  not  result 
in  an  inequitable  allocation  to  other 
contracts  (also  see  12-309). 

d.  Sometimes  applying  a  full  G&A 
expense  rate  to  the  amounts  included  in  a 
termination  claim  is  not  appropriate.  The 
contractor  should  limit  developing  a  spe¬ 
cial  (less  than  full)  G&A  rate  to  those  rare 
situations  where  the  termination  invento¬ 
ry  is  significant  and  its  cost  pattern  is 
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clearly  different  from  that  of  any  other 
contracts  or  work  segments  in  the  normal 
allocation  base.  For  example,  a  contrac¬ 
tor’s  normal  allocation  base  for  G&A 
expenses  may  be  cost  input,  but  the 
settlement  proposal  includes  only  unpro¬ 
cessed  material  costs.  In  this  case,  it  may 
be  appropriate  to  develop  a  special  G&A 
expense  rate  based  on  eliminating  from 
the  expense  pool  those  items  which  relate 
exclusively  to  labor,  overhead,  and  fin¬ 
ished  items. 

12-307  Evaluating  Profit  or  Loss 

a.  Profit  is  allowed  for  preparations 
made  and  work  done  by  the  contractor 
on  the  terminated  portion  of  the  contract. 
The  claim  should  not  include  profit  on 
work  not  performed  due  to  the  termina¬ 
tion.  Profit  based  on  the  contractor’s 
settlement  expenses  and  settlements  with 
subcontractors  is  unallowable  although 
the  contracting  officer  will  consider  the 
contractor’s  settlement  efforts  and  the 
character  and  difficulty  of  subcontracting 
in  arriving  at  a  profit  objective  (see  FAR 
49.202). 

(1)  Determine  whether  a  terminated 
contract  would  have  resulted  in  a  loss  if  it 
had  gone  to  completion.  Determining 
this  is  important  because  (/,;•  no  profit  is 
allowable  if  it  appears  that  tli.  contractor 
would  have  incurred  a  loss  had  the  con¬ 
tract  been  completed,  and  (B)  termina¬ 
tion  claims  are  reduced  by  an  amount 
equal  to  the  pro  rata  share  of  any  reduced 
profit  that  would  have  occurred  had  the 
contract  been  completed. 

(2)  An  auditor  can  usually  determine 
the  anticipated  profit  rate  '-ith  reason¬ 
able  accuracy  if  the  contract  was  substan¬ 
tially  complete  at  the  time  of  termina¬ 
tion.  Or,  for  a  partial  termination,  if  cost 
information  is  available  on  the  continued 
portion  of  the  contract.  Request  the  con¬ 
tractor,  through  the  contracting  officer, 
to  furnish  an  estimate  of  the  cost  re¬ 
quired  to  complete  the  terminated  por¬ 
tion  of  the  contract.  Review  the  estimate 
with  necessary  help  from  technical  repre¬ 
sentatives  (see  12-302g).  The  contractor’s 
estimate  to  complete  may  be  conserva¬ 
tive  and  show  that  no  loss  would  have 
occurred.  Make  a  concerted  effort  to 
evaluate  the  contractor’s  projected  profit. 


(3)  There  is  no  contractual  requirement 
for  the  contractor  to  furnish  an  estimate 
to  complete.  If  the  contractor  declines  to 
submit  an  estimate  to  complete  or  states 
that  a  cursory  review  found  that  no  loss 
would  have  occurred,  technical  personnel 
with  auditor  assistance  can  prepare  the 
estimate  to  complete.  Developing  data 
that  shows  a  loss  in  this  situation  may 
place  the  burden  on  the  contractor  to 
submit  data  regarding  its  profit  or  loss 
position. 

b.  When  evaluating  a  contractor’s  pro¬ 
jected  profit  rate,  consider  what  allow¬ 
able  costs  would  have  been  incurred 
without  the  termination.  In  cases  where 
common  items  may  have  been  diverted 
from  the  terminated  portion  of  a  contract 
to  the  contractor’s  other  work  or  if  the 
contractor  has  not  claimed  all  costs  that 
would  be  allowable  under  a  contract, 
include  them  in  projections  of  costs  to 
complete  the  contract. 

c.  Where  there  is  no  reasonable  basis 
for  the  contractor  to  determine  the  profit 
rate  had  the  contract  gone  to  completion 
or  the  auditor  cannot  make  a  realistic 
evalu'^tion  of  the  contractor’s  projection, 
include  in  the  audit  report  information 
and  comments  that  may  prove  helpful  to 
the  negotiator.  This  might  include  com¬ 
ments  such  as  (1)  the  profit  rate  realized 
on  the  end  products  completed  to  date  of 
termination,  (2)  the  contractor’s  average 
experienced  profit  rate  on  similar  prod¬ 
ucts,  (3)  the  profit  rate  both  parties 
intended  when  the  contract  was  negotiat¬ 
ed,  and  (4)  the  profit  amount  the  contrac¬ 
tor  would  receive  under  a  formula  settle¬ 
ment  if  the  contract  termination  clause 
provides  for  its  use. 

d.  Quantitative  methods  are  useful 
tools  when  reviewing  termination  settle¬ 
ment  proposals.  For  example,  applying 
statistical  sampling  to  inventory  costing 
or  to  incurred  costs  can  save  considerable 
time.  Also,  an  understanding  of  improve¬ 
ment  (learning)  curve  techniques  (Appen¬ 
dix  F)  is  essential,  particularly  when 
evaluating  contractor's  and  subcontrac¬ 
tors’  estimates  to  complete  the  contract. 
While  most  auditors  normally  associate 
using  an  improvement  curve  with  evalu¬ 
ating  direct  labor  hour  estimates,  audi¬ 
tors  may  also  use  it  in  evaluating  the 
estimated  prices  of  direct  material  parts 
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and  components.  Factors  considered 
when  evaluating  the  cost  estimate  to 
complete  include  (1)  cost  experience  data 
available  before  the  government  termi¬ 
nated  the  contract,  (2)  directly  applicable 
experience  for  an  entire  product  line 
previously  produced,  or  (3)  other  similar 
experience  from  other  products- or  com¬ 
ponents.  When  applying  improvement 
curve  techniques,  follow  the  audit  guid¬ 
ance  in  Appendix  F. 

12-308  Adjusting  for  Loss  Contracts 

a.  For  terminated  “loss”  contracts, 
FAR  49.203(b)  and  (c)  state  the  methods 


for  determining  the  maximum  to  be  paid 
on  inventory  and  total  cost  settlements. 
Fundamentally,  these  methods  are  in¬ 
tended  to  adjust  the  contractor’s  termina¬ 
tion  claim.  The  government  does  this  by 
applying  to  the  amount  claimed  a  per¬ 
centage  calculated  using  the  total  con¬ 
tract  price  compared  to  the  total  estimat¬ 
ed  cost  incurred  had  the  contract  been 
completed.  The  following  examples  illus¬ 
trate  the  loss  adjustment  under  the  inven¬ 
tory  basis  and  the  total  cost  basis. 


(1)  Assume  a  termination  having  the  following  conditions; 


Total  contract  price  (50  units  @  $2,400  each) 

$120,000 

Total  amount  invoiced  for  completed  units  (35  units  (3)  $2,400  each) 

$  84,000 

Total  costs  incurred  under  the  contract 

$135,000 

Estimate  of  cost  to  complete  contract,  including  $  10,000  subcontract 

settled  for  $5,000 

$  15,000 

Settlement  with  subcontractor 

$  5,000 

Settlement  expenses 

$  1,000 

Disposal  credits 

$  5,000 

Units  completed  and  delivered  prior  to  termination 

35 

Units  completed  and  on  hand  and  not  to  be  delivered 

5 

Units  terminated. 

10 

(2)  Assume  also  that  the  contractor  submitted  a  settlement  proposal  on  the  inventory  basis  as 

follows: 

Finished  components 

$  7,000 

Work  in  progress 

3,250 

Dies,  jigs,  fixtures,  and  special  tools 

2,000 

General  and  administrative  expenses 

1,000 

Other  costs 

3,000  $  16,250 

Profit 

2,000 

Settlement  expenses 

1,000 

Settlements  with  subcontractors 

5,000 

Acceptable  finished  product  (adjusted  for  freight  and 

packaging  savings) 

11,000 

Less  disposal  credit 

(5,000) 

Net  payment  requested 

$  30,250 

The  amount  recommended  for  settlement,  assuming  all  claimed  costs  are  otherwise 
acceptable,  would  be  computed  as  follows  based  on  FAR  49.203: 


Settlement  expenses  S  1,000 

Contract  price,  as  adjusted,  for  acceptable  completed  end  item  11,000 

Total  settlement  amount  otherwise  agreed  to  or  determined, 
adjusted  for  estimated  loss  17,000* 

Less  disposal  credit  (5.000) 

Recommended  settlement  amount  S  24.000 
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‘Computed  by  multiplying  the  sum  of  the  contractor’s  own  costs  of  $16,250  plus  settlements 
with  subcontractors  of  $5,000  by  the  ratio  of  the  total  contract  price  of  $120,000  to  the  total 
indicated  cost  of  $150,000.  Total  indicated  cost  is  composed  of  the  total  cost  of  $135,000 
incurred  prior  to  termination  plus  the  estimated  cost  of  $15,000  to  complete  the  entire  contract: 

$21,250  X  SI 20,000  $21,250  X  80%  =  $17,000 

$150,000 

(3)  Assume  that  the  contractor  submitted  a  proposal  on  the  total  cost  basis  as  follows: 


Direct  material  $24,000 

Direct  labor  30,000 

Indirect  factory  expense  50,000 

Dies,  jigs,  fixtures,  and  special  tools  10,000 

Other  costs  15,000 

General  and  administrative  expenses  6,000 


Less  finished  product  invoiced  or  to  be  invoiced 
Profit 

Settlement  expenses 
Settlement  with  subcontractors 
Disposal  and  other  credits 
Advance,  progress  and  partial  payments 
Net  payment  requested 


$135,000 

(84,000) 


$  51,000 
O' 

1,000 
5,000 
(  5,000) 

1 _ 0) 

$  52,000 


The  amount  recommended  for  settlement,  assuming  all  claimed  costs  are  otherwise  acceptable, 
would  be  computed  as  follows  based  on  FAR  49.203: 


Settlement  expenses  $  1,000 

The  total  settlement  amount  otherwise  agreed  to 
or  determined,  adjusted  for  estimated  loss  112,000^ 

Less  disposal  credit  (5,000) 

Less  amount  previously  paid  contractor  (84,000) 

Recommended  settlement  amount  $  24,000 


'No  claim  for  profit  made  by  contractor  because  the  contract  price  has  been  exceeded. 


^Computed  by  multiplying  the  sum  of  the  contractor’s  own  costs  of  $135,000  plus  settlements 
with  subcontractors  of  $5,000  by  the  ratio  of  the  total  contract  price  of  $120,000  to  the  total 
indicated  costs  of  $150,000.  Total  indicated  cost  is  composed  of  the  total  costs  of  $135,000 
incurred  prior  to  termination  plus  the  estimated  cost  of  $15,000  to  complete  the  entire  contract: 

$140,000  X  SI 20,000  or  $140,000  X  80%  =  $112,000 
$150,000 


b.  When  there  are  unpriced  changes 
existing  at  the  time  of  the  audit,  inform 
the  contracting  officer  that  the  loss  ad¬ 
justment  is  tentative  and  will  require 
recomputation  if  the  changes  result  in 
upward  or  downward  revisions  of  the 
total  contract  price.  Similarly,  where  the 
contractor  uses  estimates  for  subcontract 
settlement  amounts,  advise  the  contract¬ 


ing  ofilcer  that  the  loss  adjustment  will 
require  recomputation  if  negotiated  set¬ 
tlements  differ  from  the  estimated 
amounts. 

12-309  Auditing  Settlement  Expenses 

a.  For  ease  in  settling  a  termination 
proposal,  the  contractor  should  establish 
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a  separate  job  order  or  code  to  which 
settlement  expenses  can  be  directly 
charged.  Allowable  settlement  expenses 
in  a  termination  claim  may  include  the 
following. 

(1)  Accounting,  legal,  clerical,  and  sim¬ 
ilar  costs  reasonably  necessary  for  the 
preparation  and  presentation  of  settle¬ 
ment  claims  and  supporting  data  and  for 
the  termination  and  settlement  of  sub¬ 
contracts. 

(2)  Reasonable  costs  for  the  storage, 
transportation,  protection,  and  disposi¬ 
tion  of  property  and  inventory  acquired 
or  produced  for  the  contract. 

b.  Methods  of  accumulating  settlement 
expenses  vary.  Contractors  may  charge 
only  for  the  costs  of  direct  labor  and 
material  expended,  or  the  labor  charges 
may  include  an  amount  for  related  over¬ 
head  costs  such  as  supervision,  space, 
fringe  benefits,  and  other  costs.  When  a 
contractor  has  established  a  special  ter¬ 
mination  department,  all  direct  costs  on 
termination  activities  may  be  accumulat¬ 
ed  and  overhead  burden  added  to  cover 
other  costs  of  the  termination  depart¬ 
ment.  Costs  may  then  be  equitably  dis¬ 
tributed  to  specific  settlements.  Auditing 
settlement  expenses  requires  a  decision 
on  the  accuracy,  reliability,  and  reason¬ 
ableness  of  the  claimed  amounts.  Audit 
procedures  outlined  for  examining  the 
contractor’s  other  costs  equally  apply  to 
verifying  settlement  expenses. 

c.  When  the  contractor  accounts  for 
settlement  expenses  as  direct  charges,  it 
should  maintain  labor  time  cards  and 
distribute  labor  costs  to  the  terminated 
work.  Confirm  that  the  contractor  has 
not  assigned  highly  paid  personnel  to 
routine  work.  When  possible,  contrac¬ 
tor’s  employee  time  records  covering 
settlement  activities  should  describe  the 
particular  work  performed.  Perform  tests 
to  ensure  that  indirect  allocations  do  not 
duplicate  other  claimed  costs. 

d.  The  functions  performed  by  the 
contractor  in  settling  terminated  con¬ 
tracts  are  different  from  those  required 
for  normal  business  operations.  For  this 
reason,  the  contractor’s  normal  indirect 
cost  rates  usually  will  not  apply  to  settle¬ 
ment  costs.  The  government  recognizes 
this  in  FAR  31.205-42(g)(l)(iii)  which 
provides  that  indirect  costs  associated 


with  settlement  activities  will  normally 
be  limited  to  payroll  taxes,  fringe  bene¬ 
fits,  occupancy  cost,  and  immediate  su¬ 
pervision.  For  the  government  to  consid¬ 
er  other  items  of  indirect  costs,  the 
contractor  must  show  that  these  costs 
benefited  and  directly  related  to  the  labor 
expended  on  termination  activities. 

e.  Determine  whether  personnel  com¬ 
pensation  cost  directly  included  in  the 
settlement  expenses  reasonably  relates  to 
the  time  required  for  termination  activi¬ 
ties.  This  is  particularly  important  when 
settlement  expenses  include  the  time  of 
officers  and  executive  personnel.  The 
contractor  should  normally  have  records 
to  support  the  amounts  claimed. 

f.  When  the  contractor  identifies  and 
charges  settlement  expenses  directly  to 
termination  claims,  the  contractor  should 
absorb  settlement  expenses  applicable  to 
no-cost  settlements. 

g.  Question  costs  beyond  those  consid¬ 
ered  reasonably  appropriate  for  the  ter¬ 
mination  settlement  such  as  for  unneces¬ 
sary  work,  unrealistic  professional  fees, 
etc.  Where  the  auditor  cannot  resolve  the 
reasonableness  of  an  amount,  refer  the 
amount  to  the  contracting  officer  as  unre¬ 
solved  cost,  furnishing  factual  informa¬ 
tion  and  comments  which  may  be  useful 
to  the  contracting  officer  in  deciding  if 
the  costs  are  acceptable  (see  12-3 13b). 

h.  A  contractor  may  decide  to  obtain 
professional  accounting  services  to  help 
settlement  proceedings.  Reasonable  costs 
of  these  services,  including  preparing  the 
settlement  proposal,  may  be  reimbursed 
to  the  contractor.  Evaluate  the  reason¬ 
ableness  of  accounting  service  charges  by 
considering  the  complexity  of  the  propos¬ 
al  compared  to  the  number  of  staff-days 
represented  by  the  fee  amount. 

i.  Where  the  contractor  claims  legal 
expenses,  evaluate  their  reasonableness 
considering  the  time  charged,  the  nature 
of  the  services  provided,  and  the  relation¬ 
ship  of  the  legal  expenses  to  the  total 
termination  settlement  amount.  Include 
appropriate  comments  in  the  report.  For 
contingent  fee  arrangements,  i.e.  where 
the  legal  fee  is  based  on  the  negotiated 
settlement  amount,  clearly  describe  this 
arrangement  in  the  report.  Legal  expenses 
or  other  costs  connected  to  an  appeal  of  a 
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settlement  decision  made  by  the  contract¬ 
ing  officer  are  not  allowable. 

j.  Settlement  expenses  may  include 
reasonable  storage  costs  incurred  in  pro¬ 
tecting  termination  inventory,  but  these 
are  allowable  as  settlement  expenses  only 
during  the  plant  clearance  period  as  de¬ 
fined  in  (FAR  45.601).  Allowable  storage 
costs  should  not  exceed  the  cost  that 
would  normally  be  incurred  to  care  for 
and  protect  the  inventory  and  should 
represent  an  equitable  allocation  of  the 
contractor’s  total  storage  costs.  As  dis¬ 
cussed  in  FAR  45.612-2,  45.612-3,  and 
DFARS  245.612-3,  when  a  contractor 
stores  termination  inventory  in  a  special 
warehouse  or  other  special  storage  loca¬ 
tion,  on  or  off  its  own  premises,  it  must 
absorb  the  additional  (above  normal) 
storage  expense,  including  any  related 
removal  expenses.  This  is  unless  the 
contracting  officer  has  determined  that 
such  removal  or  storage  is  for  the  conve¬ 
nience  of  the  government.  Undue  delay 
by  the  contractor  in  submitting  accept¬ 
able  inventory  schedules  or  prolonging 
the  plant  clearance  period  should  not 
increase  storage  charges  to  the  govern¬ 
ment.  Following  the  plant  clearance  peri¬ 
od,  the  contractor  may  request  the  con¬ 
tracting  officer  to  remove  the  inventory 
items,  or  to  enter  into  a  separate  storage 
agreement  covering  them. 

k.  As  noted  above,  settlement  costs 
may  include,  as  a  direct  charge  to  the 
termination  settlement,  costs  the  contrac¬ 
tor  has  disclosed  or  established  as  indi¬ 
rect  costs.  At  contractors  where  there  is 
continuing  auditable  work  ensure  that 
the  contractor  credits  expense  pools  for 
the  costs  allowed  as  a  part  of  settlement 
expenses  before  developing  rates  to  be 
applied  to  other  contract  effort. 

12-310  Reviewing  Subcontractor 
Settlements 

a.  Termination  :ettlements  v  ith  sub¬ 
contractors  follow,  in  general,  the  princi¬ 
ples  on  prime  contract  settlements.  A 
subcontractor  does  not  have  contractual 
rights  against  the  government  when  its 
subcontract  is  terminated.  A  subcontrac¬ 
tor’s  rights  are  against  the  prime  contrac¬ 
tor  or  higher-tier  subcontractor  with 
which  it  has  contracted.  The  prime  con¬ 


tractor  and  each  subcontractor  is  respon¬ 
sible  for  settling  termination  proposals  of 
its  immediate  subcontractors  based  upon 
the  contract  terms  and  applicable  regula¬ 
tions  (see  also  12-203). 

b.  When  DCAA  did  not  perform  the 
review  of  a  subcontractor’s  termination 
claim,  the  auditor  at  the  prime  location 
will  evaluate  the  review  done  by  the 
prime  contractor.  The  auditor  should 
particularly  review,  on  a  selective  basis, 
settlements  made  by  the  contractor  with¬ 
out  contracting  officer  approval  or  ratifi¬ 
cation  using  the  authority  granted  to  the 
contractor  under  FAR  49.108-4.  The 
auditor  should  have  available  the  prime 
contractor’s  complete  case  file.  The  file 
should  contain,  as  a  minimum,  a  com¬ 
plete  copy  of  the  subcontraet;  a  copy  of 
the  subcontractor’s  settlement  proposal, 
with  any  amendments  or  revisions;  audit 
and  technical  evaluations;  minutes  of  all 
settlement  negotiations;  and  related  cor¬ 
respondence. 

c.  Where  deficiencies  exist,  discuss 
them  with  the  contractor  and  explain 
them  in  the  report  issued  on  the  prime 
contract  termination  settlement  proposal. 
If  additional  independent  verification  is 
required,  send  a  request  for  an  assist 
audit  to  the  cognizant  auditor.  The  re¬ 
quest  should  fully  explain  the  areas  of 
apparent  deficiencies  to  prevent  duplica¬ 
tion  of  effort.  Call  the  contracting  offi¬ 
cer’s  attention  to  any  pattern  of  settle¬ 
ments  which  appear  questionable  or 
which  suggest  that  the  contracting  officer 
should  restrict  or  withdraw  settlement 
authority  granted. 

d.  The  government  and  subcontractors 
can  make  direct  settlements  under  unusu¬ 
al  circumstances  by  having  the  prime 
contractor  assign  the  subcontract  to  th^ 
government.  The  standard  prime  con¬ 
tract  termination  clause  allows  subcon¬ 
tract  assignment.  Direct  settlements  with 
subcontractors,  however,  are  only  done 
when  the  contracting  officer  determines 
that  they  are  in  the  best  interest  of  the 
government. 

12-311  Reviewing  Disposal  and 
Other  Credits 

Credit  amounts  included  in  a  settle¬ 
ment  proposal  normally  represent  (1)  an 
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offer  by  the  contractor  to  purchase  inven¬ 
tory  at  less  than  cost,  (2)  the  proceeds 
from  the  sale  of  termination  inventory,  or 
(3)  a  combination  of  (1)  and  (2),  A 
contractor’s  offer  to  purchase  inventory 
at  less  than  cost  is  subject  to  review  by 
plant  clearance  personnel  and  to  negotia¬ 
tion  between  the  contractor  and  the  con¬ 
tracting  officer.  When  the  offer  is  to 
purchase  for  a  percentage  of  cost,  verify 
that  the  contractor  has  considered  the  full 
cost  of  the  material  including  any  appli¬ 
cable  labor  and  burden  rather  than  just 
the  purchase  cost  of  the  material.  Also 
verify  that  the  contractor  made  all  sales 
of  termination  inventory  at  prices  not 
less  than  those  approved  by  the  plant 
clearance  officer  (FAR  45.610). 

12-312  Reviewing  Advance,  Progress, 
or  Partial  Payments 

a.  Advance,  progress,  and  partial  pay¬ 
ments  are  amounts  paid  to  the  contractor 
before,  during  or  after  contract  perfor¬ 
mance/termination.  The  amounts  do  not 
represent  payments  for  completed  items 
invoiced  at  the  contract  price.  Any  unli¬ 
quidated  amounts  paid  to  the  contractor 
under  advance,  progress,  or  partial  pay¬ 
ments  must  be  offset  against  the  final 
settlement  proposal.  Final  accounting  for 
all  advance,  progress,  and  partial  pay¬ 
ments  is  part  of  the  final  settlement  and 
is  verified  by  the  finance  or  disbursing 
officer  before  final  payment.  The  audit 
report  should  note  any  inaccuracies  in 
the  amount  reported  by  the  contractor  to 
prevent  unnecessary  complications  in  the 
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final  accounting  for  termination  pay¬ 
ments. 

b.  The  contracting  officer  may  request 
an  audit  of  interim  settlement  proposals 
submitted  to  support  requests  for  partial 
payments  on  terminated  contracts.  The 
auditor  should  honor  these  requests. 
However,  since  an  audit  will  typically  be 
performed  on  the  final  settlement  pro¬ 
posal,  a  detailed  review  of  interim  pro¬ 
posals  usually  need  not  be  done.  Make 
sure  that  the  claimed  costs  have  been 
incurred  and  that  the  accumulated  partial 
payment  amount  does  not  exceed  the 
total  amount  the  contractor  is  expected 
to  receive  in  final  settlement  of  the 
termination  claim. 

12-313  Format,  Content,  and 
Distribution  of  Audit  Reports 

a.  Use  the  guidance  in  10-700  and 
Figures  10-7-1  and  10-7-2  of  Chapter  10 
in  preparing  and  issuing  audit  reports  on 
termination  settlement  proposals. 

b.  Use  the  criteria  and  guidance  in  10- 
308.1  in  determining  questioned  costs. 
Section  10-308.3  provides  the  criteria  for 
unresolved  costs.  However,  because  of 
the  particular  nature  of  termination  ac¬ 
tions,  the  unresolved  costs  category  is 
extended  to  include  ?  mounts  applicable 
to  those  types  of  items  on  which  the 
auditor  is  unable  to  reach  a  conclusion 
because  the  contractor’s  net  cost  or  liabil¬ 
ity  will  not  be  firmly  established  until  a 
later  date.  Examples  of  these  items  are 
severance  pay  and  the  cost  of  unexpired 
leases. 
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12-400  Section  4 — Auditing  Terminated  Cost-Type  Contracts 


12-401  Introduction 

a.  The  purpose  of  this  section  is  to 
furnish  guidance  for  auditing  terminated 
cost-type  contracts. 

b.  The  contract  cost  principles  relevant 
to  the  contract  involved  still  govern  the 
allowability  of  costs  if  the  contract  is 
terminated.  Under  terminated  cost-type 
contracts,  the  contractor  has  various  op¬ 
tions  for  claiming  costs  after  the  termina¬ 
tion  date.  Paragraphs  12-402  and  12-404 
below  discuss  these  options.  These  para¬ 
graphs  also  advise  whether  only  a  con¬ 
tract  audit  closing  statement  is  necessary 
or  whether  a  contract  audit  closing  state¬ 
ment  and  an  audit  report  are  required. 

12-402  Options  Available 

a.  When  the  government  has  complete¬ 
ly  terminated  a  cost-type  contract,  the 
contractor  is  given  the  option  of  either 
vouchering  out  costs  incurred  both  before 
and  after  the  contract  termination  date 
(continuing  to  request  reimbursement  for 
incurred  costs  on  standard  public  vouch¬ 
er  forms)  or  submitting  a  settlement 
proposal.  The  government  limits  the  op¬ 
tion  to  voucher  out  costs  to  six  months, 
after  which  the  contractor  must  claim 
unvouchered  costs  associated  with  the 
terminated  contract  on  Standard  Form 
(SF)  1437,  Settlement  Proposal  for  Cost- 
Reimbursement  Type  Contracts.  The 
contractor’s  exercise  of  its  option  to 
claim  costs  on  SF  1437  is  irrevocable. 
Once  selected,  all  unvouchered  costs 
must  be  submitted  on  the  settlement 
proposal  form.  The  last  voucher  submit¬ 
ted  under  the  vouchering  out  procedure 
is  considered  the  “completion  voucher.” 

::  contractor  should  specifically  identi¬ 
fy  it  as  such,  even  though  there  may  be 
unvouchered  costs  which  the  contractor 
plans  to  submit  in  the  settlement  propos¬ 
al.  Process  this  voucher  as  set  forth  in  10- 
900.  The  contractor  must  submit  its 
proposal  to  determine  the  final  fee 
amou.et  under  the  contract  by  letter  or  by 
SF  1437. 

b.  When  the  government  partially  ter¬ 
minates  a  cost-type  contract,  FAR  49.304 


limits  with  certain  minor  exceptions,  the 
settlement  to  a  fee  adjustment,  if  any. 
The  contractor  shall  submit  a  settlement 
proposal  covering  this  adjustment.  The 
contractor  shall  continue  to  submit  SF 
1034  for  all  reimbursable  costs  requested 
under  the  contract,  including  (1)  its  own 
costs  allocable  to  the  terminated  portion 
of  the  contract,  (2)  settlement  costs  for 
subcontractors,  and  (3)  applicable  settle¬ 
ment  expenses  (see  12-402. la). 

c.  Normally,  a  selection  to  voucher  out 
means  the  auditor  will  issue  a  contract 
audit  closing  statement  (using  the  guid¬ 
ance  in  10-900)  once  he  or  she  has 
completed  the  audit.  A  selection  to  sub¬ 
mit  a  settlement  proposal  usually  means 
the  auditor  will  also  issue  an  audit  report 
(in  addition  to  the  closing  statement) 
using  the  guidance  in  10-700.  Further 
comments  on  this  are  in  12-404. 

12-402.1  Costs  and  Fee  Vouchered  Out 

a.  When  the  contractor  decides  to 
continue  vouchering  out,  it  submits  con¬ 
tract  costs  in  the  usual  manner  on  Stan¬ 
dard  Form  1034.  Costs  submitted  on 
vouchers  may  include  all  contract  costs, 
including  settlement  expenses  and  settle¬ 
ments  with  subcontractors.  For  terminat¬ 
ed  contracts  under  th'  cognizance  of 
DLA,  contractors  must  submit  separate 
properly  identified  vouchers  for  subcon¬ 
tract  settlements  and  for  settlement  ex¬ 
penses.  Such  contractors  must  also  sub¬ 
mit  all  subcontract  termination  settle¬ 
ments  to  the  TCO  for  prior  approval  and 
ratification,  except  those  settlements  un¬ 
der  FAR  49.108-4.  The  contractor  must 
furnish  evidence  of  the  approval  with  the 
SF  1034  voucher.  When  the  contractor 
has  vouchered  out  all  costs  within  the  six 
month  period,  it  may  submit  its  claim  for 
fee,  if  any,  on  SF  1437  or  by  letter 
appropriately  certified. 

b.  Disapprove  costs  submitted  on  SF 
1034  that  are  similar  to  those  covered  by 
a  GAO  formal  exception  or  presented  on 
a  “reclaim  voucher.” 

12-402.2  Costs  and  Fee  Submitted  in  a 
Settlement  Proposal 

The  contractor  should  submit  settle¬ 
ment  proposals  to  the  contracting  officer 
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within  1  year  from  the  effective  termina¬ 
tion  date  unless  contract  terms  or  agree¬ 
ment  extends  the  period.  The  auditor’s 
function  in  reviewing  the  settlement  pro¬ 
posal  is  advisory  and  is  primarily  to  help 
the  contracting  officer  negotiate  an  equi¬ 
table  settlement.  Perform  the  audit  of 
costs  included  in  the  settlement  proposal 
under  a  cost-type  contract  using  the  guid¬ 
ance  contained  in  Chapter  6  and  12-300, 
as  appropriate.  Verify  that  the  contractor 
has  excluded  previously  reimbursed  costs 
from  the  proposal.  When  the  contractor 
includes  costs  previously  disapproved  by 
a  DCAA  Form  1,  or  costs  disapproved 
under  a  GAO  exception  (or  are  of  a 
similar  nature),  question  the  amount. 
When  the  settlement  proposal  covers  a 
contract  termination  for  default,  question 
costs  incurred  in  preparing  the  proposal. 

12-403  Fee 

The  termination  clause  of  the  contract 
governs  the  adjusted  fee,  if  any.  It  usually 
is  based  on  the  percentage  of  completion 
of  the  contract  or  the  terminated  portion, 
compared  to  the  total  fee  provided  in  the 
contract  for  complete  performance.  In 
determining  the  contract  completion  per¬ 
centage,  the  government  gives  consider¬ 
ation  to  the  work  done  by  the  contractor 
in  handling  the  termination  notice,  set¬ 
tling  subcontractors’  claims,  and  dispo^ 
ing  of  the  termination  inventory.  To  help 
the  contracting  officer  adjust  the  fee, 
provide  comments  on  the  total  estimated 
cost  to  complete  the  contract.  Also  pro¬ 
vide  comments  on  the  relationship  be¬ 
tween  the  physical  percentage  of  comple¬ 
tion  and  the  percentage  of  costs  incurred 
to  the  total  estimated  cost  of  performing 
the  contract. 

12-404  Contract  Audit  Closing 
Statements  on  Vouchered  Costs  and 
Fee 

Auditors  must  prepare  a  contract  audit 
closing  statement  or  final  audit  report, 
showing  the  costs  and  fee  billed  on  public 
vouchers  (Standard  Form  1034)  for  each 
terminated  cost-type  contract.  Follow  the 
procedures  contained  in  Chapters  6  and 
10  to  prepare  and  distribute  contract 
audit  closing  statements.  Closing  state¬ 


ments  should  address  (1)  any  disap¬ 
proved  costs  the  contractor  intends  to 
appeal,  (2)  the  fixed  fee  amount  paid 
through  the  last  voucher,  and  (3)  whether 
the  fee  is  subject  to  a  final  settlement 
adjustment.  When  all  costs  incurred  un¬ 
der  the  terminated  contract  have  been 
vouchered  out,  the  contractor  should 
submit  all  enclosures  that  regularly  ac¬ 
company  contract  audit  closing  state¬ 
ments.  Also  follow  this  procedure  when 
the  contractor  has  stopped  using  vouch¬ 
ers  and  the  settlement  proposal  includes 
other  unvouchered  costs,  except  the  “As¬ 
signment  of  Refunds,  Rebates  and  Other 
Credits”  is  not  required.  The  government 
will  incorporate  this  document  into  the 
settlement  agreement  after  negotiations. 

12-405  Terminated  Cost-Type 
Subcontracts 

A  prime  contractor  or  upper-tier  sub¬ 
contractor  may  terminate  cost-type  sub¬ 
contracts.  Termination  may  be  for  conve¬ 
nience  of  the  government  or  for  default. 
Audit  concerns  for  a  terminated  subcon¬ 
tract  are  similar  to  a  terminated  prime 
contract.  When  auditing  subcontract  set¬ 
tlement  proposals,  follow  the  guidance 
provided  for  auditing  terminated  prime 
contracts.  Unless  the  auditor  receives  a 
specific  request  through  government 
channels,  he  or  she  should  not  normally 
review  and  report  on  settlement  propos¬ 
als  prepared  by  subcontractors  since  this 
is  a  prime  contractor  responsibility.  Be 
alert,  however,  to  situat'ons  where  an 
audit  may  be  desirable  and  where  the 
interested  procurement  activity  should 
be  informed  (see  12-204  and  12-406). 

12-406  Terminating  Subcontracts  for 
the  Convenience  of  tite  Contractor 
Under  Cost-Type  Contracts 

The  contractor  or  the  government  may 
find  it  necessary  to  adopt  changes  in  the 
manufacturing  or  engineering  eflort  or  in 
material  requirements  while  performing 
a  cost-type  contract.  After  receiving  a 
contract  change,  the  prime  or  upper-tier 
sub-  contractor  must  terminate  orders  or 
subcontracts  that  become  unnecessary 
due  to  the  contract  change.  The  contrac- 
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tor  should  carry  this  out  by  using  the 
termination  clause  in  the  subcontract.  It 
should  base  settlements  on  the  cost  prin¬ 
ciples  incorporated  in  the  terminated 
subcontract.  In  some  instances,  the  gov¬ 
ernment  may  allow  an  equitable  adjust¬ 
ment  of  the  prime  contract  price  under 
the  changes  clause  in  the  contract.  The 
auditor  of  the  prime  contractor  involved 
in  such  adjustments  is  responsible  for 
ensuring  that  subcontracts  terminated 
under  these  circumstances  are  settled  in 
the  government’s  interest  since  the  settle¬ 
ment  amount  becomes  part  of  the  prime 
contractor’s  claim  for  an  equitable  ad¬ 
justment.  The  auditor  should  therefore 
establish  a  means  for  the  contractor  to 
notify  the  audit  activity  of  such  subcon¬ 
tract  terminations.  When  a  terminated 
subcontract  settlement  appears  to  have 
been  based  on  inadequate  review  by  the 
prime  contractor,  the  DCAA  auditor  at 
the  prime  or  upper-tier  subcontractor 
should  request  an  audit  of  the  subcon¬ 
tractor’s  termination  proposal. 

12-407  Expediting  Indirect  Costs 
Settlement 

a.  Final  settlement  of  a  terminated 
cost-type  contract  may  be  unduly  delayed 


if  settlement  is  withheld  until  indirect 
cost  rates  are  established  using  FAR 
42.705  for  the  final  period  in  which  the 
contract  was  performed.  To  prevent  these 
delays,  FAR  49.303-3(a)  permits  the  con¬ 
tracting  officer,  after  receiving  the  audit 
recommendations,  to  negotiate  an  indi¬ 
rect  cost  amount  for  the  final  period  of 
contract  performance  and  thus  promptly 
produce  a  final  settlement  of  the  contract 
(see  6-711.2). 

b.  Normally,  the  auditor  provides  final 
determined  indirect  cost  rates  for  the 
entire  contract  performance  period.  If 
prompt  final  determination  is  not  possi¬ 
ble,  authority  to  expedite  indirect  cost 
settlement  and  contract  close  out  is  dis¬ 
cussed  in  6-711.1  and  6-1009.  As  a 
further  factor,  note  that  FAR  49.303-3(b) 
requires  the  contractor  prepare  its  indi¬ 
rect  cost  proposal  for  other  contracts 
completed  during  the  period  by  eliminat¬ 
ing  from  the  total  pools  and  allocation 
bases  the  corresponding  indirect  costs 
and  related  direct  costs  applied  to  the 
terminated  contract. 
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12-501  Introduction 

This  section  provides  general  informa¬ 
tion  and  guidance  for  reviewing  contrac¬ 
tor  equitable  adjustment  submissions. 

12-502  Equitable  Price  Adjustments 

a.  Equitable  price  adjustments  result 
from  changes  made  by  the  Contracting 
Officer  that  are  within  the  general  scope 
cf  the  contract.  When  changes  made 
'vithin  the  general  scope  of  the  contract 
cause  an  increase  or  decrease  in  the 
contractor’s  costs  or  the  period  of  perfor¬ 
mance,  there  is  an  equitable  adjustment 
in  the  contract  price  and  the  contract  is 
modified.  Equitable  adjustment  submis¬ 
sions  include  both  proposals  and  claims 
(see  12-504(b)). 

b.  Delay/disruption  represents  a 

unique  type  of  equitable  price  adjust- 
ment.Delay/Disruption  submissions  are 
requests  to  recoup  costs  as  a  result  of 
government  caused  de- 

laWdisruption.Depending  upon  the  type 
01  contract  and  the  circumstances  under¬ 
lying  the  delay/disruption,  such  requests 
may  be  made  under  FAR  52.243  (stan¬ 
dard  change  clauses),  FAR  52.212-12 
(suspension  of  work  clause  for  construc¬ 
tion  contracts),  FAR  52.212-13  (stop- 
work  order  clause  for  supply  and  service 
contracts),  FAR  52.212-14  (stop-work 
order  clause  for  facilities  acquisition  con¬ 
tracts),  FAR  52.212-15  (government  de¬ 
lay  of  work  for  supply  and  service  con¬ 
tracts),  or  52.236-2  (differing  site  condi¬ 
tions  for  fixed  price  construction  and 
demolition  contracts). 

c.  Extraordinary  relief  represents  an¬ 
other  unique  type  of  equitable  price  ad¬ 
justment.  Submissions  for  extraordinary' 
relief  represent  requests  for  contract  price 
adjustments  submitted  pursuant  to  the 
provisions  of  50  U.S.C.  1431-1435. 

12-503  Adequacy  of  Submissions 

The  adequacy  of  the  submission  should 
be  determined  before  beginning  the  au¬ 
dit.  Immediately  notify  the  contracting 
officer  of  inadequate  submissions  to  faci¬ 
litate  the  decision  on  acceptability.  The 


written  notification  should  describe  the 
specific  inadequacies,  the  cost  impact  of 
the  inadequacies,  and  the  data  needed  to 
correct  the  deficiencies.  If,  after  FAO 
Manager  and/or  RAM  involvement  with 
contract  administration  management,  the 
contracting  officer  insists  that  an  audit  be 
performed  on  the  inadequate  submission, 
confirm  this  in  writing  and  advise  the 
contracting  officer  that  an  audit  cannot 
be  performed  on  unsupported  items,  and, 
as  a  result,  all  unsupported  items  will  be 
questioned  and  an  adverse  audit  opinion 
will  be  expressed  on  the  submission.  The 
following  are  some  items  to  consider 
when  determining  adequacy  of  the  sub¬ 
mission. 

a.  When  equitable  adjustment  submis¬ 
sions  are  for  work  completed  or  substan¬ 
tially  complete,  allowable  costs  should  be 
determined  based  on  actual  cost  data 
reflected  in  the  accounting  and  perfor¬ 
mance  records. 

b.  While  circumstances  may  require 
judgmental  estimates,  contractors  must 
make  full  disclosure  of  all  data  used  to 
prepare  estimates,  including  any  cost 
data  that  is  factual  and  verifiable.  In  the 
case  of  a  small  contractor  who  was  not 
required  to  have  a  suitable  cost  account¬ 
ing  system  because  the  contract  was 
awarded  based  on  price  competition, 
obtain,  at  a  minimum,  a  summary  of  the 
requested  price  adjustments  and  provide 
specific  reference  to  the  source  account¬ 
ing  documents. 

c.  Equitable  adjustment  proposals  ex¬ 
ceeding  $100,000  under  DoD  contracts 
must  be  submitted  with  appropriate  cer¬ 
tification  (see  12-505c).lf  contractor  pro¬ 
posals  do  not  include  certification,  they 
are  considered  inadequate.  Coordinate 
with  the  requestor  or  the  contractor  to 
obtain  the  necessary  certification.  If 
timely  certification  is  not  obtained,  the 
proposal  should  be  returned. 

d.  Equitable  adjustment  proposals  ex¬ 
ceeding  the  FAR  15.804-2/DFARS 
215.804-2  thresholds  must  include  a 
properly  completed  Standard  Form  (SF) 
141 1. Contractors  are  required  to  comply 
with  the  supporting  documentation  re^ 
quirements  of  Table  15-2  included  in 
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FAR  15.804-6.  If  contractor  proposals 
exceeding  the  thresholds  do  not  include  a 
properly  completed  SF  1411,  they  are 
considered  inadequate.  Coordinate  with 
the  requestor  or  the  contractor  to  obtain 
a  properly  completed  SF  141 1.  If  a  timely 
and  properly  completed  SF  1411  is  not 
obtained,  the  proposal  should  be  re¬ 
turned. 

e.  For  equitable  adjustment  claims  and 
proposals  not  exceeding  the  FAR  15.804- 
2/DFARS  215.804-2  thresholds,  the  con¬ 
tractor  is  not  required  to  execute  a  SF 
1411,  but  is  required  to  certify  that  the 
supporting  data  included  in  the  claim  is 
accurate  and  complete  (see  12-505(a)). 
To  be  complete  (and  auditable),  the  data 
must  be  in  substantially  the  same  format 
as  the  supporting  data  required  for  a 
properly  completed  SF  1411.  If  contrac¬ 
tor  claims  or  proposals  do  not  include 
supporting  data  in  a  format  that  is  sub¬ 
stantially  the  same  as  that  required  by  the 
SF  141 1  and,  as  a  result,  are  unauditable, 
they  are  considered  inadequate.  Coordi¬ 
nate  quickly  with  the  requestor  or  the 
contractor  to  obtain  the  necessary  data.  If 
timely  and  complete  data  is  not  obtained, 
the  claim  or  proposal  should  be  returned 
to  the  contracting  officer  with  a  request 
that  the  contractor  provide  the  necessary 
support  so  that  the  audit  can  proceed.  If 
the  contracting  officer  insists  that  the 
audit  be  performed  on  the  inadequate 
claim  or  proposal,  follow  the  guidance 
discussed  in  the  lead-in  paragraph  to  this 
section. 

12-504  Contract  Disputes  Act 

a.  The  Contract  Disputes  Act  (CDA)  of 
1978  (41  U.S.C.  601-613),  effective  1 
March  1979,  provides  a  comprehensive 
statutory  procedure  for  resolving  claims. 
The  CDA  requires  that  all  claims  by  a 
contractor  against  the  government  be 
first  submitted  to  the  contracting  officer 
for  decision.  A  claim,  as  defined  in  FAR 
33.201,  is  a  written  asseCicn  seeking 
payment  of  money  in  a  sum  certain,  an 
adjustment  or  interpretation  of  the  con¬ 
tract  terms,  or  other  relief  arising  under 
or  relating  to  the  contract. 

b.  FAR  33.201  provides  that  the  con¬ 
tractor’s  proposal  for  equitable  adjust¬ 
ment  may  be  converted  to  a  claim  by 


written  notice  to  the  contracting  officer, 
if  it  is  disputed  either  as  to  liability  or 
amount  or  if  it  is  not  acted  upon  in  a 
reasonable  time.  Therefore,  a  contractor 
and  the  government  contracting  agency 
must  already  be  in  dispute,  or  a  timely 
decision  not  rendered,  in  order  for  the 
request  to  be  considered  a  claim.FAR 
Part  33  sets  the  policies  and  procedures 
for  processing  contract  disputes  and  ap¬ 
peals. 

c.  The  Contract  Disputes  Act  requires 
that  the  government  pay  interest  on 
amounts  found  due  on  the  claim  at  the 
rate  established  by  the  Secretary  of  Trea¬ 
sury.  Interest  on  contract  claims  accumu¬ 
lates  from  the  date  the  contracting  officer 
receives  an  acceptable  claim  until  the 
payment  date.Accordingly,  it  is  critical  to 
provide  timely  audits  of  claims.When  the 
contractor  submits  an  inadequate  claim, 
it  should  be  returned  immediately  using 
the  procedures  in  12-503. 

d.  The  contractor  may  also  elect  to 
pursue  claims  under  this  act  for  contracts 
entered  into  prior  to  1  March  1979,  the 
effective  date  of  the  act.  In  those  cases 
when  a  contractor  does  not  make  such  an 
election,  applicable  interest  (if  any)  is 
payable  at  the  rate  established  by  the 
specific  terms  of  the  contract. 

12-505  Certiflcation  Requirements 

a.  For  claims  over  $50,000,  the  Con¬ 
tract  Disputes  Act  requires  the  prime 
contractor  to  certify  that  the  claim  is 
made  in  good  faith,  the  supporting  data 
are  accurate  and  complete  to  the  best  of 
its  knowledge  and  belief,  the  amount 
requested  accurately  reflects  the  contract 
adjustment  for  which  the  contractor  be¬ 
lieves  the  government  is  liable,  and  the 
person  signing  the  certificate  is  author¬ 
ized  to  bind  the  contractor. 

b.  A  contracting  officer  must  issue  his 
or  her  final  decision  on  a  certified  claim 
of  over  $50,000  within  60  days  of  receipt 
or  notify  the  contractor  when  the  deci¬ 
sion  will  be  issued.  A  claim  received  but 
not  evaluated  for  adequacy  and/or  audit¬ 
ed  in  a  timely  manner  could  cause  a 
contracting  officer  to  fail  to  comply  with 
the  statutory  time  limit.  Thus,  a  delay  in 
the  audit  of  a  certified  claim  may  force 
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the  government  i'  to  unnecessary  litiga¬ 
tion. 

c.  For  DoD  contracts  exceeding 
$100,000,  DFARS  252.233-7000  re¬ 
quires  that  prime  contractors  certify  that 
the  contract  claim,  request  for  equitable 
adjustment,  or  request  for  relief  under 
Public  Law  85-804  is  made  in  good  faith, 
the  supporting  data  are  accurate  and 
complete  to  the  best  of  its  knowledge  and 
belief,  the  amount  requested  accurately 
reflects  the  contract  adjustment  for  which 
the  contractor  believes  the  government  is 
liable,  and  the  person  signing  the  certifi¬ 
cate  is  authorized  to  bind  the  contractor. 

d.  When  a  certification  has  not  been 
submitted  prior  to  the  inception  of  a 
contract  dispute,  DFARS  252.233- 
7000(d)  allows  for  a  single  certification. 


using  the  language  in  the  Contract  Dis¬ 
putes  Act  (12-505a)  to  satisfy  the  require¬ 
ments  of  both  DFARS  252.233-7000  and 
the  Contract  Disputes  Act. 

e.  When  the  request  for  equitable  ad¬ 
justment  is  made  under  a  substantially 
completed  contract  or  completed  con¬ 
tract,  DFARS  252.233-7000(e)  requires 
that  the  contractor  certify,  in  addition  to 
the  items  noted  in  12-505d,  that  the 
request  includes  only  cost  for  performing 
the  alleged  change  and  does  not  include 
any  costs  that  have  already  been  reim¬ 
bursed  or  have  been  separately  claimed. 
The  contractor  must  also  certify  that  all 
indirect  costs  claimed  are  properly  alloca¬ 
ble  to  the  alleged  change  in  accordance 
with  applicable  acquisition  regulations. 
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12-600  Section  6 — Equitable  Price  Adjustment  Submissions — General  Audit 

Guidance 


12-601  Introduction 

This  section  provides  guidance  that 
applies  to  contractor  submissions  for 
price  adjustments  under  the  de¬ 
lay/disruption  or  the  standard  changes 
clauses  of  the  FAR. 

12-602  Scope  of  Audit 

Depending  upon  when  the  equitable 
price  adjustment  was  prepared,  contrac¬ 
tor  price  adjustment  submissions  may 
contain  forecasted  costs,  actual  costs,  or  a 
combination  of  both.For  example,  equi¬ 
table  price  adjustment  submissions  that 
result  from  a  government-directed 
change  and  are  submitted  prior  to  imple¬ 
mentation  of  that  change  would  be  based 
on  estimated  costs.Equitable  adjustment 
submissions  that  result  from  alleged  ab¬ 
normal  conditions  such  as  de¬ 
lay/disruption  are  usually  submitted  after 
the  work  is  complete  and  therefore 
should  be  based  on  costs  incurred.  Guid¬ 
ance  for  auditing  forecasted  costs  is  con¬ 
tained  in  Chapter  9,  while  guidance  for 
incurred  costs  is  in  Chapter  6. 

12-603  Extended  Overhead  versus 
Unabsorbed  Overhead 

Many  courts  have  used  the  terms  “ex¬ 
tended  overhead”  and  “unabsorbed  over¬ 
head”  interchangeably,  but  careful  exam¬ 
ination  and  comparison  of  their  mean¬ 
ings  reveal  their  difference.  Unabsot'oed 
overhead  occurs  if  there  are  increased 
costs  because  of  work  stoppage  occurring 
on  a  delayed  contract.  Extended  over¬ 
head  applies  to  contract  changes  that 
usually  extend  the  period  of  perfor¬ 
mance. 

12-604  Prior  Contract  Briefing 

Prior  contract  modifications  may  con¬ 
tain  provisions  that  waive  contractor 
rights  to  future  price  adjustments  that 
arise  from  the  same  facts  and  circum¬ 
stances.  Whether  or  not  a  contractor  has 
waived  its  rights  is  a  legal  question; 


however,  the  auditor  should  provide  the 
requestor  with  any  meaningful  observa¬ 
tions  regarding  prior  contract-modifica¬ 
tion  waivers.  Therefore,  the  auditor 
should  brief  prior  contract  modifications 
to  determine  if  any  such  waivers  exist. 

12-605  Subcontractor  Equitable  Price 
Adjustment  Submissions 

The  prime  contractor  has  the  responsi¬ 
bility  to  review  the  subcontractor  submis¬ 
sion  before  inclusion  in  the  prime  sub¬ 
mission  and  include  the  results  of  that 
review  in  its  submission.The  guidance 
contained  in  9-104  and  6-802  applies  to 
these  subcontracts. 

12-606  Chronology  of  Significant 
Events 

Prepare  a  chronology  of  significant 
events  to  highlight  potential  key  issues 
(an  example  is  shown  in  Figure  10-1 1-1  c). 
Such  a  chronology  enhances  understand¬ 
ing  of  significant  events  leading  up  to  or 
having  a  bearing  on  the  submission.  Use 
basic  existing  contract  information,  sup¬ 
plemented  by  any  data  available  from  the 
contracting  officer  and  contractor  rec¬ 
ords,  as  listed  below: 

a.  date(s)  of  contract  award  and/or 
modifications  and  amounts 

b.  date  of  initial  submission  and 
amount 

c.  period(s)  of  each  cited  abnormal 
condition 

d.  key  performance  dates  (deliveries  or 
other  major  milestones)  as  planned  at 
date  of  award 

e.  actual  performance  dates 

f.  date  entitlement  was  determined  or 
contracting  officer  decision  was  made 

g.  date  certification  submitted  under 
the  Contract  Disputes  Act  or  other  regu¬ 
latory  requirement 

h.  dates  of  government  and  contractor 
actions  and  other  key  events  affecting 
contract  performance 


DCAA  Contract  Audit  Manual 


January  1995 


1235 

1112-607 


12-607  Format,  Content,  and 
Distribution  of  Audit  Report 

a.  Use  the  guidance  in  10-1100  and 
Figures  10-11-la,  10-11-lb,  and  10-1 1-lc 
of  Chapter  10  in  preparing  and  issuing 
audit  reports  on  equitable  price  adjust¬ 
ment  submissions.  Sufficient  narrative 
information  should  be  included  to  pro¬ 
vide  the  reader  with  a  comprehensive 
understanding  of  the  basis  of  the  contrac¬ 
tor’s  submission  and  the  audit  results. 


Include  the  contractor’s  reaction  on  all 
factual  differences  and  the  related  audi¬ 
tor  comments. 

b.  Despite  the  need  to  provide  a  basis 
for  settlement,  qualify  the  report  (or 
render  an  adverse  opinion)  whenever  the 
contractor’s  supporting  documentation  is 
not  sufficient  to  support  a  conclusion  on 
the  acceptability  of  the  submitted  costs 
and  question  the  costs.  Include  a  descrip¬ 
tion  of  the  documentation  required  to 
remove  the  report  qualification. 
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12-700  Section  7 — Auditing  Submissions  Under  the  Changes  Clause 


12-701  Introduction 

FAR  52.243  provides  the  basis  for 
price  adjustments  resulting  from  contract 
changes.  Entitlement  is  a  legal  question; 
however,  the  auditor  should  provide  the 
requestor  with  any  meaningful  observa¬ 
tions  regarding  the  question  of  entitle¬ 
ment. 

12-702  Special  Audit  Considerations 

a.  Auditors  should  review  the  effort 
required  by  the  contract  and  related 


modifications  to  determine  if  costs  in¬ 
cluded  in  the  submission  are  not  already 
provided  for  under  existing  contract  pro¬ 
visions.  The  auditor  should  also  similarly 
review  proposals  submitted  for  the  con¬ 
tract  which  have  not  yet  been  negotiated. 

b.  For  construction-type  contractors, 
there  are  unique  types  of  records  that 
need  to  be  considered,  such  as  job  site 
diaries,  equipment  utilization  and  main¬ 
tenance  records,  and  project  status  re- 
ports.These  records  include  important 
information  that  should  help  substantiate 
the  submitted  costs. 
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12-800  Section  8 — Auditing  Delay/Disruption  Submissions 


12-801  Introduction 

a.  A  submission  for  delay/disruption  is 
an  assertion  by  a  contractor  that  its  costs 
were  increased  because  of  a  government- 
caused  delay/disruption  of  its  contract 
performance. 

b.  Delay/disruption  can  cause  the  con¬ 
tractor  to  slow  down  or  stop  work,  or 
perform  work  in  an  uneconomical  man¬ 
ner.  For  example,  some  reasons  for  gov¬ 
ernment-caused  delay/disruption  include 
late  delivery  of  or  defects  in  government- 
furnished  material,  equipment,  or  plans, 
or  unusual  conditions  not  known  or 
anticipated  when  establishing  the  con¬ 
tract  price. 

c.  Except  as  permitted  under  50  U.S.C. 
1431-1435  (see  12-900),  the  contract 
price  adjustment  caused  by  de- 
lay/disruption  should  not  increase  or 
decrease  a  contractor’s  profit  or  loss 
position  that  would  otherwise  have  been 
experienced  on  the  contract.  Therefore, 
the  auditor  should  analyze  the  contrac¬ 
tor’s  profit  position  on  the  contract  prior 
to  the  alleged  abnormal  condition. 

12-802  Special  Audit  Considerations 

Because  of  the  unique  nature  of  de¬ 
lay/disruption  submissions,  it  is  impor¬ 
tant  to  closely  coordinate  in  writing  with 
government  technical  personnel  using 
Appendix  D  for  guidance.  Request  tech¬ 
nical  assistance  as  needed  to  understand 
the  nature  of  the  alleged  abnormal  condi¬ 
tion  (e.g.,  the  causes,  particularly  the 
government’s  participation,  the  duration, 
and  the  impact  on  work  performance). 

12-802.1  Entitlement 

The  contractor  has  the  burden  of  prov¬ 
ing  its  entitlement  to  an  adjustment  as 
well  as  the  validity  of  the  amount  submit¬ 
ted. Entitlement  is  a  legal  question;  how¬ 
ever,  the  auditor  should  provide  the 
requestor  with  any  meaningful  observa¬ 
tions  regarding  the  question  of  entitle¬ 
ment.  The  auditor  should  be  alert  to  any 
facts  or  circumstances  that  could  assist 
the  contracting  officer  in  determining 
entitlement  such  as  (1)  failure  to  mitigate 


damages,  (2)  availability  of  substitute 
work  during  the  delay  period,  or  (3) 
indications  that  the  contractor  was  aware 
of  differing  site  conditions  or  other 
causes  prior  to  the  original  bid  submis¬ 
sion. 

12-802.2  Bonding  Costs 

The  Miller  Act  requires  performance 
and  payment  bonds  for  any  construction 
contract  exceeding  $25,000  (FAR 
28.102-1)  or  when  necessary  to  protect 
the  government’s  interest.  Costs  of  bond¬ 
ing  required  pursuant  to  the  terms  of  the 
contract  are  allowable. 

12-802.3  Labor 

Some  examples  of  reasons  for  adjust¬ 
ments  to  labor  costs  resulting  from  de- 
iay/disruption  includes  (1)  changes  in 
labor  rates  because  scheduled  work  was 
performed  in  another  period  or  by  differ¬ 
ent  personnel  than  proposed,  (2)  changes 
in  the  number  of  hours  required  for 
maintenance  or  standby  labor  and/or 
changes  in  efficiency  or  learning,  and  (3) 
changes  in  requirec  hours  because  of 
slow  down  or  stoppage  of  work  or  work 
performed  in  an  uneconomical  manner. 
Changes  in  rates  can  normally  be  verified 
to  the  contractor’s  payroll  records.  The 
auditor  should  consider  the  use  of  im¬ 
provement  curve  analysis  to  evaluate 
proposed  adjustments  in  labor  costs. 
Technical  assistance  may  be  particularly 
helpful  in  this  area. 

12-802.4  Indirect  Costs 

Indirect  costs  applicable  to  direct  costs 
incurred  as  a  result  of  the  delay  are 
allowable  when  computed  in  accordance 
with  the  contractor’s  established  account¬ 
ing  practices.  The  indirect  cost  rates 
applicable  to  the  delay/disruption  sub¬ 
mission  should  be  computed  exclusive  of 
any  indirect  costs  that  were  submitted  as 
direct  costs.In  addition,  for  purposes  of 
determining  overhead  rates  for  flexibly 
priced  contracts,  the  applicable  indirect 
cost  pool  should  be  reduced  for  ihose 
expenses  normally  charged  as  indirect 
costs  but  charged  as  direct  costs  under 
this  delay/disruption  submission. Failure 
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to  make  these  adjustments  will  result  in  a 
duplicate  recovery  of  costs. 

12-802.5  Costs  of  Preparing  the 
Submission 

Cost  incurred  to  prepare  a  claim 
against  the  government  are  unallowable 
(see  FAR  31.205-47(0).  However,  prior 
to  being  converted  to  a  claim,  the  costs 
incurred  to  prepare  a  request  for  an 
equitable  adjustment  (see  12-502)  are 
allowable. 

12-802.6  Profit 

Profit  is  specifically  excluded  under  the 
provisions  of  FAR  52.212-12  and  15. 
Profit  is  not  specifically  excluded  for 
requests  submitted  under  FAR  52.212- 
13,  52.212-14,  FAR  52.243,  or  FAR 
52.236-2. 

12-803  Auditing  Unabsorbed 
Overhead 

a.  Inclusion  of  unabsorbed  overhead  in 
a  delay/disruption  submission  represents 
a  request  to  recoup  increased  overhead 
ccjts  allocated  to  other  work  because  of 
the  work  stoppage  on  the  delayed  con¬ 
tract.  The  term  is  actually  a  misnomer 
because  all  overhead  costs  are  allocated 
to,  and  absorbed  by,  contracts  in  process. 
What  the  term  actually  means  is  the 
reallocation  of  overhead  costs  among 
contracts  because  of  the  delay.The  delay 
results  in  a  contract(s)  being  allocated  too 
little  in  overhead  costs  (these  contracts 
underabsorb)  while  other  contract(s)  are 
allocated  too  much  overhead  costs  (these 
contracts  overabsorb).  To  be  recoverable 
as  part  of  an  equitable  price  adjustment, 
there  must  have  been  an  inequitable 
allocation  of  indirect  costs  resulting  from 
the  delay. 

b.  In  order  to  recover  costs,  the  con¬ 
tractor  must  show  that  it  necessarily 
suffered  actual  damage  because  the  na¬ 
ture  of  the  delay  made  it  impractical  to 
undertake  the  performance  of  other 
work.  A  contractor  would  initially  meet 
this  requirement  by  demonstrating  that 
the  delay  was  sudden  and  of  an  unpre¬ 
dictable  duration.  However,  a  contractor 
faced  with  a  suspension  of  work  has  the 
duty  to  mitigate  damages  as  soon  as 
practically  possible.  A  contractor  is  ex¬ 


pected  to  shift  its  work  force  to  other 
work  or  to  other  contracts  if  the  transfer 
can  be  accomplished  in  a  practicable 
manner.Thus,  it  is  important  for  the 
auditor  to  provide  the  contracting  officer 
with  all  available  data  regarding  any  lack 
of  contractor  effort  to  mitigate  damages. 

c.  Unabsorbed  overhead  costs  recov¬ 
ered  under  a  delay/disruption  submission 
should  be  removed  from  the  pool  used  to 
determine  overhead  rates  for  flexibly 
priced  contracts.  If  unabsorbed  overhead 
is  significant,  the  auditor  should  not 
render  closeout  reports  on  contracts  for 
periods  in  which  an  equitable  adjustment 
submission  is  pending.  After  the  submis¬ 
sion  is  settled,  the  amounts  collected  for 
unabsorbed  overhead  should  be  subtract¬ 
ed  from  the  expense  pool(s)  to  preclude 
duplicate  recovery. 

12-804  Eichleay  Method 

a.  The  question  of  the  proper  method 
to  measure  unabsorbed  overhead  has 
been  addressed  in  numerous  board  and 
court  cases.  The  Boards  of  Contract  Ap¬ 
peals  (excluding  the  ASBCA)  and  courts 
have  generally  ruled  that  the  Eichleay 
method  is  the  acceptable  method  for 
computing  unabsorbed  overhead  result¬ 
ing  from  government-caused  delay.  The 
ASBCA  has  ruled  that  the  basic  Eichleay 
applies  only  to  construction  contracts, 
but  has  accepted  modified  versions  of  the 
Eichleay  for  supply  and  service  contracts. 

b.  If  the  basic  Eichleay  method  or  a 
modified  version  thereof  produce  inequi¬ 
table  results,  the  auditor  should  make 
every  attempt  to  adjust  the  method  to  fit 
the  given  situation.  However,  in  some 
cases,  the  circumstances  are  such  that  no 
matter  what  adjustments  are  made  to  tlie 
Eichleay  method  it  will  not  produce 
equitable  results.  If  the  use  of  the  Ei¬ 
chleay  method  is  not  appropriate,  it  is 
important  that  the  auditor  demonstrate 
why  the  method  should  be  adjusted  or 
why  an  alternative  method  clearly  yields 
a  more  reasonable  result.  If  another 
method  is  proposed,  the  auditor  should 
still  provide  information  in  the  report  to 
properly  apply  the  Eichleay  method,  in¬ 
cluding  any  necessary  adjustments,  in  the 
event  its  use  is  sustained. 
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c.  The  basic  Eichleay  method  was 
originally  developed  to  allocate  home 
office  expenses  on  construction  contracts, 
when  there  is  an  assumption  that  almost 
all  overhead  is  fixed  rather  than  variable. 
Under  the  basic  Eichleay  method,  the 
normal  fixed  overhead  allocable  to  a 
contract  is  identified  and  expressed  in 
terms  of  a  daily  rate.  The  daily  rate  is 
then  multiplied  by  the  days  of  delay  to 
arrive  at  the  total  amount  of  unabsorbed 
overhead.  The  formula  is  as  follows; 
Fixed  overhead  allocable  to  contract  = 

Total  fixed  overhead 
Contract  billinRs  X  for  contract  period 
Total  billings  for 
contract  period 

Daily  contract  fixed  overhead  rate  = 

Fixed  overhead  allocable  to  contract 
Days  of  performance 

Unabsorbed  overhead  = 

Daily  contract  fixed 

overhead  rate  X  Number  of  delay 

days 

12-805  Adjustments  to  the  Eichleay 
Method 

a.  The  Eichleay  method  includes  the 
following  key  assumptions:  (1)  the  over¬ 
head  costs  include  only  fixed  costs,  (2) 
the  suspended  work  cannot  be  replaced 
by  other  work,  (3)  there  is  a  total  work 
stoppage,  (4)  the  cost  of  the  delay  is  the 
same  regardless  of  the  percentage  of 
contract  completion  (the  method  will 
produce  the  same  result  if  the  contract  is 
1  percent  complete  or  99  percent  com¬ 
plete),  and  (5)  the  plant  is  operating  at  or 
near  production  capacity. 

b.  Fixed  costs  should  be  used  under  the 
Eichleay  method  rather  than  total  costs, 
since  variable  costs,  by  definition,  vary 
with  the  amount  of  work  performed. 
1  herefore,  it  is  important  that  the  over¬ 
head  be  thoroughly  analyzed  to  remove 
all  variable  cost  items.  Variable  costs  are 
those  operating  expenses  that  vary  direct¬ 
ly,  sometimes  proportionately  with  pro¬ 
duction  volume,  facility  utilization,  or 


other  measure  of  activity.  Examples  are 
materials  consumed,  power,  small-tools 
expense,  factory  supplies,  and  fringe  ben¬ 
efits.  The  price  adjustment  should  cover 
only  fixed  overhead,  since  the  variable 
overhead  costs  were  not  incurred  during 
the  delay  period  and  for  that  reason  are 
not  part  of  an  equitable  adjustment. 

c.  When  a  contractor  is  able  to  com¬ 
pletely  replace  the  suspended  work  with 
other  work,  no  unabsorbed  overhead 
would  exist,  because  the  replaced  work 
would  absorb  the  overhead  instead. 
While  unabsorbed  overhead  will  still  ex¬ 
ist  when  only  part  of  the  suspended  work 
is  replaced  by  other  work,  the  amount  of 
unabsorbed  overhead  computed  under 
Eichleay  will  still  be  excessive.  In  these 
cases,  the  Eichleay  method  must  be  ad¬ 
justed  by  reducing  the  number  of  delay 
days  to  reflect  the  percentage  of  work 
replaced.  For  example,  assume  that  there 
is  a  40-day  delay  period,  and  that  75 
percent  of  the  work  is  not  replaced  while 
25  percent  is  replaced.  Using  the  basic 
Eichleay  method,  the  number  of  delay 
days  would  be  40.  However,  adjusting  for 
the  fact  that  there  has  been  a  partial  work 
replacement,  the  number  of  delay  days 
would  be  30  (75  percent  x  40  days)  rather 
than  40. 

d.  The  Eichleay  method  assumes  a  total 
work  stoppage.  It  does  not  take  into 
account  the  extent  of  the  delay  (i.e.,  total 
versus  partial  work  stoppage).  Unab¬ 
sorbed  overhead  for  total  work  stoppage 
will  be  greater  than  for  partial  work 
stoppage.  In  cases  of  a  partial  work 
stoppage  the  number  of  days  should  be 
adjusted.  For  example,  assume  that  there 
is  a  30-day  delay  with  a  50  percent  work 
stoppage.  Using  the  basic  Eichleay  meth¬ 
od,  the  number  of  delay  days  would  be 
30.  However,  adjusting  for  the  fact  that 
there  is  a  partial  work  stoppage,  the  delay 
days  would  be  1 5  (50  percent  x  30  days) 
rather  than  30. 

e.  The  assumption  that  the  plant  is 
operating  at  or  near  anticipated  produc-  I 
tion  should  be  carefully  reviewed  before 
accepting  the  Eichleay  method.  For  ex¬ 
ample,  assume  that  a  contractor  who  had 
already  begun  work  on  a  government 
contract  completes  a  large  commercial 
contract  and  bids  on,  but  fails  to  get,  a 
replacement  contract.  The  government 
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contract  is  then  delayed.  Because  the 
contractor  failed  to  get  a  replacement 
contract  for  its  commercial  project,  the 
government’s  share  of  the  contractor’s 
total  billings  for  the  period  of  contract 
performance  is  increased,  possibly  by  a 
substantial  amount.  Because  the  Eichleay 
method  computes  unabsorbed  overhead 
as  a  percentage  of  total  billings,  the 
contractor’s  recovery  from  the  govern¬ 
ment  is  also  increased.  In  such  cases,  the 
total  billings  should  be  adjusted  to  reflect 
the  billings  that  would  have  existed  had 
the  contractor  received  the  commercial 
replacement  contract. 

12.806  Other  Considerations 

a.  Prior  court  decisions  may  make 
Boards  of  Contract  Appeals  and  courts 
reluctant  to  find  the  Eichleay  method 
improper  for  the  calculation  of  unab¬ 
sorbed  overhead.  However,  this  should 
not  be  interpreted  as  an  unqualified 
endorsement  of  this  method.  A  BCA  or 
court,  recognizing  that  one  of  the  as¬ 
sumptions  of  the  Eichleay  method  may 
cause  an  inequitable  result,  may  adjust 
the  computation  of  the  Eichleay  method 
or  find  the  Eichleay  method  to  be  inap¬ 
propriate. 

b.  The  closer  a  contract  is  to  comple¬ 
tion,  the  more  possible  it  is  for  the 
Eichleay  method  to  yield  an  inequitable 
result.  One  alternative  is  to  apply  the 
Allegheny  method  discussed  in  12-806.1, 
provided  that  the  two  assumptions  that 
underlie  this  method  are  valid.  Addition¬ 
al  solutions  may  be  presented  by  the 
auditor  based  upon  the  facts  and  circum¬ 
stances  of  each  case.  The  key  is  to  show 
that  the  Eichleay  method  results  in  an 
inequitable  solution  and  that  the  alterna¬ 
tive  method  yields  a  reasonable  result. 

c.  The  Eichleay  method  is  inappropri¬ 
ate  where  it  clearly  produces  excessive 
results,  which  will  usually  happen  when 
one  of  the  assumptions  underlying  the 
method  is  invalid.  Excessiveness  may  be 
demonstrated  by  comparison  of  Eichleay 
to  other  methods,  or  by  comparing  the 
basic  Eichleay  to  an  appropriately  modi¬ 
fied  Eichleay  method.  The  key  is  to  show 
that  the  basic  Eichleay  method  y  elds 
inequitable  results  and  to  present  a  rea¬ 
sonable  alternative. 


12-807  Alternative  Methods  to 
Eichleay 

If  it  is  determined  that  the  basic  Ei¬ 
chleay  method  or  a  modification  thereof 
will  not  yield  an  equitable  result,  the 
auditor  could  consider  an  alternative 
method  to  support  the  government  posi¬ 
tion.  Any  recommendation  to  use  anoth¬ 
er  method  should  include  an  explanation 
of  why  the  alternative  method  is  equita¬ 
ble  and  why  the  contractor’s  method  is 
not. 

12-807.1  Allegheny  Method 

a.  The  Allegheny  method  visualizes  the 
impact  of  a  delay  as  a  time  line.  It 
involves  a  shifting  of  the  delayed  effort 
from  right  to  left  on  the  time  line  to 
“recreate”  what  would  have  happened 
had  the  delay  not  occurred.  The  differ¬ 
ence  between  the  recreated  overhead  rate 
and  the  rate  actually  e.^perienced  demon¬ 
strates  the  effect  of  overhead  expense  on 
contract  performance  caused  by  the  gov¬ 
ernment  delay. 

b.  One  advantage  of  the  Allegheny 
method  is  that,  by  considering  the  entire 
period  of  contract  performance,  the 
method  includes  the  effect  of  out-of-peri¬ 
od  performance  on  contract  cost.  Anoth¬ 
er  advantage  is  that  it  does  not  require  a 
determination  of  the  “delay  period”  in 
terms  of  the  number  of  days. 

c.  The  Allegheny  method  is  only  appro¬ 
priate  for  use  in  situations  where  (1)  the 
contractor  has  the  capacity  to  perform 
the  delayed  work  simultaneously  with 
other  scheduled  work,  and  (2)  the  con¬ 
tractor  did  not  turn  down  other  work  that 
would  have  been  performed  (and  would 
have  absorbed  fixed  overhead)  during  the 
period  of  extended  contract  performance. 
The  auditor  and  technical  specialists 
should  review  all  available  evidence  to 
determine  the  validity  of  these  assump¬ 
tions.  These  assumptions  must  be  valid 
for  the  Allegheny  method  to  provide  an 
equitable  result. 

12-807.2  Simulation  Method 

a.  The  simulation  method  divides  con¬ 
tract  billings  by  the  actual  days  worked  to 
determine  average  contract  billings  per 
day  worked.  The  daily  average  is  then 
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multiplied  by  the  number  of  days  of 
delay  to  simulate  the  work  that  would 
have  been  performed  had  the  delay  not 
occurred.  This  amount  is  added  to  both 
contract  billings  and  total  billings,  and 
the  resulting  ratio  is  used  to  allocate  total 
overhead  to  the  contract.  The  total 
amount  so  allocated,  less  the  amount 
allocated  to  actual  work  performed, 
yields  the  cost  of  the  delay/disruption. 

b.  This  method  is  a  variation  on  the 
Eichleay  method.  As  such,  each  of  the 
assumptions  underlying  the  Eichleay 
method  also  underlie  this  method.These 
assumptions  must  be  valid  for  the  simu¬ 
lation  method  to  yield  an  equitable  re¬ 
sult. 

12-807.3  Burden  Fluctuation  Method 

a.  Under  the  burden  fluctuation  meth¬ 
od  the  difference  between  the  experi¬ 
enced  burden  rates  and  the  burden  rates 
used  by  the  contractor  in  its  bid  proposal 
is  determined  and  this  difference  is  mul¬ 
tiplied  by  the  value  of  “residual”  labor 
costs.  The  “residual”  labor  costs  repre¬ 
sent  the  difference  between  the  incurred 
total  direct  labor  dollars  and  the  labor 
dollars  incurred  on  the  contract.  The 
result  is  designated  as  “unabsorbed  over¬ 
head." 

b.  This  method  does  not  consider  that 
the  contractor’s  bid  may  have  been  un¬ 
derstated,  or  that  the  increase  in  burden 
rates  may  be  owing  to  other  factors  that 
are  under  the  contractor’s  control  and  are 
not  related  to  any  government  caused 


delay/disruption.  Therefore,  the  auditor 
should  evaluate  the  reasonableness  of  the 
initial  bid  rates  by  reference  to  the  initial 
proposal,  audit  reports,  prior  experience, 
and  budgetary  data  in  determining  the 
appropriateness  of  this  method. 

12-807.4  Total  Cost 

a.  Under  the  total  cost  method,  a  price 
adjustment  would  represent  the  differ¬ 
ence  between  the  total  cost  upon  which 
the  contract  price  was  based  and  the  costs 
actually  incurred  in  contract  perfor¬ 
mance.  This  method  does  not  consider 
that  the  bid  may  have  been  too  low  or 
that  the  additional  costs  may  have  been 
for  reasons  which  are  the  responsibility  of 
the  contractor.To  consider  this  method, 
the  contractor  would  have  to  prove  that 
(1)  the  nature  of  the  delay/disruption 
makes  it  impossible  or  highly  impractica¬ 
ble  to  directly  determine  actual  delay 
costs  with  a  reasonable  degree  of  accura¬ 
cy,  (2)  the  bid  was  realistic,  (3)  the  actual 
incurred  costs  were  reasonable,  and  (4) 
the  government  was  responsible  for  the 
differences  between  bid  and  incurred 
costs. 

b.  “Total  Cost”  awards  are  seldom 
made  by  the  BCAs.  In  the  rare  cases 
where  this  method  must  be  used,  the 
auditor  should,  as  a  minimum,  attempt 
to  determine  whether  the  original  bid 
amounts  were  reasonable,  the  costs  were 
actually  incurred,  and  the  differences  in 
costs  were  not  caused  by  unrelated  ac¬ 
tions  on  the  part  of  the  contractor. 
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12-900  Section  9 — Claims  for  Extraordinary  Relief 


This  section  discusses  claims  seeking 
extraordinary  relief  under  50  U.S.C. 
1431-1435  (Public  Law  85-804,  as 
amended). 

a.  The  provisions  of  50  U.S.C.  1431- 
1435  give  the  President  power  to  autho¬ 
rize  government  departments  and  agen¬ 
cies  to  enter  into,  amend,  or  modify 
contracts,  without  regard  to  other  laws 
related  to  making,  performing,  amend¬ 
ing,  or  modifying  contracts,  whenever 
such  action  would  facilitate  the  national 
defense. 

b.  Executive  Order  10789,  14  Novem¬ 
ber  1958,  authorizes  government  depart¬ 
ments  and  agencies  to  exercise  the  con¬ 
tracting  authority  given  by  50  U.S.C. 
1431-1435. 

c.  FAR  Part  50  sets  forth  the  policies 
and  procedures  for  contract  adjustments 
under  50  U.S.C.  1431-1435. 

d.  Examples  of  contract  adjustments 
previously  made  under  50  U.S.C.  1431- 
1435  include: 

(1)  When  loss  under  a  contract  impairs 
the  contractor’s  ability  to  per^'orm  or  act 
as  a  source  of  supply  under  a  contract 
that  is  essential  to  the  national  defense, 
there  may  be  an  amendment  without 
consideration. 

(2)  Amendment  or  modification  to 
correct  or  mitigate  a  mistake. 

(3)  Amendment  to  formalize  informal 
commitments  to  a  person  who  took  ac¬ 
tion  without  a  formal  contract. 


e.  In  addition  to  the  specific  cost 
information  required  for  individual  sub¬ 
missions,  consider  the  following  for  use 
in  the  audit  and/or  report,  particularly 
for  claims  brought  under  50  U.S.C.  1431- 
1435: 

(1)  The  contractor’s  financial  position 
based  on  the  most  current  information 
available,  and  the  potential  effect  on  that 
position  if  contract  performance  contin¬ 
ued  to  completion. 

(2)  Net  working  capital  changes  and 
changes  in  financial  position  since  start¬ 
ing  the  contract. 

(3)  A  comparative  statement  of  costs 
experienced  under  the  contract  and  other 
similar  production. 

(4)  The  estimated  costs  to  complete  the 
contract. 

(5)  The  compensation  paid  to  the  con¬ 
tractor’s  key  persf'nnel. 

(6)  The  extent  of  financial  assistance 
furnished  by  the  government  (such  as  V- 
loans,  advances,  progress  payments,  and 
facilities). 

(7)  Segregation  of  the  profit-and-loss 
statement  between  commercial  and  gov¬ 
ernment  business. 

(8)  Any  legal  proceedings  pending 
against  the  contractor. 

(9)  Any  unusual  factors  which  may 
impair  the  contractor’s  ability  (financial 
or  other)  to  perform  the  contract. 

(10)  Contract  inventoiies  and  their 
value  in  case  of  default. 
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CHAPTER  13 


13-000  Contract  Audits  at  Educational  and  NonproHt  Institutions 


13-001  Scope  Oi  Chapter 

This  chapter  presents  audit  guidance 
for  auditing  projected  and  incurred  costs 
at  educational  and  nonprofit  institutions. 
Sections  1  through  7  provides  an  over¬ 
view  of  the  Office  of  Management  and 
Budget  (0MB)  Circular  No.  A-133,  “Au¬ 
dits  of  Institutions  of  Higher  Education 


and  Other  Nonprofit  Institutions.”  Sec¬ 
tion  8  introduces  0MB  Circular  A- 122, 
“Cost  Prii^c  oles  for  Nonprofit  Organiza¬ 
tions.”  Chapter  Supplement  13-Sl  con¬ 
tains  the  complete  text  of  0MB  Circular 
A-21,  “Principles  for  Determining  Costs 
Applicable  to  Grants,  Contracts,  and 
Other  Agreements  with  Educational  In¬ 
stitutions.” 


13-100  Section  1  —  Federal  Audit  Agency  Cognizance  at  Educational 

Institutions 


13-101  Introduction 

a.  This  section  describes  how  audit 
cognizance  for  each  educational  institu¬ 
tion  is  assigned  to  a  single  Federal  de¬ 
partment  or  agency.  It  identifies  the 
institutions  for  which  DoD  is  the  cogni¬ 
zant  department  for  contract  audit  pur¬ 
poses,  and  the  DCAA  region  responsible 
for  contract  audit  at  those  institutions. 

b.  This  section  also  explains  the  effect 
of  the  Single  Audit  Act  of  1984  on  audit 
responsibilities  and  audit  cognizance. 

13-102  OMB  Circular  A-88  on 
Cognizance  Assignments 

a.  The  Office  of  Management  and 
Budget  (OMB),  in  the  Executive  Office  of 
the  President,  controls  interagency  ar¬ 


rangements  for  assignment  of  contract 
audit  and  negotiation  cognizance  at  edu¬ 
cational  institutions. 

b.  OMB  Circular  A-88  contains  the 
following  guidelines  for  audit  cognizance: 
“The  cognizant  agency  will  do  all  the 
necessary  Federal  auditing  at  a  single 
institution.  Agencies  that  have  special 
considerations  affecting  their  sponsored 
agreements  will  inform  the  cognizant 
agency  so  that  appropriate  attention  may 
be  given  to  them  in  developing  the  audit 
program.  Results  of  the  audit  will  be 
furnished  by  the  cognizant  agency  to  the 
other  organizations  concerned,” 

c.  Educational  institutions  assigned  to 
DCAA  as  the  cognizant  audit  agency 
under  OMB  Circular  A-88  are  listed  by 
DCAA  region  in  Table  13-1-1. 
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TABLE  13-l-l(Ref.  13-102) 


EDUCATIONAL  INSTITUTIONS  ASSIGNED  TO  DCAA  AUDIT 

COGNIZANCE 
by  0MB  Circular  A-88 


DCAA  CENTRAL  REGION 
College  of  Lake  County 
Colorado  School  of  Mines 
New  Mexico  Institute  of  Mining  and  Technology 
New  Mexico  State  University 
University  of  Denver 
University  of  lllinois-Chicago 
University  of  Illinois-Urbana 
University  of  New  Mexico 

DCAA  EASTERN  REGION 
College  of  William  and  Maiy 
Southeastern  Ctr.  for  Electrical  Engineering  Education 
Georgia  Institute  of  Technology 
University  of  Dayton 
University  of  Notre  Dame 
Virginia  Institute  of  Marine  Sciences 
Virginia  Military  Institute 
Wright  State  University 

DCAA  MID-ATLANTIC  REGION 
Camegie-Mellon  University 
Cornell  University-Main 

Smithsonian  Institution  (Astrophysical  Observatory) 
Smithsonian  Institution 
Pennsylvania  State  University 
Stevens  Institute  of  Technology 

DCAA  NORTHEASTERN  REGION 
Brown  University 
Columbia  University 
Cornell  University-Medical 
Emmanuel  College 

Massachusetts  Institute  of  Technology 
Polytechnic  Institute  of  New  York 
Regis  College 
Syracuse  University 
University  of  Rhode  Island 
University  of  Rochester 
Wentworth  Institute  of  Technology 

DCAA  WESTERN  REGION 
California  Institute  of  Technology 
Stanford  University 
University  of  Alaska 
University  of  Hawaii 
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13-103  0MB  Circular  A-128  on  the 
Single  Audit  Act  of  1984 

a.  0MB  Circular  A-128,  “Audits  of 
State  and  Local  Governments,’'  imple¬ 
ments  P.L.  98-502,  the  Single  Audit  Act 
of  1984.  The  Act  provides  that  an  inde¬ 
pendent  state  or  local  government  audi¬ 
tor  or  public  accountant  may  perform  an 
audit  in  accordance  with  Circular  A-128 
that  covers  the  entire  operations  of  the 
state  or  local  government.  However,  that 
government  has  the  option  to  exclude 
public  colleges  and  universities  from  the 
audit.  Should  a  state  elect  not  to  include 
the  college  or  university  as  part  of  its 
statewide  audit  conducted  under  Circular 
A-128,  then  Circulars  A-133  or  A-110 
will  govern  the  audit  requirements.  0MB 
Circular  A- 1 33,  “Audits  of  Institutions  of 
Higher  Education  and  Other  Nonprofit 
Institutions,”  applies  to  audits  of  entities 
for  fiscal  years  that  begin  on  or  after  1 
January  1990.  The  0MB  Circular  A-110, 
“Uniform  Administrative  Requirements 
for  Grants  and  Other  Agreements  with 
Institutions  of  Higher  Education,  Hospi¬ 
tals,  and  Other  Nonprofit  Organiza¬ 
tions,”  applies  to  audits  of  fiscal  years 
until  A-133  is  implemented,  (see  13-203 
and  13-205). 


b.  The  Single  Audit  Act  provides  that 
an  audit  made  in  accordance  with  Circu¬ 
lar  A-128  shall  be  in  lieu  of  any  financial 
or  financial  compliance  audit  requited 
under  Federal  assistance  programs.  Cir¬ 
cular  A-128  also  states  that:  “To  the 
extent  that  a  single  audit  provides  Feder¬ 
al  agencies  with  information  and  assur¬ 
ances  they  need  to  carry  out  their  overall 
responsibilities,  they  shall  rely  upon  and 
use  such  information.  However,  a  Feder¬ 
al  agency  shall  make  any  additional  au¬ 
dits  which  are  r‘^cessary  to  carry  out  its 
responsibilities  ■'der  Federal  law  and 
regulations.  Any  additional  audit  effort 
shall  be  planned  and  carried  out  in  such  a 
way  as  to  avoid  duplication.”  Guidance 
in  4-202  b.  and  c.  and  4-1000  on  accept¬ 
ing  the  work  of  a  contractor’s  internal 
auditors  and  external  aucitors  is  applica¬ 
ble  to  acceptance  of  work  performed  by 
independent  auditors  at  pu’i-Iic  colleges 
and  universities. 

c.  DCAA  auditors  with  cognizance  of 
educational  institutions  would  continue 
to  be  involved  in  activities  such  as  pro¬ 
cessing  public  vouchers  and  proposal 
evaluations.  Typically  this  would  require 
the  auditor’s  continued  involvement  in 
setting  forth  applicable  indirect  expense 
rates  necessary  to  satisfy  contractual 
agreements. 
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13-200  Section  2  —  Contract  Regulations  Applicable  to  Educational 

Institutions 

13-201  Introduction 


a.  This  section  introduces  the  principal 
provisions  of  Office  of  Management  and 
Budget  (0MB)  Circulars  and  other  regu¬ 
lations  which  are  most  often  incorporat¬ 
ed  into  contracts  and  other  agreements 
with  educational  institutions  as  criteria 
for  financial  management  and  cost  deter¬ 
minations. 

b.  It  also  recapitulates  some  of  the 
arrangements  involved  in  auditing  non- 
DoD  programs  at  educational  institu¬ 
tions  where  DCAA  is  cognizant. 

13-202  0MB  Circular  A-21 

This  circular  contains  principles  to  be 
implemented  by  each  government  agency 
in  determining  the  costs  of  grants  and 
contracts  awarded  to  educational  institu¬ 
tions  for  research  and  development  or 
education  services.  These  principles  have 
been  implemented  in  FAR  Subpart  31.3, 
which  is,  in  turn,  incorporated  by  refer¬ 
ence  as  a  governing  provision  of  each 
applicable  DoD  contract  and  grant.  Con¬ 
tracts  and  grants  awarded  by  non-DoD 
agencies  generally  incorporate  this  circu¬ 
lar  as  implemented  in  FAR  Subpart  31.3, 
or,  on  occasion,  in  the  form  prescribed  by 
implementing  instructions  of  the  agency 
making  the  award.  In  DCAA  reviews  of 
non-DoD  contracts  and  grants,  the  cost 
principles  provided  for  in  the  agreement 
should  be  cited  as  an  authoritative  regu¬ 
lation  in  audit  report  comments  or  corre¬ 
spondence. 

13-203  OMB  Circular  A-110 

a.  This  circular,  among  other  pertinent 
financial  management  requirements, 
contains  guidelines  for  the  administra¬ 
tion  of  cost  sharing  by  educational  insti¬ 
tutions  when  (1)  cost  sharing  is  required 
by  statute,  or  (2)  the  organization  should 
be  requested  to  participate  in  the  cost  of 
research  even  though  cost  sharing  is  not 
required  by  statute  (the  circular  also 
contains  guidelines  on  the  amount  of 
participation  which  should  be  requested 
in  this  situation). 

b.  Although  applicable  to  research 
agreements,  agencies  may  also  apply  the 
circular’s  guidelines  to  DoD  develop¬ 


ment  projects  (projects  for  which  the 
principal  purpose  is  the  production,  de¬ 
sign,  testing,  or  improvement  of,  prod¬ 
ucts,  materials,  devices,  systems,  or 
methods).  (See  FAR  35.003.) 

13-204  OMB  Circular  A-128 

This  Circular  contains  guidelines  for 
performance  of  audits  of  public  universi¬ 
ties  and  colleges  when  they  are  included 
in  the  single  audit  of  a  state  or  local 
government.  When  such  entities  are  ex¬ 
cluded  by  that  government  in  its  single 
audit,  the  requirements  in  Circulars  A- 
133  or  A-lIO  will  apply  to  the  audit  of 
the  college  or  uni  ersity  (see  13-103). 

13-205  OMB  Circular  A-133 

a.  This  Circular  establishes  audit  re¬ 
quirements  for  institutions  of  higher  edu¬ 
cation  and  other  nonprofit  institutions 
that  receive  Federal  awards.  A  Circular 
A-133  audit  is  an  entity-wide  audit  and 
not  an  award  by  award  review. 

b.  Circular  A-133  issued  by  OMB  in 
March  1990,  supersedes  the  audit  re¬ 
quirements  in  Attachment  F,  Subpara¬ 
graph  2h  of  OMB  Circular  A-110.  The 
provisions  of  A-133  are  effective  for 
audits  of  fiscal  years  beginning  on  or 
after  1  January  1990.  However,  earlier 
implementation  is  encouraged.  Auditors 
should  contact  the  institution  or  the 
cognizant  contract  administration  office 
to  determine  the  implementation  date. 
Institutions  of  higher  education  audited 
under  OMB  Circular  A-128  are  exempted 
(See  13-203,  13-204,  and  13-307.2). 

c.  The  OMB  “Compliance  Supplement 
for  Audits  of  Institutions  of  Higher 
Learning  and  Other  Nonprofit  Institu¬ 
tions,”  sets  forth  the  compliance  require¬ 
ments  the  auditor  uses  in  determining 
whether  or  not  the  organization  has  com¬ 
plied  with  laws  and  regulations  that  have 
a  direct  and  material  effect  on  any  of  its 
major  programs.  The  compliance  supple¬ 
ment  IS  to  be  used  when  an  organization- 
wide  audit  is  conducted  in  accordance 
with  Circular  A-133. 
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13-206  Cost  Accounting  Standards 

Educational  institutions  subject  to 
0MB  Circular  A-21  are  exempt  from  the 
rules  and  regulations  of  the  Cost  Ac¬ 
counting  Standards  Board  (CAS 
331.30(b)).  The  exemption  does  not  ap¬ 
ply  with  respect  to  any  costs  incurred 
within  a  Federally  Funded  Research  and 
Development  Center  (FFRDC)  even  if 
the  center  is  operated  by  an  educational 
institution. 

13-207  Federal  and  DoD  Regulations 

a.  FAR  Subpart  31.3  applies  the  cost 
principles  contained  in  0MB  Circular  A- 
21  to  the  determination  of  costs  of  re¬ 
search  and  development,  training  and 
other  sponsored  work  performed  by  edu¬ 
cational  institutions. 

b.  DFARS  231.3  makes  certain  statuto¬ 
rily  prohibited  costs  unallowable  for  con¬ 
tracts  with  educational  institutions.  The 
revision  is  limited  to  DoD  contracts 
entered  into  after  15  November  1990. 
Awards  such  as  grants,  cooperative  agree¬ 
ments,  and  loans  are  excluded  from  cov¬ 
erage.  These  revisions  are  intended  to 
supplement  the  0MB  Circular  A-21  until 
0MB  has  updated  the  Circular. 

c.  DoD  Directive  7600.10  establishes 
audit  requirements  for  state  and  local 
governments,  institutions  of  higher  edu¬ 
cation,  and  other  nonprofit  institutions 
that  receive  Federal  financial  assistance. 
The  Directive  implements  the  Single  Au¬ 
dit  Act  of  1984  (see  13-103),  0MB  Circu¬ 
lar  A- 128  (see  13-204),  and  0MB  Circu¬ 
lar  A-133  (see  13-205). 

d.  FAR  Part  35/DFARS  Part  235  con¬ 
tain  information  and  procurement  proce¬ 
dures  of  special  application  to  Federal 
and  DoD  research  and  development  con¬ 
tracts.  FAR  35.003(b)  implements  the 
provisions  of  0MB  Circular  A-110  on 
cost  sharing  for  both  profit  and  nonprofit 
DoD  contractors.  DFARS  235.015-70 
provides  guidance  on  special  use  allow¬ 
ances  for  research  facilities  acquired  by 
educational  institutions  which  constitute 
an  exception  under  limi'"'  and  rare 
circumstances  to  FAR  31.311-10.  FAR 
35.014  provide  for  the  transfer  of  title  to 
equipment  to  nonprofit  educational  or 
research  organizations.  Title  to  equip¬ 
ment  purchased  with  scientific  research 
funds  shall  be  vested  in  the  contractor  (or 


DoD  grantee  organization  per  DoD  Di¬ 
rective  3210.2)  in  accordance  with  the 
guidelines  contained  in  FAR  35.014.  The 
regulations  allow  the  contractor  to  auto¬ 
matically  acquire  and  retain  title  to 
equipment  costing  less  than  $5,000  (or  a 
lesser  amount  established  by  agency  regu¬ 
lation)  when  the  contractor  has  the  ad¬ 
vance  approval  of  the  contracting  officer. 
When  title  to  equipment  is  vested  to  it, 
the  contractor  must  agree,  as  a  condition 
to  taking  title,  that  no  charge  will  be 
made  to  the  government  for  any  depreci¬ 
ation,  amortization,  or  use  charge  with 
respect  to  such  equipment  under  any 
existing  or  future  government  grant  or 
contract.  FAR  Subpart  45.5/DFARS  Sub¬ 
part  245.5  provides  guidance,  related  to 
0MB  Circular  A-110,  for  handling  of 
property  to  which  the  Federal  govern¬ 
ment  will  retain  title. 

e.  DoD  Directive  3210.2  establishes 
for  DoD  the  criteria  and  requirements 
necessary  in  (1)  making  grants  for  the 
support  of  scientific  research,  and  (2) 
vesting  title  under  grants  to  equipment 
purchased  with  research  funds.  The  di¬ 
rective  also  implements  the  provisions  of 
0MB  Circular  A-110  on  cost  sharing. 

f.  DFARS  242.770  requires  DoD  con¬ 
tractors  to  certify  proposals  for  billing 
rates  or  final  indirect  cost  rates.  How¬ 
ever,  for  educational  institutions  subject 
to  0MB  Circular  A-21,  this  requirement 
may  be  waived  by  the  Secretary  of  De¬ 
fense  or  the  Secretary  of  the  Military 
Department  concerned. 

g.  DFARS  242.705-3  was  changed  in 
October  1994  to  allow  for  the  use  of 
multi-wear  predetermined  indirect  cost 
rates  for  DoD  contracts  with  educational 
institutions.  The  multi-year  rate  can  be 
used  for  a  period  of  two  to  four  years.  See 
Ci*M  13-604.b  for  additional  guidance 
on  advising  the  contracting  oincer  re¬ 
garding  the  suitability  of  an  institution 
for  multi-year  predetermined  fixed  rates. 

13-208  Arrangements  for  DC  A  A 
Audits  of  Non-DoD  Programs  at 
Educational  Institutions 

a.  Policies  relating  to  audit  services 
rendered  to  non-Defense  agencies  at  loca¬ 
tions  other  than  educational  institutions 
are  set  forth  in  1-300.  Under  the  require¬ 
ments  of  0MB  Circular  A-88  described 
in  13-102,  DCAA  auditors  with  cogni- 
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zance  of  educational  institutions  may  be 
faced  with  numerous  auditable  agree¬ 
ments  from  a  number  of  different  Federal 
agencies  including  Department  of  Agri¬ 
culture  Research  Station  and  Extension 
Service  programs,  Department  of  Health 
and  Human  Services  (DHHS)  Workstu- 
dy,  Defense  Student  Loan,  Construction 
Grant,  Educational  Opportunity  Grant, 
and  National  Science  Foundation  Grant 
programs.  The  audit  procedures  followed 
at  the  institutions  will  include  an  identifi¬ 
cation  of  the  agreements  subject  to  audit 
and  a  review  of  contract  terms,  grant 
brochures  and  other  directives  available 
from  the  institution  in  order  to  develop  a 
suitable  audit  program. 

b.  For  audits  of  institutions  of  higher 
education,  and  other  nonprofit  institu¬ 
tions,  DCAA  is  to  furnish  the  DoD 
Inspector  General  Office,  photocopies  of 
requests  from  other  Federal  Agencies  for 
audits  in  addition  to  those  required  by 
0MB  Circulars  A- 128  (see  13-204)  and 
A- 133  (see  13-205). 

c.  DCAA  has  arranged  for  distribution 
of  some  audit  instructions  and  guidelines 
issued  by  non-DoD  agencies  to  be  made 
directly  to  regional  and  audit  offices, 
without  advance  coordination.  These  are 
provided  for  informational  and  planning 
purposes  and  should  not  be  regarded  as 
directive,  particularly  if  they  contradict 
DCAA  authorized  guidance.  Administra¬ 
tive  procedures  of  non-DoD  agencies  for 
the  processing  of  public  vouchers  are 
summarized  in  6-1000.  These  should  be 
followed  on  cost  reimbursable  contracts 
with  educational  institutions. 

d.  DHHS  will  furnish  DCAA  audit 
offices  cognizant  of  educational  institu¬ 
tions  having  DHHS  grants  the  following 
information: 

(1)  Copies  of  grantors’  manuals  and 
policy  statements  applicable  to  the  vari¬ 
ous  research  and  training  grants. 

(2)  DHHS  Guidelines  for  Audits  of 
Federal  Awards  to  Educational  Institu¬ 
tions  which  have  been  issued  covering 
audits  of  universities  and  nonprofit  orga¬ 
nizations  performed  by  DHHS  auditors. 
These  are  for  informational  purposes. 

(3)  Any  other  information  deemed  per¬ 
tinent  to  audits  being  conducted  by 
DCAA  auditors  on  behalf  of  DHHS,  such 
as  previous  audit  reports,  working  pa¬ 
pers,  copies  of  correspondence,  and  ei¬ 


ther  copies  of  the  individual  grant  awards 
or  monthly  listings  thereof. 

e.  On  occasion,  DHHS  auditors  may 
visit  the  audit  site  to  discuss  any  problem 
matters  with  the  DCAA  auditor-in¬ 
charge  relative  to  DHHS  grants  and  to 
assist  in  resolving  any  policy  matters. 
The  DHHS  regional  auditor  will  advise 
the  DCAA  regional  director  of  all  such 
forthcoming  visits. 

f.  Close  coordination  should  exist  be¬ 
tween  the  DCAA  regional  director  and 
the  DHHS  regional  auditor.  The  DCAA 
regional  director  should  contact  the 
DHHS  counterpart  for  purposes  of  ob¬ 
taining  any  information  or  clarification 
concerning  provisions  of  grantors’  manu¬ 
als  and  policy  statements  which  would  be 
of  assistance  in  performing  the  audit. 

g.  General  audit  guidance  and  special 
reporting  requirements  for  contracts 
awarded  by  the  Agency  for  International 
Development  (AID)  are  set  forth  in  13- 
300  and  1 3-700.  Although  primarily  ap¬ 
plicable  to  contracts  awarded  to  educa¬ 
tional  institutions,  these  procedures  are 
also  substantially  applicable  to  contracts 
awarded  to  other  nonprofit  and  commer¬ 
cial  contractors.  Area  Auditor  General 
(AAG)  Offices  of  AID  located  in  the 
various  regions  of  the  world  are  responsi¬ 
ble  for  auditing  AID  contractors’  activi¬ 
ties  in  the  host  country  as  well  as  special 
examinations  at  the  request  of  the  Office 
of  Audit  (AG/AUD),  AID/Washington 
(AID/W).  Reports  prepared  by  the  AAG 
Office  staff  may  contain  recommenda¬ 
tions  for  action  to  be  taken  by  AID 
contractors  at  their  home  office  or  main 
campus  locations  or  for  follow-up  audit 
information  to  be  obtained  from  these 
same  locations  which  would  permit 
AG/AUD  to  evaluate  their  programs  on 
an  overall  basis.  Arrangements  have 
therefore  been  made  for  the  DCAA  audi¬ 
tor  cognizant  of  the  contractor’s  home 
office  or  main  campus  location  to  be 
furnished  a  copy  of  each  AAG  audit 
report  so  that  necessary  follow-up  audit 
action  can  be  accomplished  when  and  as 
required.  Conversely,  DCAA  auditors 
may  require  assist  audit  information 
from  an  AAG  Office  regarding  the  con¬ 
tractor’s  activities  in  host  countries.  Sub¬ 
mit  such  assist  requests  to  the  Office  of 
Audit  (AG/AUD),  Washington,  DC 
20523. 
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13-300  Section  3  —  General  Concepts  for  Audit  of  Costs  at  Educational 

Institutions 


13-301  Introduction 

This  section  presents  general  concepts 
in  the  audit  of  costs  and  the  evaluation  of 
related  managerial  policies,  procedures, 
and  practices  at  universities  which  influ¬ 
ence  and  control  the  level  of  costs. 

13-302  Audit  Objective 

The  audit  objective  in  the  DCAA  re¬ 
view  of  an  educational  institution  is  to 
ascertain  that  costs  included  in  claims 
and  financial  reports  under  government 
agreements  are  reasonable,  fairly  present¬ 
ed,  appropriately  charged  or  allocated, 
and  determined  in  accordance  with  the 
terms  of  the  agreements  and  applicable 
regulations. 

13-303  Educational  Institution 
Accounting  Systems 

a.  A  major  difference  between  the 
accounting  systems  of  industrial  organi¬ 
zations  and  educational  institutions  is 
the  emphasis  in  the  latter  on  fund  ac¬ 
countability  and  on  maintenance  of  iden¬ 
tity  of  restricted  vs.  general  operating 
funds.  Nevertheless,  the  auditor  should 
expect  to  find  modem  accounting  tech¬ 
niques  and  management  practices  being 
used  by  institutions  in  keeping  with  their 
responsibilities  for  recording  the  costs  of 
individual  government  grants  and  con¬ 
tracts. 

b.  Institutional  balance  sheets  are  nor¬ 
mally  set  up  by  basic  fund  groups.  In¬ 
come  statements  reflect  sources  of  in¬ 
come,  such  as  tuition,  gifts,  investments, 
sponsored  research,  dining,  student  hous¬ 
ing,  etc.  Expense  statements  show  costs 
of  operations  generally  segregated  by  aca¬ 
demic  departments,  general  and  adminis¬ 
trative,  plant  operations,  auxiliary  ser¬ 
vices,  and  organized  research.  The  latter 
grouping  does  not  include  unsponsored, 
non-budgeted  departmental  research  ac¬ 
tivities.  These  are  not  separately  account¬ 
ed  for  and  are  treated  as  part  of  depart¬ 
mental  instructional  activities. 


c.  In  addition  to  the  general  standards 
for  selected  items  of  cost  in  0MB  Circu¬ 
lar  A-21,  some  agreements  specify  which 
types  of  expenditures  may  be  treated  as 
direct  costs  or  establish  limitations  on  the 
allowable  amount  of  certain  direct  cost 
items.  The  institutions  are  responsible 
for  the  proper  preparation  of  claims 
under  contracts  and  reports  of  expendi¬ 
tures  required  under  grants.  Accounting 
systems  and  related  administrative  prac¬ 
tices  and  controls  must  be  adequate  so 
that  the  institution  recognizes  and  com¬ 
plies  with  the  provisions  on  its  various 
government  agreements. 

d.  The  institution’s  accounting  system 
must  also  be  adequate  to  meet  the  re¬ 
quirement  for  documentation  of  the  in¬ 
stitution’s  contributions  under  cost-shar¬ 
ing  provisions  of  grants. 

13-304  Audit  Planning  Data 

a.  To  plan  the  audit  adequately,  the 
auditor  should: 

(1)  Become  acquainted  with  the  total 
volume  of  auditable  agreements,  the 
magnitude  and  type  of  various  sponsored 
programs,  and  the  extent  to  which  vari¬ 
ous  schools,  departments,  or  other  cost 
centers  of  the  institution  are  involved. 

(2)  Solicit  a  list  of  the  institution’s 
open  agreements  indicating  the  type  of 
contract  or  grant,  the  amount,  and  the 
awarding  agency. 

(3)  Arrange  for  the  grantee  to  furnish, 
for  each  fiscal  year,  a  statement  of  fund 
transactions,  a  summary  statement  of 
costs  incurred  on  grants  by  cost  element 
or  category  as  reflected  in  the  grantee’s 
records,  and  a  listing  of  grants  in  effect 
during  the  fiscal  year. 

b.  Where  a  listing  of  contracts  and 
grants  would  be  voluminous  or  unduly 
time  consuming  for  the  institution  to 
extract  from  its  records,  a  summary 
would  be  sufficient.  If  the  institution 
does  not  agree  to  furnish  the  foregoing, 
the  auditor  should  prepare  the  data  from 
the  institution’s  records  if  this  can  be 
done  with  a  minimum  of  audit  effort. 
Otherwise,  in  the  case  of  grants,  the 
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auditor  should  promptly  notify  the  cogni¬ 
zant  regional  auditor  to  take  appropriate 
action  through  DHHS  channels  to  obtain 
the  required  information. 

c.  Under  AID  contracts,  if  the  contrac¬ 
tor  does  not  furnish  the  data,  and  more 
than  minimum  effort  is  required  to  ob¬ 
tain  it  from  the  records,  the  auditor 
should  promptly  notify  the  Office  of 
Audit  (AG/AUD),  Washington,  DC 
20523,  to  take  appropriate  action 
through  AID  channels  to  obtain  the  re¬ 
quired  information.  In  this  instance,  the 
auditor  will  not  attempt  to  perform  the 
audit  until  the  information  is  obtained 
from  the  contractor. 

d.  As  a  minimum,  the  auditor  should 
obtain  some  approximate  estimate  of  the 
foregoing  information  for  planning  an 
all-inclusive  audit  scope  and  for  measur¬ 
ing  materiality  and  to  satisfy  certain 
reporting  requirements  as  discussed  in 
1 3-700.  The  auditor  would  also  use  this 
information  to  ascertain  the  extent  to 
which  audit  conclusions  reached  on  the 
adequacy  of  internal  controls,  reliability 
of  the  accounting  system,  etc.,  can  be 
applied  to  the  various  areas  of  perfor¬ 
mance;  for  example,  whether  previous 
audit  opinions  concerning  an  institu¬ 
tion’s  centralized  procurement  system 
are  applicable  to  a  laboratory  with  auto¬ 
nomous  responsibility  for  purchasing  ex¬ 
tensive  specialized  research  materials  or 
equipment,  or  whether  additional  audit 
steps  should  be  provided  in  the  program. 

13-305  Observation  of  Performance 
Areas 

13-305.1  Areas  of  Research  Performance 

a.  The  auditor  should  visit  the  major 
areas  of  research  performance  accompa¬ 
nied  by  a  technical  representative  of  the 
educational  institution  and  a  representa¬ 
tive  from  the  government  technical  of¬ 
fice.  By  observation  and  inquiry  the 
auditor  should  acquire  an  understanding 
of  the  types  of  research  performed  and 
the  schools  involved,  with  the  view  of 
establishing  the  relative  percentages  of 
space  and  facility  utilization  as  between 
instruction  (including  departmental  re¬ 
search)  and  organized  research.  Space 
utilization  applicable  to  other  institution¬ 


al  activities  is  usually  readily  determina¬ 
ble. 

b.  The  knowledge  so  acquired  will  be  a 
factor  in  the  auditor’s  later  review  of  the 
reliability  of  the  organized  research  and 
instructional  space  utilization  data  used 
by  the  institution  to  support  the  alloca¬ 
tion  of  (1)  use  charges  and  (2)  plant 
operation  and  maintenance  costs.  Where 
a  previously  prepared  schedule  of  space 
utilization  is  available,  the  reasonable¬ 
ness  of  the  institution’s  determinations 
may  be  tested  during  the  auditor’s  physi¬ 
cal  inspection  of  the  research  facilities. 

c.  The  auditor’s  visit  should  be  sched¬ 
uled  or  repeated  so  that  the  observation 
takes  place  when  representative  activities 
are  in  process.  For  example,  do  not  visit 
the  research  facility  for  this  pu^ose 
during  the  summer  vacation  period,  if  the 
level  of  research  activity  is  not  typical  of 
the  normal  academic  period. 

13-305.2  Areas  of  Nonresearch 
Performance 

a.  Similar  observations  should  be  made 
at  institutional  locations  where  a  signifi¬ 
cant  amount  of  work  under  nonresearch 
agreements  is  being  performed. 

b.  Many  on-campus  costs  will  not  ap¬ 
ply  to  government  agreements  performed 
off-campus.  This  may  also  be  true  in  the 
case  of  agreements  performed  in  certain 
on-campus  or  near-campus  laboratories 
or  research  areas  which  are  practically 
autonomous  in  that  their  research  activi¬ 
ties  are  not  supervised  by  deans  or  in¬ 
structional  department  heads,  and  they 
maintain  their  own  administrative,  pur¬ 
chasing,  personnel,  and  accounting  staffs. 

13-306  Treatment  of  Costs 
Applicable  to  Instruction 

It  is  implicit  throu^out  the  0MB 
Circular  A-2 1  cost  principles  dealing  with 
identification,  apportionment  and  alloca¬ 
tion  of  costs  that  instructional  costs, 
including  departmental  research,  are  to 
be  differentiated  from  the  costs  of  spon¬ 
sored,  organized  research.  The  auditor 
should  treat  instructional  costs  as  not 
allowable  under  research  agreements,  ex¬ 
cept  as  they  may  be  specifically  provided 
for  by  the  terms  of  a  research  agreement. 
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13-307  Audit  Approach 

13-307.1  General  Audit  Approach 

a.  DCAA  audits  at  educational  institu¬ 
tions  should  be  performed  on  a  compre¬ 
hensive  basis  in  the  depth  and  scope 
required  by  the  materiality  of  the  total 
group  of  auditable  government  agree¬ 
ments.  At  many  larger  institutions,  con¬ 
siderable  audit  complexity  may  arise 
from  diversity  in  the  services  procured  or 
activities  sponsored  thro^  the  govern¬ 
ment  agreements  and  differences  in  the 
types  and  provisions  of  the  agreements 
themselves.  Even  in  such  circumstances, 
the  best  application  of  audit  resources 
would  normally  be  (1)  the  evaluation  of 
the  reliability  of  the  centralized  adminis¬ 
trative  and  financial  controls,  including 
the  accounting  system,  which  affect  the 
incurrence  and  recording  of  costs,  and  (2) 
the  testing  of  selected  transactions. 

b.  As  an  example,  various  agreements 
may  have  different  provisions  requiring 
prior  approval  by  the  awarding  agency 
before  the  institution  makes  designated 
types  of  expenditures,  or  they  may  set 
other  limitations  on  certain  transactions. 
It  is  not  desirable  for  the  audit  program 
to  include  an  exhaustive  review  of  re¬ 
search  grants  to  determine  what  special 
provisions  exist.  Instead,  the  focus 
should  be  on  the  adequacy  of  the  institu¬ 
tion’s  own  procedures  and  controls  for 
ascertaining  its  obligations  under  any 
special  nrovisions  in  the  agreements  and 
for  assuring  compliance.  This  may  be  an 
appropriate  auditable  area  for  purposes 
of  audit  planning  (as  discussed  in  H-300). 

c.  The  foregoing  example  is  not  intend¬ 
ed  to  preclude  the  briefing  of  contracts 
(3-200)  or  any  other  agreements  where 
specific  individual  attention  is  required 
in  other  parts  of  this  manual. 

13-307.2  Coordinated  Audit  Approach 

a.  Under  0MB  Circular  A- 133,  audits 
are  to  be  made  by  independent  auditors 
in  accordance  with  Government  Audit¬ 
ing  Standards.  Independent  auditors  in¬ 
clude  DCAA  and  other  Federal  auditors, 
local.  State,  the  recipient’s  internal  audi¬ 
tors  and  other  independent  auditors.  The 
circular  contains  a  provision  for  partici¬ 
pating  in  a  coordinated  audit  approach, 
whereby  each  independent  auditor  would 


rely  upon  the  work  of  the  others.  By 
participating  in  coordinated  audits,  and 
relying  upon  the  work  of  others,  DCAA 
should  be  able  to  perform  it’s  work  more 
efficiently. 

b.  A  coordinated  audit  is  where  the 
independent  auditor  and  the  other  Feder¬ 
al  and  non-Federal  auditors  consider 
each  other’s  work  in  determining  the 
nature,  timing,  and  extent  of  their  audit 
procedures.  The  objective  of  the  coordi¬ 
nated  audit  is  to  minimize  duplication  of 
audit  effort,  but  not  to  limit  audit  scope. 

c.  Field  Audit  Offices  are  encouraged 
to  participate  in  coordinated  audits.  Au¬ 
dits  under  A-133  are  normally  to  be 
completed  and  reports  submitted  no  later 
than  13  months  after  the  end  of  the 
institutions  fiscal  year.  Therefore,  for  an 
FAO  to  participate  in  coordinated  audits, 
the  FAO  work  at  an  instituiion  should  be 
reasonably  current.  Participation  in  a 
coordinated  audit  approach  requires  on¬ 
going  audit  planning  and  progress  confer¬ 
ences  to  ensure  that  the  individual  audit 
plans  will  result  in  effective  audits  with 
minimal  duplication.  The  FAO  should 
seek  the  views  of  other  interested  Federal 
agencies  when  a  coordinated  audit  ap¬ 
proach  is  to  be  used.  The  implementation 
of  this  audit  approach  will  generally 
proceed  along  the  following  line: 

(1)  A  coordination  meeting  is  held  with 
the  cognizant  agency,  university  repre¬ 
sentative,  and  audit  entities  in  atten¬ 
dance.  At  this  meeting  the  audit  entities 
will  identify  and  compare  their  individu¬ 
al  audit  requirements  and  identify  areas 
of  duplication.  Out  of  this  meeting  will 
come  an  audit  planning  matrix  identi¬ 
fying  the  audits  to  be  performed  by  audit 
entity,  or  entities,  required  audit  cover¬ 
age  and  estimated  report  dates.  Duplicate 
audit  effort  will  be  eliminated  to  the 
maximum  extent  feasible. 

(2)  Following  the  development  and 
acceptance  of  the  matrix,  the  audits  will 
be  performed  by  the  respective  audit 
entities. 

(3)  Auditors  will  make  arrangements  to 
obtain  access  to  audit  programs  and 
working  papers  for  the  work  being  relied 
upon.  Each  of  the  reports  will  address 
only  the  segment  of  audit  it  covers.  At  the 
end  of  the  audit  assignment  the  report  is 
issued  to  the  cognizant  agency. 
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d.  Whether  or  not  an  FAO  participates 
in  a  coordinated  audit,  audit  planning 
and  execution  should  consider  the  extent 
to  which  reliance  can  be  placed  on  the 
work  performed  by  the  institution’s  other 
independent  auditors.  (See  CAM  4-1000 
for  guidance  when  relying  upon  the  work 
of  others). 

e.  An  audit  made  in  accordance  with 
Circular  A-133  is  to  be  in  lieu  of  any 
financial  audit  required  under  individual 
Federal  awards.  Accordingly,  to  the  ex¬ 
tent  that  an  A-133  audit  provides  an 
FAO  with  the  information  and  assur¬ 
ances  needed  to  carry  out  its  overall 
responsibilities,  the  FAO  is  to  rely  upon 
and  use  such  information.  FAOs  can 
make  additional  audits  if  needed  to  carry 
out  their  responsibilities  under  Federal 
law  and  regulation.  Such  additional  au¬ 
dits,  however,  must  be  planned  and  exe¬ 
cuted  so  that  they  build  upon  the  work 
already  performed  under  the  A-133  au¬ 
dit. 

f.  With  regard  to  the  specific  require¬ 
ments  contained  in  the  0MB  Circular  A- 
133  Compliance  Supplement,  DCAA 
generally  covers  the  specific  require¬ 
ments  of  the  Davis-Bacon  Act  as  a  part  of 
the  audit  of  direct  and  indirect  labor 
costs  and  the  verification  of  the  appropri¬ 
ate  labor  rates  from  the  Act.  DCAA  also 
reviews  political  activity  as  part  of  the 
audit  of  compliance  with  the  Lobby  cost 
principles  in  A-21  J.24  and  FAR  31.205- 
22.  DCAA  does  not  perform  compliance 
work  relating  to  Civil  Rights  or  the  Drug- 
Free  Workplace  Act.  These  items  should 
be  discussed  during  the  audit  coordina¬ 
tion  meeting  and  covered  by  the  institu¬ 
tion’s  external  auditors. 

g.  The  circular  does  not  limit  the 
authority  of  DCAA  from  making  audits 
and  evaluations  of  Federal  awards,  nor 
does  it  authorize  any  institution  or  subre¬ 
cipient  thereof  to  constrain  DCAA,  in 
any  manner,  from  carrying  out  additional 
audits  or  evaluations. 

13-308  Basic  Audit  Procedures 

13-308.1  Use  of  Permanent  Files 

As  a  preliminary  step  in  performing  the 
audit,  review  the  information  contained 
in  the  permanent  file  (see  4-405).  Update 
this  information  as  necessary  on  the  basis 


of  the  current  review  and  evaluation  of 
the  accounting  and  financial  procedures 
for  recording  and  reporting  costs  and 
activities  relating  to  agreements. 

13-308.2  Comparison  of  Agreement 
Provisions  with  Institution  Policies 

a.  To  determine  whether  the  institu¬ 
tion’s  system  provides  for  the  proper 
recording  of  costs,  the  auditor  should 
review  the  agreements  in  effect  and  relat¬ 
ed  policy  statements  and  policy  manuals 
of  the  activity  awarding  the  agreement. 
These  policies,  in  most  instances,  specify 
that  direct  costs  will  be  allowed  in  accor¬ 
dance  with  the  principles  contained  in 
0MB  Circular  A-21  (sec  13-Sl).  How¬ 
ever,  there  may  be  some  exceptions  and, 
in  addition,  institutions  may  incur  costs 
which  are  not  specifically  covered  by 
those  provisions.  Where  the  costs  are  not 
specifically  covered  in  the  circular  or  in 
the  manuals  of  the  awarding  activity,  the 
auditor  should  determine  their  allowabil¬ 
ity  to  the  agreements  being  performed  on 
the  basis  of  the  general  principles  includ¬ 
ed  in  the  circular. 

b.  While  changes  in  an  approved  bud¬ 
get  applicable  to  an  agreement  generally 
require  prior  approval,  the  awardii^  ac¬ 
tivities’  policy  manual  generally  affords 
the  institution  some  latitude  in  rebudget¬ 
ing  expense  items. 

13-308.3  Review  of  Cost  Sharing  and 
Matching  Compliance 

a.  Direct  audit  effort  in  connection 
with  cost-sharing  provisions  of  research 
agreements  should  be  directed  toward 
determining  whether  the  institution’s 
procedures  provide  for  the  identification 
and  proper  accountability  of  its  cost-shar¬ 
ing  obligations  under  each  agreement  and 
that  controls  are  established  to  assure 
that  the  institution  contributes  its  share 
of  the  costs  of  performance  of  the  agree¬ 
ment  (0MB  Circular  A-110).  Test  the 
effectiveness  of  the  accounting  and  inter¬ 
nal  controls  established  with  respect  to 
cost-sharing  by  examining  expenditures 
under  selected  grants. 

b.  The  auditor  should  ascertain  that  the 
costs  applicable  to  the  grantee’s  contribu¬ 
tion  are  not  charged  directly  or  indirectly 
to  other  government  agreements.  Costs 
which  are  not  allowable  under  cost  prin¬ 
ciples  applicable  to  the  agreement  may 
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not  be  included  in  the  institution’s  cost 
contribution  (FAR  35.003(b),  DoDI 
3210.2,  and  0MB  Circular  A-110). 

13-308.4  Use  of  Statistical  Sampling 

Statistical  sampling  techniques  are  par¬ 
ticularly  useful  under  the  comprehensive 
approach.  All  agreements  affected  by  the 
particular  auditable  area  under  review 
should  generally  be  considered  as  a  single 
universe  for  the  purposes  of  sampling, 
whether  contract  or  grant,  DoD  or  non- 
DoD.  For  developing  appropriate  audit 
recommendations  and  follow-up  actions, 
appraise  the  results  of  the  tests  carefully 
to  determine  whether  the  deficiencies 
disclosed:  (1)  represent  a  specific  proce¬ 
dural  weakness  which  applies  across  the 
board  to  all  agreements,  including  grants, 
or  to  particular  categories  of  agreements, 
(2)  indicate  that  the  institution’s  records 
cannot  generally  be  considered  accurate 
or  reliable,  or  (3)  represent  isolated  errors 
applicable  only  to  the  individual  transac¬ 
tions  tested  or  to  the  individual  agree- 
ment(s)  represented  by  the  deficient 
transactions. 

13-309  Special  Procedures  Relating 
to  Grants 

a.  Audit  procedures  relating  to  grants 
and  other  agreements  with  educational 
institutions  are  the  same  and  should  be 
integrated  where  practical  into  a  compre¬ 
hensive  audit  of  the  institution.  Supple¬ 
ment  audit  coverage  to  the  extent  that 
specific  audit  emphasis  is  requested  or 
that  special  provisions  are  contained  in 
the  agreement  or  outlined  in  any  manuals 
on  cost  determination  that  grantors  or 
contracting  organizations  mi^t  provide. 

b.  Issue  reports  on  grants  oniy  on 
request  or  in  accordance  with  the  agree¬ 
ments  with  other  agencies.  (13-700  con¬ 
tains  guidance  on  special  reporting  proce¬ 
dures  applicable  to  grants.)  There  is  an 
exception.  A  report  will  be  issued  when 
the  auditor  becomes  aware,  during  the 
performance  of  normal  audit  procedures, 
of  deficiencies  on  the  part  of  the  institu¬ 
tion  which  have  a  significant  effect  on  the 
cost  of  one  or  more  grants  even  though  a 
request  for  audit  has  not  been  made.  For 
example,  in  review  of  the  accounting 
system,  the  auditor  may  have  encoun¬ 


tered  a  deficient  practice  in  the  allocation 
of  indirect  costs  which  tends  to  produce 
inequities  in  the  costing  of  grants.  Or,  the 
auditor  may  have  noted  erroneous 
charges  to  particular  grants  ii:  a  random 
sample  of  transactions  performed  to  test 
voucher  distribution  controls.  In  such 
cases,  notify  the  grantor  promptly  of 
significant  deficiencies  or  errors  by  a 
report  which  also  includes  an  estimate  of 
the  financial  effect  of  the  deficiencies  on 
the  grants  and  the  amount  of  question¬ 
able  costs  on  particular  grants,  if  this  can 
be  readily  computed. 

13-310  Cost  Principles  and 
Procedures  for  AID  Contracts 

a.  Agency  for  International  Develop¬ 
ment  (AID)  contracts  incorporate  cost 
principles  in  the  FAR  which  should  be 
used  as  the  framework  for  determining 
contract  costs,  although  the  services  ren¬ 
dered  may  not  always  be  in  the  nature  of 
research.  In  AID  contracts  which  do  not 
contain  the  CAS  clause,  special  provi¬ 
sions  may  allow  as  direct  costs  certain 
items  normally  included  in  indirect  costs. 
Special  cost  determination  procedures  in 
AID  contracts  are  summarized  as  fol¬ 
lows: 

(1)  For  AID  contracts,  indirect  costs 
are  provisionally  reimbursed  at  rates  as 
provided  in  the  contract.  However,  final 
adjustment  to  actual  allowable  indirect 
costs  is  based  on  rates  negotiated  by  the 
AID  Office  of  Contract  Management  of 
the  Bureau  for  Program  and  Manage¬ 
ment  Services  after  receiving  the  audi¬ 
tor’s  advisory  comments  on  the  contrac¬ 
tor’s  proposed  final  rates  for  AID  con¬ 
tracts.  The  rates  negotiated  by  AID  are 
the  authorized  new  provisional  rates  for 
subsequent  periods  until  new  rates  are 
negotiated. 

(2)  AID  contracts  may  also  provide  for 
reimbursement  of  indirect  costs  through 
the  use  of  predetermined  fixed  rates. 

(3)  Since  the  basic  audit  data  devel¬ 
oped  for  the  annual  indirect  cost  report 
on  DoD  contracts  is  used  to  determine 
costs  applicable  to  AID  work,  the  auditor 
should  ascertain  that  the  contractor  has 
made  all  adjustments  required  because  of 
any  special  provisions  of  AID  contracts. 
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13-400  Section  4  —  Audit  of  Direct  Costs  at  Educational  Institutions 


13-401  Introduction 

This  section  presents  audit  guidance 
for  reviewing  direct  costs  distributed  to 
organized  research,  instruction,  and  oth¬ 
er  institutional  activities. 

13-402  Definition  of  Direct  Costs 

Direct  costs  are  defined  in  0MB  Circu¬ 
lar  A-21  Section  D  as  those  costs  that  can 
be  identified  specifically  with  a  particular 
sponsored  project,  an  instructional  activ¬ 
ity,  or  any  other  institutional  activity,  or 
that  can  be  directly  assigned  to  such 
activities  relatively  easily  with  a  high 
degree  of  accuracy.  Identifiable  benefit  to 
the  sponsored  work,  rather  than  the  na¬ 
ture  of  the  goods  and  services  involved,  is 
the  determining  factor  in  distinguishing 
direct  from  indirect  costs  of  sponsored 
agreements. 

13-403  Direct  Costs  by  Agreement  or 
by  Group  of  Agreements 

a.  When  a  particular  project  is  an 
individual  government  agreement,  ac¬ 
counting  complexity  is  at  a  minimum. 
The  main  audit  considerations  are  ade¬ 
quacy  of  documentation,  correct  account 
coding,  reasonableness  of  cost,  and  con¬ 
formity  with  terms  of  the  agreement  and 
provisions  of  applicable  regulations. 

b.  Occasionally,  an  institution’s  ac¬ 
counting  system  may  provide  for  cost 
objectives  which  accumulate  the  direct 
costs  of  more  than  one  related  agreement. 
A  further  distribution  is  made  to  the 
individual  agreements  as  direct  costs. 
Examples  are  special  facility  or  scientific 
discipline  level  project  costs.  These  costs 
might  include  such  items  as  salaries  and 
wages,  cornmon  materials  and  supplies, 
etc.,  used  in  connection  with  a  project 
which  is  comprised  of  more  than  one 
agreement.  Additional  audit  consider¬ 
ations,  besides  those  mentioned  in  the 
preceding  paragraph,  are  the  equity  of  the 
method  of  distributing  the  project  costs 
to  individual  agreements;  the  consistency 
of  the  institution’s  treating  similar  com¬ 
mon  costs  by  the  same  distribution  meth¬ 


ods;  and  the  preservation  of  the  identity 
of  any  kinds  of  costs  which  are  subject  to 
limitation  or  exclusion  by  the  terms  of 
the  agreements. 

13-404  Treatment  of  Certain 
Common  Costs  as  Direct 

a.  Some  types  of  expense  which  are 
traditionally  regarded  as  indirect  in  na¬ 
ture  can  be  treated  as  direct  costs  when  a 
benefit  to  individual  government  agree¬ 
ments  can  be  specifically  identified  and 
an  equitable  method  of  charging  the  cost 
is  followed  consistently.  The  cost  of 
fringe  benefits  and  pension  plans  is  an 
example.  These  should  be  applied  to 
direct  costs  as  well  as  to  the  various 
indirect  cost  groupings  to  which  salaries 
and  wages  are  charged.  The  portion  ap¬ 
plied  to  direct  salaries  and  wages  may 
also  be  treated  as  direct  costs. 

b.  Assure  that  any  special  distribution 
methods  applied  do  not  tend  to  produce 
a  recovery  of  more  than  actual  costs  and 
that  any  limitations  on  indirect  costs  are 
not  circumvented.  Sabbatical  leave  costs 
may  require  special  consideration  (sec 
OMB  Circular  A-21  Section  J.40). 

13-405  Basic  Tests  of  Direct  Costs 

Perform  audit  tests  of  direct  costs  in 
accordance  with  Chapter  6. 

a.  Test  items  of  direct  costs  to  ascertain 
whether  the  institution  has  complied 
with  the  policy  and  principles  set  forth  in 
the  awarding  activity’s  manuals  and  in 
the  terms  of  the  agreements,  with  regard 
to  the  control,  incurrence,  and  recording 
of  these  costs.  If  these  tests  disclose 
instances  of  inadequate  controls,  incur¬ 
rence  of  unallowable  costs  or  inaccurate 
recording,  make  further  tests  sufficient  to 
reach  a  definitive  conclusion  as  to  the 
nature  and  extent  of  the  deficiencies. 

b.  The  audit  tests  may  indicate  a  lack 
of  adequate  supporting  data  if  the  auditor 
cannot  assure  the  validity  or  accuracy  of 
the  accounting  records  relating  to  a  par¬ 
ticular  element  of  cost  under  all  agree¬ 
ments  or  specific  categories  of  agree¬ 
ments.  In  such  instances,  obtain  suffi- 
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cient  information  to  clearly  show  the 
nature  and  applicability  of  the  deficien¬ 
cies  and  the  action  recommended  to 
correct  the  conditions. 

c.  The  results  of  the  test,  coupled  with 
the  use  of  statistical  projection  tech¬ 
niques,  may  permit  the  auditor  to  deter¬ 
mine  a  dollar  amount  or  percentage  dis¬ 
approval  which  can  be  applied  to  an 
element  of  cost  incurred  under  all  agree¬ 
ments  generally,  or  under  agreements  in  a 
specific  category.  This  is  usually  feasible 
where  the  cost  disapproval  is  related  to  a 
procedural  weakness  in  the  institution’s 
accounting  controls  or  system  which 
causes  a  definite  pattern  of  unallowable 
costs  to  be  recorded  in  a  fairly  uniform 
manner  to  all  agreements,  or  a  particular 
category  of  agreements.  An  example  of 
this  type  of  weakness  would  be  the  con¬ 
tractor’s  failure  to  credit  material  costs 
with  purchase  discounts,  either  actually 
taken  or  reasonably  available  but  not 
actually  taken. 

d.  As  a  further  possibility  in  some 
instances,  the  deficiencies  disclosed  may 
not  be  related  to  a  prevalent  procedural 
weakness,  but  may  occur  in  irregular 
fashion  as  isolated  recording  errors  with¬ 
out  any  particular  pattern  being  evident. 
In  such  a  case,  make  sufficient  tests  to 
conclude  whether  the  unallowable  costs 
disclosed  by  the  tests  relate  only  to  isolat¬ 
ed  agreements. 

13-406  Audit  of  Compensation  for 
Personal  Services 

13-406.1  Audit  Objective 

Generally,  compensation  for  personal 
services,  including  fringe  benefits  and 
pension  plan  costs,  is  a  significant  per¬ 
centage  of  total  costs.  The  basic  audit 
objective  is  to  determine  that  the  total 
compensation  to  individual  employees, 
including  fringe  benefits  and  pension 
plan  costs,  is  reasonable  for  the  services 
rendered,  conforms  to  the  established 
policy  of  the  institution,  and  is  charged  to 
government  agreements  in  an  equitable 
manner  consistent  with  the  provisions  of 
0MB  Circular  A-21  Section  J.8. 


13-406.2  Basic  Audit  Procedures 

In  accomplishing  the  audit  objective, 
the  auditor  should  be  guided  by  the 
procedures  which  are  briefly  described 
below; 

a.  Lack  of  an  acceptable  written  policy 
on  personnel  classification,  qualification 
requirements,  promotions,  salary  scales, 
outside  activities,  vacation,  and  sick 
leave  is  a  deficiency  which  should  be 
remedied  promptly  by  the  institution. 

b.  Amounts  charged  directly  or  indi¬ 
rectly  to  organized  research  for  personal 
services,  except  stipulated  salary  support, 
should  be  based  on  institutional  payrolls 
which  have  been  approved  and  docu¬ 
mented  in  accordance  with  institutional 
practices.  Stipulated  salary  support  is  a 
fixed  or  a  stated  dollar  amount  of  the 
salary  of  professional  or  other  profession¬ 
al  staff  involved  in  the  conduct  of  re¬ 
search  which  the  government  agency 
agrees  in  advance  to  reimburse  an  educa¬ 
tional  institution  as  a  part  of  sponsored 
research  costs.  The  amounts  stipulated 
for  salary  support  will  be  treated  as  a 
direct  cost.  The  provision  for  stipulated 
salary  support  will  not  be  used  for  educa¬ 
tional  service  agreements. 

c.  Determine  that  salary  charges  for 
work  performed  by  faculty  members  on 
government  sponsored  agreements  with¬ 
in  tl.e  regular  academic  year  do  not 
exceed  a  proportionate  share  of  each 
individual  faculty  member’s  base  salary. 
Similarly,  for  work  performed  outside  the 
academic  year  or  during  the  regular  aca¬ 
demic  year  but  in  excess  of  the  regular 
departmental  workload,  salary  charges 
for  individual  faculty  members  should  be 
at  rates  not  in  excess  of  their  base  salary 
rates,  unless  provided  for  by  the  agree¬ 
ment  or  by  written  approval  of  the  spon¬ 
soring  agency.  For  example,  if  the  aca¬ 
demic  year  at  an  institution  is  established 
as  a  nine-month  period  and  a  member  of 
the  faculty  is  authorized  to  work  on 
sponsored  agreements  on  a  full-time  basis 
for  two  of  the  three  summer  months,  the 
monthly  salary  charge  should  not  exceed 
one-ninth  of  the  base  salary  for  the 
academic  year. 

d.  In  the  case  of  those  pe’^sonnel  cov¬ 
ered  by  stipulated  salary  support,  the 
auditors  are  no  longer  required  to  review 
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the  precise  accuracy  of  time  or  effort 
devoted  to  research  projects.  Rather,  the 
reviews  should  inr'-  steps  to  deter- 
inine  on  a  sample  .hat  an  institu¬ 
tion  is  not  reimbursec  .or  more  than  1 00 
percent  of  each  faculty  member’s  salary 
and  that  the  amount  charged  to  govern¬ 
ment-sponsored  research  is  reasonable  in 
view  of  his  or  her  university  workload 
and  other  commitments.  The  stipulated 


salary  method  may  also  be  agreed  upon 
for  that  portion  of  a  professional’s  salary 
that  represents  cost  sharing  by  the  institu¬ 
tion. 

e.  Solicit  the  assistance  of  cognizant 
government  technical  representatives 
where  appropriate  in  making  evaluations 
of  reasonableness.  Guidance  on  request¬ 
ing  and  using  the  work  of  technical 
specialists  is  in  Appendix  D. 
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13-500  Section  5  —  Audit  of  Indirect  Costs  at  Educational  Institutions 


13-501  Introduction 

This  section  presents  audit  guidance 
for  review  of  indirect  costs  distributed  to 
organized  research,  instruction,  and  oth¬ 
er  institutional  activities. 

13-502  Audit  Objective 

The  basic  objective  is  to  ascertain 
whether  indirect  costs  are  reasonably 
incurred,  reliably  recorded,  and  thereaf¬ 
ter  assembled  in  appropriate  cost  group¬ 
ings  for  equitable  distribution  to  benefit¬ 
ing  government  agreements. 

13-503  Basic  Provisions 

a.  0MB  Circular  A-21  Section  E.l. 
defines  indirect  costs  as  those  that  have 
been  incurred  for  common  or  joint  objec¬ 
tives  and  therefore  cannot  be  identified 
specifically  with  a  particular  sponsored 
project,  instructional  activity,  or  other 
institutional  activity.  At  educational  in¬ 
s' 'tutions,  such  costs  normally  are  classi¬ 
fied  under  the  following  indirect  cost 
categories:  general  administration  and 
general  expenses,  sponsored  projects  ad¬ 
ministration  expenses,  operation  and 
maintenance  expenses,  library  expenses, 
departmental  administration  expenses, 
depreciation  and  use  allowances,  and 
student  administration  and  services. 

b.  0MB  Circular  A-21  Section  E.2. 
prescribes  the  criteria  for  apportionment 
and  allocation  of  indirect  costs  to  orga¬ 
nized  research  and  instruction. 

c.  DEARS  242.770-2  requires  contrac¬ 
tors,  which  include  educational  institu¬ 
tions,  with  DoD  agreements  to  certify 
proposals  for  billing  rates  or  final  indirect 
cost  rates  unless  a  waiver  has  been  ob¬ 
tained  from  the  Secretary  of  Defense  or 
the  Secretary  of  the  Military  Department 
concerned. 

13-504  Reconciliation  and  Account 
Analysis 

a.  If  the  educational  institution  is  re¬ 
quired  to  certify  its  overhead  proposals 
(see  DEARS  242.770-2),  the  auditor 
should  follow  the  audit  guidance  in  6-700 
pertaining  to  such  certification. 


b.  Because  of  the  multitude  of  income, 
expense,  and  fund  accounts  maintained 
by  educational  institutions,  an  institu¬ 
tion’s  proposal  for  an  indirect  cost  rate 
should  be  reconciled  with  its  financial 
books  of  account  and  published  annual 
statement.  Bases  for  allocations  should  be 
reconciled  as  well  as  indirect  cost  account 
groupings.  The  auditor  should  assure  that 
all  incurred  costs,  income,  and  credit 
items  relevant  to  the  government  agree¬ 
ments  have  been  reflected  appropriately 
in  the  institution’s  indirect  cost. 

c.  Analyze  the  individual  accounts  to 
the  extent  deemed  necessary  to  deter¬ 
mine  their  allocability,  reasonableness 
and  allowability.  The  auditor  should  be 
guided  by  the  auditing  concepts  and 
techniques  set  forth  throughout  this  man¬ 
ual  and  the  special  audit  considerations 
discussed  in  this  chapter. 

13-505  Treatment  of  Off-Campus 
Locations 

The  auditor’s  review  of  performance 
areas  (see  13-300)  may  disclose  that  cer¬ 
tain  agreements  are  performed  olT-cam- 
pus  at  locations  considerably  removed 
from  the  institution.  Such  agreements 
may  not  involve  the  use  of  the  institu¬ 
tion’s  plant  facility  or  the  incurrence  of 
costs  for  operation  and  maintenance  of 
plant,  use  charges  for  building  and  equip¬ 
ment,  library  and  possibly  indirect  de¬ 
partmental  expenses.  In  such  instances, 
the  auditor  should  recommend  that  the 
institution  compute  an  appropriate  off- 
campus  indirect  cost  rate  which  will 
reflect  the  elimination  of  costs  not  appli¬ 
cable  to  off-campus  work.  The  institu¬ 
tion’s  records  should  show  the  agree¬ 
ments  to  which  the  ofT-campus  rate  ap¬ 
plies. 

13-506  Treatment  of  Educational 
Institution  Hospitals 

13-506.1  Relationship  of  Hospital 
Operations  to  Institutional  Activities 

a.  Many  educational  institutions  oper¬ 
ate  hospitals  as  an  adjunct  to  their  medi¬ 
cal  schools  and  as  a  public  service  to  their 
communities.  This  may  introduce  coin- 
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plexities  in  indirect  cost  allocations.  The 
relationship  of  the  hospital  to  the  institu¬ 
tion  must  be  carefully  understood.  Expe¬ 
rience  has  indicated  that,  except  for  cer¬ 
tain  general  administration  and  general 
expenses,  such  hospitals  are  generally 
operated  as  autonomous  subdivisions. 

b.  Cross-servicing  activities  between 
the  hospital  and  other  segments  of  the 
institution  are  usually  conducted  on  a 
reimbursable  basis  so  as  to  permit  the 
proper  determination  of  hospital  patient 
care  costs.  Typical  examples  are  the  oper¬ 
ation  of  utility  and  power  facilities  by  the 
institution  and  the  laundry  by  the  hospi 
tal.  The  auditor  should  review  such  cross¬ 
servicing  costs  to  assure  that  the  reim¬ 
bursement  rates  are  equitable. 

c.  With  respect  to  general  administra¬ 
tion  and  general  expenses,  the  hospital 
organization  may  itself  perform  some  of 
the-"  functions,  the  costs  of  which  are 
included  in  their  own  accounts.  Examples 
of  such  functions  are  purchasing,  ac¬ 
counts  payable,  patient  billing,  cost  ac¬ 
counting,  etc. 

13-506.2  Allocating  Institution  General 
Expenses  to  the  Hospital 

a.  The  most  frequently  used  base  for 
apportioning  the  institution’s  general  ad¬ 
ministration  and  general  expenses  is  total 
expenditures.  Because  the  hospital  per¬ 
forms  many  general  expense  functions 
for  its  own  account  and  the  total  expendi¬ 
ture  base  for  the  hospital  is  relatively 
large  in  relation  to  the  institution’s  other 
activities,  the  apportionment  of  the  insti¬ 
tution’s  general  administration  and  gen¬ 
eral  expenses  on  a  total  expenditure  base, 
which  includes  the  hospital,  may  not  be 
equitable. 

b.  In  such  instances  the  following  alter¬ 
native  methods  for  distributing  general 
administration  and  general  expenses  are 
suggested  in  order  of  preference: 

(1)  The  institution’s  general  adminis¬ 
tration  and  general  expenses  should  be 
carefully  reviewed  to  determine  whether 
any  are  directly  applicable  only  to  hospi¬ 
tal  operations.  Any  such  amounts  should 
be  included  as  part  of  the  hospital  costs 
and  deducted  from  the  pool  of  general 
administration  and  general  expenses  to 
be  apportioned  to  organized  research. 


instruction  and  other  institutional  activi¬ 
ties  on  the  basis  of  total  expenditures. 

(2)  The  apportionment  can  be  accom¬ 
plished  in  two  stages  by  separating  the 
items  in  this  indirect  cost  category  into 
two  groups:  one  representing  those  items 
applicable  to  organized  research,  instruc¬ 
tion  and  other  institutional  activities, 
and  a  second  group  representing  common 
service  functions  applicable  to  the  hospi¬ 
tal  as  well  as  the  other  activities  men¬ 
tioned  above.  Dependent  upon  the  extent 
of  the  hospital’s  autonomy,  this  second 
group  may  thus  include  such  items  as  the 
president’s  office,  data  processing  depart¬ 
ment,  board  of  trustees,  etc.  The  appor¬ 
tionment  of  the  total  acceptable  cost  of 
each  group  would  be  accomplished  by 
relating  each  group  total  to  the  total 
expenditure  base  applicable  to  the  activi¬ 
ties  serviced  by  the  group. 

(3)  If  neither  of  the  above  methods  is 
practical,  all  general  administration  and 
general  expenses  incurred  by  the  hospital 
and  the  institution  can  be  combined  and 
apportioned  on  a  total  expenditure  basis 
to  organized  research,  instruction  and 
other  institutional  activities  and  to  the 
hospital.  This  procedure,  however,  is 
theoretically  incorrect  because,  while 
general  expenses  of  the  institution  are 
applicable  in  part  to  the  hospital,  it  is 
rarely  true  that  hospital  general  expenses 
are  properly  apportionable  to  the  institu¬ 
tion.  This  method  should,  therefore,  be 
used  only  if  no  other  approach  is  practi¬ 
cal. 

13-507  Treatment  of  Student  Work 
Study  Grants 

a.  At  many  institutions,  part-time  stu¬ 
dents  receive  Federal  support  through 
student  work  study  program  grants. 
When  any  students  who  are  covered  by 
the  program  work  directly  on  research 
agreements,  their  total  salaries  for  such 
work,  whether  fully  or  partially  funded  by 
Federal  grants,  should  be  included  in  the 
research  labor  base  for  determining  and 
allocating  applicable  indirect  costs.  The 
amount  of  their  salaries  which  is  covered 
by  the  work  study  grants  may  not,  how¬ 
ever,  be  charged  to  government  agree¬ 
ments  as  an  allowable  cost. 
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b.  Where  students  are  performing  indi¬ 
rect  functions,  the  portion  of  salary  sup¬ 
ported  under  these  work  study  grants  is 
similarly  not  allowable  as  indirect  costs 
of  agreements. 

13-508  Treatment  of  Dining  Hall 
Gains  and  Losses 

0MB  Circular  A-21  Section  B.l.d. 
states  that  dining  halls  will  be  treated  as 
“other  institutional  activities.”  However, 
in  some  institutions  where  the  dining 
halls  are  open  to  and  patronized  by 
students,  faculty,  and  research  employ¬ 
ees,  an  appropriate  share  of  reasonable 
losses  from  the  operation  of  such  dining 
halls  mav  be  accepted  as  an  employee 
morale  and  welfare  expense  (0MB  Circu¬ 
lar  A-21  Section  J.14).  Conversely,  a 
share  of  any  gains  from  the  operation  of 
such  dining  halls  should  be  credited  to 
the  cost  of  sponsored  agreements. 

13-509  Treatment  of  Fringe  Benefit 
Costs  Including  Pension  Plans 

13-509.1  Base  or  Pool  Treatment  of 
Fringe  Benefit  Costs 

a.  An  institution  should  treat  fringe 
benefits  (including  pension  plan)  as  a 
loading  factor  to  be  added  to  salaries  and 
wages  of  the  particular  cost  objectives 
(e.g.,  organized  research,  library,  etc.)  for 
which  they  were  incurred  rather  than  as 
an  indirect  cost  to  be  distributed  in  total, 
as  part  of  general  administration  and 
general  expenses.  They  would  be  consid¬ 
ered  as  part  of  the  direct  salaries  and 
wages  applicable  to  each  cost  objective. 
Therefore,  when  direct  salaries  and  wages 
of  organized  research,  instruction,  and 
other  institutional  activities  are  used  as 
an  allocation  base  to  distribute  in  direct 
costs,  the  base  amounts  should  include 
applicable  fringe  benefits. 

b.  However,  i^'the  institution’s  submis¬ 
sion  does  not  include  fringe  benefits  as 
part  of  the  allocation  base,  this  method 
may  be  accepted  if  the  auditor  deter¬ 
mines  that  substantially  the  same  results 
are  achieved. 

13-509.2  State- Wide  Benefits  for 
University  Employees 

a.  Special  audit  attention  may  be  neces¬ 
sary  with  respect  to  State  universities  for 


which  fringe  benefit  costs  are  paid  and 
administered  by  the  respective  State  gov¬ 
ernments.  If  the  allowability  of  these 
costs  can  be  substantiated  through  the 
audit  of  other  documentation  provided 
by  the  institution,  the  costs  should  not  be 
questioned  solely  on  the  basis  of  not 
being  paid  by  the  university  or  recorded 
on  its  books. 

b.  If  the  institution  substantiates  fringe 
benefit  costs  and  includes  them  in  the 
allocation  base  for  contracts  and  grants, 
the  auditor  should  ascertain  that  a  simi¬ 
lar  adjustment  is  made  to  all  other  sala¬ 
ries  and  wages  included  in  bases  for 
allocating  indirect  costs  and  in  indirect 
expense  pools.  Accordingly,  the  auditor 
should  obtain  from  the  institution  all 
information  necessary  to  make  these  ad¬ 
justments. 

c.  Determine  the  need  for  such  adjust¬ 
ments  early  in  the  audit,  after  review  of 
pertinent  files  available  at  the  institution, 
and  obtain  the  necessary  information 
promptly  in  order  to  avoid  delay  in 
completing  the  audit.  The  auditor  should 
urge  the  university  to  include  the  neces¬ 
sary  adjustments  in  future  indirect  cost 
submissions. 

13-510  Treatment  of  Other  Costs  and 
Functions 

13-510.1  Student  Health  Services 

All  student  health  services,  including 
hospitals,  should  be  treated  as  “other 
institutional  activities”  for  the  purpose  of 
apportioning  indirect  costs.  However, 
where  the  health  services  are  made  avail¬ 
able  to  students  and  all  employees,  an 
anpropriate  share  of  the  cost  of  the 
o  veration  of  the  activity  may,  in  accor¬ 
dance  with  0MB  Circular  A-21  Section 
J.14,  be  distributed  to  sponsored  agree¬ 
ments  on  a  basis  equitable  under  the 
circumstances.  Population  may  provide 
such  a  basis  where  services  are  made 
available  to  the  same  extent  to  all  catego¬ 
ries. 

13-510.2  Television  and  Radio  Stations 

Such  activities  owned  and/or  operated 
by  an  educational  institution  should  be 
treated  as  “other  institutional  activities” 
for  the  purpose  of  apportioning  indirect 
costs. 
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13-510.3  Planning  and  Development  for 
the  Institution 

The  auditor  should  ascertain  that  all 
preliminary  planning  and  development 
costs  pertaining  to  contemplated  new 
construction  are  being  deferred  for  future 
incorporation  in  the  cost  of  the  new 
construction.  General  institution  plan¬ 
ning  and  development  expense  may  be 
accepted  for  distribution  to  all  activities 
of  the  institution,  including  sponsored 
agreements. 

13-510.4  Scholarships  and  Student  Aid 
Costs 

Any  remission  of  tuition  to  students 
for  research  work  performed  is  allocable 
as  a  cost  of  the  research  and  should  be 
included  in  the  base  for  allocation  of 
indirect  costs  in  the  same  manner  as 
compensation  of  regular  enmloyees  en¬ 
gaged  in  organized  research.  The  costs  of 
scholarships,  fellowships,  and  other 
forms  of  student  aid  apply  only  to  in¬ 
struction.  The  costs  or  administering 
scholarships  and  student  aid  may  be 
allocable  in  part  to  research  in  cases 
where  the  students  perform  services  un¬ 
der  research  agreements.  (See  0MB  Cir¬ 
cular  A-21  Section  J.41). 

13-510.5  Grant  Support  for  Computer 
Facilities 

The  National  Science  Foundation 

S  awards  certain  grants  to  educa- 
institutions  for  the  purpose  of 
defraying  part  of  the  cost  of  acquiring  or 
operating  computer  facilities.  Such  grants 
are  for  the  purpose  of  supporting  educa¬ 
tional  usage  and  nonsponsored  research. 
No  part  of  the  grant  is  intended  to  be 
used  to  reduce  the  cost  of  sponsored 
research,  whether  sponsored  by  the  gov¬ 
ernment  or  by  others.  NSF  grants  will 
clearly  indicate  if  it  is  intended  that  the 
benefits  of  the  grant  be  restricted  in  any 
way.  Where  the  grant  does  not  specify 
such  an  intention,  the  auditor  may  prop¬ 
erly  apply  the  grant  funds  to  reduce  the 
overall  cost  of  acquiring  or  operating  the 
computer  facility  for  the  purpose  oi  de¬ 
termining  sponsored  research  costs. 

13-511  Bases  for  Distributing 
Indirect  Costs 

13-511.1  Base  Period  and  General 
Criteria  for  Distribution 
Because  educational  institutions  gener¬ 
ally  close  their  books  of  account  annually. 


the  base  period  for  distribution  of  indi¬ 
rect  costs  should  be  the  fiscal  year.  As  in 
the  case  of  any  apportionment  and  allo¬ 
cation,  the  overall  objective  should  be  to 
select  the  method  for  each  indirect  cost 
category  which  will  distribute  the  costs  to 
all  of  the  benefiting  activities  of  the 
educational  institution.  Each  indirect 
cost  category  should  be  apportioned  and 
allocated  separately  using  the  most  ap¬ 
propriate  base  for  distribution  (see  0MB 
Circular  A-21  Section  E.2).  Actual  condi¬ 
tions  must  be  taken  into  account  in 
selecting  the  method  or  base  to  be  used  in 
distributing  individual  cost  groupings  to 
applicable  cost  objectives. 

13-511.2  University  “Cross  Allocation” 
Method 

Prior  to  apportionment,  there  normally 
should  be  added  to  allowable  expenses 
appropriate  shares  of  employee  fringe 
benefit  expenses  applicable  to  salaries 
and  wa^es.  0MB  Circular  A-21  Section 
E.2.e.  lists  an  order  of  allocation  for 
indirect  cost  categories.  However,  a  cross 
allocation  of  costs  between  two  or  more 
indirect  cost  categories  may  be  used  if 
such  allocation  will  result  in  a  more 
equitable  allocation  of  costs  in  which  case 
the  specified  order  of  allocation  would 
not  apply.  The  distribution  of  a  portion 
of  one  indirect  cost  category  to  another 
does  not  change  the  nature  of  the  item,  as 
defined,  although  its  initial  identity  may 
be  lost  in  the  distribution  process.  Figure 
13-5-1  illustrates  this  process. 

13-511.3  Methods  of  Selecting  Bases 

a.  Cost  analysis  studies  may  be  used 
when  they  result  in  more  accurate  and 
equitable  distribution  of  costs.  Such  stud¬ 
ies  may  more  appropriately  consider 
weighting  factors,  population,  or  space 
occupied. 

b.  The  essential  consideration  in  select¬ 
ing  the  distribution  base  in  each  instance 
is  that  it  be  the  one  best  suited  for 
assigning  the  pool  of  costs  to  cost  objec¬ 
tives  in  accordance  with  the  relative 
benefits  derived;  a  traceable  cause-and- 
effect  relationship;  or  logic  and  reason, 
where  neither  benefit  nor  cause-and-ef- 
fect  relationship  is  determinable.  The 
following  paragraphs  explain  the  bases 
more  commonly  used. 
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13-511.4  Total  Expenditures  Base 

a.  This  term  means  the  sum  of  all 
expenditures  for  a  given  cost  objective, 
such  as  for  the  institution  as  a  whole, 
instruction,  organized  research,  other  in¬ 
stitutional  activities,  etc.  When  used  to 
denote  a  base  for  distribution  of  indirect 
costs,  the  term  “total  expenditures” 
should  be  exclusive  of  the  indirect  costs 
to  be  apportioned  and/or  allocated. 

b.  .\ny  expenditures  included  in  the 
general  administration  and  general  ex¬ 
penses  pool  that  are  applicable  solely  to 
functions  or  activities  which  are  properly 
categorized  as  “other  institutional  activi¬ 
ties”  (see  0MB  Circular  A-21  Section 
B.I.),  should  be  reclassified  from  such 
pool  to  the  total  expenditures  base.  This 
reclassification  is  necessary  in  order  to 
apportion  to  such  functions  and  activities 
their  proper  share  of  general  administra¬ 
tion  and  general  expenses. 

c.  The  expenses  for  operation  and 
maintenance  of  the  library,  exclusive  of 
any  portion  of  such  expenses  that  are 
applicable  to  general  administration  and 
general  expenses,  should  be  included  in 
the  total  expenditures  base. 

d.  When  total  expenditures  is  used  as  a 
base  for  distributing  indirect  costs,  total 
expenditures  should  be  exclusive  of  capi¬ 
tal  expenditures. 

13-511.5  Direct  Salaries  and  Wages  Base 

When  used,  this  base  should  include  all 
salaries  and  wages  and  their  equivalents 
(e.g.,  tuition  remissions)  applicable  to 
instruction,  including  departmental  re¬ 
search,  and  to  organized  research.  The 
auditor  should  ascertain  that  the  base 
includes  all  salaries  incurred  under  grants 
and  cost-reimbursement  and  fixed-price 
contracts  and  subcontracts.  See  13-509 
for  discussion  of  application  of  fringe 
benefit  costs  to  base. 

13-511.6  Space  Utilization  Base 

Whenever  space  utilization  is  used  as  a 
base  for  apportionment  and  allocation  of 
indirect  expenses  to  a  cost  objective,  it 
should  be  supported  by  detailed  records. 
The  period  used  to  develop  the  space 
utilization  base  should  be  representative 
of  the  usage  during  the  entire  period  (see 
13-512.3).  Whenever  appropriate,  the 
services  of  government  technical  person¬ 


nel  should  be  solicited  to  assist  the  audi¬ 
tor.  Guidance  on  requesting  and  using 
the  work  of  technical  specialists  is  in 
Appendix  D. 

13-511.7  Population  Served  Base 

Whenever  population  served  is  used  as 
a  base,  the  auditor  should  ascertain  that 
all  personnel  served,  including  evening, 
summer,  extension,  and  part-time  stu¬ 
dents  as  well  as  the  general  public,  are 
represented  in  the  total  and  are  appropri¬ 
ately  weighted. 

13-511.8  Modified  Total  Cost  Base 

Modified  total  costs  consist  of  salaries 
and  wages,  fringe  benefits,  materials  and 
supplies,  services,  travel,  and  subgrants 
and  subcontracts  up  to  $25,000  each. 
This  is  an  alternative  base  for  allocating 
some  indirect  cost  categories  to  serviced 
or  benefited  functions.  This  base  shall  be 
used  to  distribute  indirect  cost  pools  to 
applicable  sponsored  agreements  unless 
it  can  be  demonstrated  that  another  base 
would  produce  more  equitable  results 
(see  0MB  Circular  A-21  Section  G.2.) 

13-512  Indirect  Cost  Classification 

The  following  guidance  is  furnished  for 
use  in  the  review  of  indirect  cost  func¬ 
tional  categories. 

13-512.1  General  Administra.ion  and 
General  Expenses 

a.  General  administration  and  general 
expenses  are  defined  in  0MB  Circular  A- 
21  Section  F.3.  Expenses  in  the  general 
administration  and  general  expense  pool 
should  be  excluded  when  comparable 
expenses  are  authorized  as  direct  costs  to 
sponsored  agreements. 

b.  The  most  commonly  used  base  for 
apportioning  general  administration  and 
general  expenses  to  instruction  (including 
departmental  research),  organized  re¬ 
search,  and  other  institutional  activities, 
is  tota.  expenditures.  However,  purchases 
of  disproportionately  large  amounts  of 
direct  material  for  government  sponsored 
contracts,  or  other  similar  significant 
factors  may  cause  the  use  of  a  total 
expenditure  base  to  be  inequitable.  In 
such  cases  a  different  base  which  will 
eliminate  the  inequity  should  be  used 
(see  0MB  Circular  A-21  Section  E.2.). 
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13-512,2  Sponsored  Projects 
Administration  Expenses 

a.  These  expenses  are  defined  in  0MB 
Circular  A-21  Section  F.5.  They  repre¬ 
sent  costs  allocable  to  the  major  func¬ 
tions  of  the  institution  under  which  the 
sponsored  projects  are  conducted.  Most 
institutions,  particularly  those  that  do 
not  maintain  a  separate  research  office, 
do  not  provide  separate  accounting  clas¬ 
sification  for  this  type  of  expense,  but 
include  these  items  in  departmental  ad¬ 
ministration  or  general  administration 
and  general  expenses.  Unless  there  is 
sufficient  justification  for  doing  so,  the 
auditor  should  not  attempt  to  segregate 
and  establish  a  separate  expense  pool  for 
these  items. 

b.  Sponsored  projects  administration 
expenses  are  generally  limited  to  those 
incurred  by  the  separate  organization(s) 
(see  0MB  Circular  A-21  Section  F.5.a.) 
Pursuant  to  0MB  Circular  A-21  F.5.C., 
where  sponsored  projects  are  separately 
administered,  it  may  be  necessary  to 
exclude  a  portion  of  the  normal  institu¬ 
tional  general  administration  expenses 
from  allocation  to  sponsored  agreements; 
e.g.,  purchasing  or  receiving,  in  order  to 
avoid  duplication. 

13-512.3  Plant  Operation  and 
Maintenance  Expenses 

a.  Usually,  plant  operation  and  mainte¬ 
nance  expenses  (see  0MB  Circular  A-2 1 
Section  F.2.)  fall  into  three  main  catego¬ 
ries;  i.e.,  (1)  utility  services,  (2)  custodial 
services,  and  (3)  ordinary  or  normal 
repairs  and  maintenance.  If  the  institu¬ 
tion  distributes  these  costs  separately,  the 
auditor  should  evaluate  the  basis  of  such 
distribution  to  all  applicable  cost  objec¬ 
tives.  Custodial  services  and  utility  ser¬ 
vices  may  property  be  related  to  space 
utilization.  On  the  other  hand,  where  a 
work  order  system  is  in  effect,  the  infor¬ 
mation  ascertainable  from  the  work  or¬ 
ders  is  the  most  accurate  method  of 
determining  the  proper  cost  objective  of 
repair  and  maintenance  costs.  If  a  work 
order  system  is  not  in  effect,  space  utili¬ 
zation  or  other  base  which  will  provide 
the  most  equitable  distribution  of  the 
costs  may  be  used. 

b.  Some  institutions  charge  operation 
and  maintenance  expenses  initially  to 


other  institutional  activities,  buildings, 
groups  of  buildings,  departments  or  sub¬ 
divisions.  Such  charges  should  be  evalu¬ 
ated  to  determine  whether  they  reflect 
fairly  the  services  involved. 

c.  Some  institutions  use  weighting  fac¬ 
tors  in  distributing  plant  operation  and 
maintenance  costs  which  result  in  a  larger 
cost  per  foot  for  space  used  for  organized 
research  than  for  other  uses.  Such  use  of 
weighting  factors  should  be  supported  by 
a  well  documented  comprehensive  study. 
The  auditor  should  review  the  justifica¬ 
tion  and  ascertain  whether  the  results  are 
equitable. 

d.  The  apportionment  and  allocation 
to  their  proper  cost  objectives  of  plant 
operation  and  maintenance  costs  and  use 
and/or  depreciation  charges  applicable  to 
buildings  and  equipment,  should  ordi¬ 
narily  be  on  the  basis  of  space  utilization. 
Emphasis  should  be  placed  on  assuring 
an  equitable  distribution  to  other  institu¬ 
tional  activities,  classrooms,  auditori¬ 
ums,  laboratories,  and  other  instruction 
areas  where  organized  research  is  not 
conducted.  Some  of  the  space  may  be 
applicable  entirely  to  organized  research 
or  jointly  to  instruction  and  organized 
research.  Commonality  to  both  mstnic- 
tion  and  organized  research  results  prin¬ 
cipally  from  graduate  students  who  per¬ 
form  basic  research  under  government 
agreements  aimed  at  obtaining  advanced 
degrees. 

e.  Some  institutions  treat  plant  opera¬ 
tion  and  maintenance  costs  and  use  al¬ 
lowance  and/or  depreciation  applicable 
to  buildings  and  equipment  for  organized 
research  and  instruction  as  a  combined 
amount  which  is  allocated  to  research 
and  insti  iction  on  the  basis  of  respective 
salaries  and  wages.  Such  allocation  is 
unacceptable  as  it  fails  to  provide  for 
student  usage  of  space  and  facilities.  To 
be  acceptable  the  total  cost  being  allocat¬ 
ed  should  be  reduced  in  an  amount 
sufficient  to  cover  student  space  usage  of 
classrooms,  auditoriums,  laboratories, 
etc. 

13-512.4  Library  Expenses 

a.  These  expenses  (see  0MB  Circular 
A-21  Section  F.6.)  relate  to  the  operation 
of  a  single  central  facility  and  individual 
specialized  facilities  located  in  various 
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schools,  departments,  and  laboratories 
which  provide  a  variety  of  services  to  the 
entire  institution.  The  facilities  utilizing 
floor  space,  light,  heat,  furniture,  carpet¬ 
ing,  book  shelves,  tables,  periodicals, 
books,  microfilming  and  storage,  techni¬ 
cal  reports,  personnel,  etc.,  are  available 
to  the  total  population  for  the  institution. 
Consequently,  the  proper  base  for  ex¬ 
pense  allocation  is  total  population.  In 
developing  a  population  base,  all  users  of 
the  library  ordinarily  should  be  included 
and  properly  weighted.  This  would  in¬ 
clude  evening,  summer,  extension,  and 
other  part-time  students  as  well  as  the 
general  public  to  the  extent  that  such 
usage  can  be  determined  or  reasonably 
estimated.  The  basis  proposed  by  the 
institution  must  be  supported  by  data 
developed  periodically  on  actual  experi¬ 
ence  for  representative  periods. 

b.  Where  the  institution  has  a  more 
complex  library  system,  the  auditor 
should  determine  whether  a  more  refined 
process  of  allocation  is  required.  For 
example,  if  several  autonomous,  special¬ 
ized  libraries  exist,  or  if  there  is  more 
than  one  centralized  facility,  and  if  the 
relative  benefits  derived  from  the  librar¬ 
ies  by  the  government  agreements  vary,  a 
distribution  such  as  in  a.  above  should  be 
made  for  each  of  the  libraries.  The  extent 
of  audit  analysis  warranted  depends  upon 
the  materiality  of  the  share  of  the  library 
costs  which  is  allocable  to  the  govern¬ 
ment  agreements  and  the  degree  of  differ¬ 
ence  among  the  libraries  in  benefits  re¬ 
ceived  on  government  sponsored  work 
vs.  other  institution  functions  and  activi¬ 
ties. 

c.  The  cost  of  books,  periodicals,  and 
materials  should  be  reviewed  for  reason¬ 
ableness.  The  cost  of  large  and  unusual 
purchases  of  books  which  in  effect  consti¬ 
tute  an  expansion  of  the  library,  should 
be  reviewed  for  applicability  to  the  peri¬ 
od  under  review.  Consideration  should 
be  given  to  spreading  the  cost  of  unusual¬ 
ly  large  purchases  of  books  over  a  period 
of  several  years.  Rare  book  purchases 
should  be  examined  for  reasonableness 
and  allocability  to  research  agreements. 
Costs  incurred  in  the  purchase  of  rare 
books  (museum  type)  with  no  value  to 
sponsored  agreements  should  not  be  allo- 
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cated  to  them  (0MB  Circular  A-21  Sec¬ 
tion  F.6.a.). 

13-512.5  Departmental  Administration 
Expenses 

a.  Departmental  administration  ex¬ 
penses  are  expenses  incurred  for  adminis¬ 
trative  and  supporting  services  that  bene¬ 
fit  common  or  joint  departmental  activi¬ 
ties  or  objectives  in  academic  deans’ 
offices,  academic  departments  and  divi¬ 
sions,  and  organized  research  units 
(0MB  Circular  A-21  Section  F.4.).  Ac¬ 
ceptance  of  these  expenses  must  be  based 
upon  a  determination  that  the  depart¬ 
ment  is  engaged  in  organized  research, 
and  the  departmental  administrative  per¬ 
sonnel  perform  functions  benefiting  orga¬ 
nized  research.  Functions  benefiting  or¬ 
ganized  research  include  programming, 
recruiting  personnel,  supervising  spon¬ 
sored  research,  reviewing  work  progress, 
and  engaging  in  the  administration  of 
sponsored  agreements.  Where  organized 
research  is  performed  in  a  separate  facili¬ 
ty  with  its  own  administrative  organiza¬ 
tion,  evaluate  the  allocation  of  depart¬ 
mental  administration  expenses  to  such 
organized  research  to  determine  if  it  is 
equitable  based  on  the  benefits  derived. 

b  Give  particular  attention  to  any 
allocation  of  a  portion  of  the  salaries  of 
the  institution’s  department  heads  and 
faculty  to  academic  administration  ex¬ 
penses.  Such  allocation  is  limited  to 
amounts  attributable  to  administrative 
duties.  However,  section  F.4.a.(2)(a)  of 
0MB  Circular  A-21  allows  recovery  of 
salaries  and  fringe  benefits  for  the  admin¬ 
istrative  work  of  certain  professionals  at 
a  rate  of  3.6%  of  modified  total  direct 
costs.  (Section  G.2  of  the  Circular  (see 
13-Sl)  defines  modified  total  direct 
costs.)  Expenses  covered  by  the  allow¬ 
ance  are  to  be  excluded  from  the  depart¬ 
mental  administration  indirect  cost  pool. 
No  documentation  is  required  to  support 
this  allowance.  This  section  is  sufficiently 
vague  as  to  invite  misinterpretations 
which  may  result  in  significant  excess 
cost  allocations  to  the  government.  Ac¬ 
cordingly,  carefully  review  forward  pric¬ 
ing  and  incurred  cost  submissions  to 
determine  whether  the  allowance,  if 
claimed,  is  questionable.  Question  the 
allowance  if  it  results  in  unjustified  or 
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inequitable  cost  allocations  (e.g.,  if  it  is 
proposed  or  claimed  for  departments  not 
incurring  expenses  covered  by  the  allow¬ 
ance  or  which  charge  such  expenses  as  a 
direct  cost). 

c.  Exclude  expenses  treated  as  depart¬ 
mental  administration  expenses  when 
similar  expenses  are  charged  as  direct 
costs  to  organized  research  and  to  in¬ 
struction.  Most  department  heads,  divi¬ 
sional  heads,  and  deans,  may  spend  some 
portion  of  their  time  teaching.  When,  for 
example,  a  department  head  devotes  one- 
fifth  of  the  time  to  teaching  and  the 
remainder  to  departmental  administra¬ 
tion,  his  or  her  salary  should  be  distribut¬ 
ed  accordingly.  The  20%  charged  to  in¬ 
struction  should  be  included  in  the  in¬ 
struction  direct  salary  base.  The  remain¬ 
ing  80%  should  be  charged  to  the  depart¬ 
mental  administration  expense  pool  and 
ultimately  allocated  to  both  organized 
research  and  instruction. 

d.  0MB  Circular  A-21  Section  F.4.b. 
provides  that  these  expenses  should  be 
distributed  through  bases  applied  to  cost 
groupings  in  accordance  with  0MB  Cir¬ 
cular  A-21  Section  E.2.  In  many  cases  the 
total  cost  of  direct  salaries  and  wages  of 
organized  research  and  instruction  will 
be  an  appropriate  base  for  the  allocation 
of  departmental  administration  expenses 
to  organized  research.  Because  organized 
research  may  not  be  conducted  in  all 
departments  and  schools  within  an  edu¬ 
cational  institution,  it  would  be  inequita¬ 
ble  to  allocate  departmental  administra¬ 
tion  expenses  on  the  basis  of  a  composite 
rate.  In  such  cases,  the  expenses  of  offices 
of  the  deans  of  the  schools  should  first  be 
allocated  to  the  departmental  administra¬ 
tion  offices  within  the  school.  Then  the 
expenses  of  each  departmental  adminis¬ 
tration  office  can  be  allocated  to  orga¬ 
nized  research  and  instruction.  Adoption 
of  this  procedure  will  result  in  an  equita¬ 
ble  allocation  of  the  expenses  of  offices  of 
deans  and  departmental  administration 
expenses  to  organized  research. 


13-512.6  Depreciation  and  Use 
Allowances 

a.  Depreciation  or  use  allowances  (see 
OMB  Circular  A-21  Section  F.l.)  com¬ 
pensate  an  educational  institution  for  the 
loss  of  useful  value  of  buildings,  capital 
improvements,  and  equipment  resulting 
from  their  use  in  the  performance  of 
sponsored  agreements.  It  should  be  re¬ 
membered  that  a  combination  of  the  two 
methods  may  not  be  used  in  connection 
with  a  single  class  of  fixed  assets. 

b.  The  following  procedures  should  be 
used  in  the  review  of  depreciation  and 
use  allowances: 

(1)  Ascertain  that  the  institution’s  pro¬ 
posal  does  not  include  the  cost  of  land 
and  that  the  cos:  of  buildings  and  equip¬ 
ment  purchased  or  donated  by  the  gov¬ 
ernment  have  been  excluded. 

(2)  Review  the  institution’s  records 
and  determine  that  the  value  placed  on 
buildings  and  equipment  represents  actu¬ 
al  or  reasonable  estimate  of  acquisition 
cost  and  not  replacement  cost. 

(3)  Ascertain  that  the  equipment  for 
which  depreciation  or  use  allowances  is 
proposed  is  being  used  on  sponsored 
agreements. 

(4)  When  depreciation  is  proposed,  the 
service  lives  placed  on  the  properties  by 
the  institution  must  be  reviewed.  If  need¬ 
ed,  assistance  from  the  cognizant  govern¬ 
ment  technical  personnel  should  be 
sought  (see  Appendix  D).  The  institu¬ 
tion’s  replacement  policy  may  be  an 
important  factor  in  establishing  proper 
service  lives. 

(5)  The  allocation  and  apportionment 
of  depreciation  or  use  allowances  for 
buildings  and  equipment  to  their  proper 
cost  objectives  should  ordinarily  be  on 
the  basis  of  space  utilization.  The  audit 
guidance  contained  in  13-512  3  is  helpful 
in  the  review  of  depreciation  and  use 
charges. 
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13-600  Section  6  —  Administrative  Procedures  for  Establishing  Indirect  Cost 
Rates  at  Educational  Institutions 


13-601  Introduction 

This  section  describes  the  various 
methods  by  which  government  agencies 
predetermine,  and/or  retroactively  settle, 
the  indirect  cost  rates  to  be  used  for 
costing  grants  and  contracts  with  an 
educational  institution,  along  with  the 
contract  audit  responsibilities  involved 
in  this  process. 

13-602  Indirect  Cost  Rates  for 
Sponsored  Agreements 

Unless  significant  inequities  would  re¬ 
sult,  a  single  uniform  rate  should  be  used 
to  distribute  to  individual  sponsored 
agreements  the  indirect  expenses  appor¬ 
tioned  to  organized  research.  0MB  Cir¬ 
cular  A-21  Section  G.l.b.  discusses  con¬ 
ditions  under  which  use  of  a  single  rate 
would  not  be  appropriate.  Dependent 
upon  the  conditions,  off-site  rates  or 
separate  rates  for  different  segments  of 
the  institution  may  be  appropriate. 

13-602.1  Rates  for  Educational  Service 
Agreements 

Educational  service  agreements  may  be 
performed  as  part  of  general  instructional 
activities.  If  these  agreements  require  the 
determination  of  actual  indirect  cost 
rates  (some  grants  contain  administrative 
ceilings  on  these  rates),  additional  analy¬ 
sis  would  be  required.  Not  all  the  ex¬ 
penses  associated  with  the  general  in¬ 
structional  activities  would  be  allocable 
to  particular  services  being  performed 
under  these  agreements  under  the  cost 
principles  of  0MB  Circular  A-2 1 ,  and  the 
policies  of  the  agencies  concerned.  Many 
instructional  expenses  may  be  related  to 
the  education  of  the  general  student  body 
and  may  be  unrelated  to  specialized 
educational  services  rendered  under  gov¬ 
ernment  agreements. 

13-603  Simplified  Procedure  for 
Small  Institutions 

Where  the  total  direct  cost  of  Federal 
work  does  not  exceed  $3  million  in  a 


fiscal  year,  OMI  Circular  A-21  Section 
H.  provides  a  simplified  method  for 
computing  indirect  cost  rates  which  the 
institutions  may  elect  to  use.  The  auditor 
should  encourage  the  use  of  this  method 
where  appropriate,  since  audit  'Cope 
could  be  reduced  and  resources  con¬ 
served.  However,  the  auditor  may  find, 
from  prior  experience  or  from  a  cursory 
review  of  the  institution’s  financial  re¬ 
ports  and  supporting  information,  that 
the  results  would  not  be  equitable,  or  that 
the  accounting  information  required  for 
use  of  the  abbreviated  procedure  is  not 
available.  If  so,  notify  the  institution  and 
recommend  to  the  government  adminis¬ 
trative  activity  that  the  institution  should 
be  required  to  use  the  regular  procedure. 

13-604  Predetermined  Fixed  Rates 
for  Indirect  Costs 

a.  0MB  Circular  A-21  Section  G.4. 
cites  the  authority  for  the  negotiation  of 
predetermined  fixed  indirect  cost  rates 
for  cost  reimbursement  type  contracts  for 
research  and  development.  A  further  pro¬ 
vision  of  FAR  42.705-3(b),  is  that  a 
predetermined  rate  should  be  used  only  if 
the  same  basis  is  used  on  all  government 
contracts  with  the  institution.  Depending 
upon  the  circumstance,  a  rate  may  be 
negotiated  at  the  beginning  of  a  fiscal 
year  for  application  in  ensuing  contracts 
performed  during  the  year,  or,  it  may  be 
established  during  the  pricing  negotia¬ 
tions  of  an  individual  contract. 

b.  DFARS  216.307(i),  242.705-3(b), 
and  252.216-7002  (Alternate)  were 
changed  in  October  1 994  to  allow  for  the 
use  of  multi-year  predetermined  indirect 
cost  rates  for  DoD  contracts  with  educa¬ 
tional  institutions.  The  multi->ear  rate 
can  be  used  for  a  period  of  two  to  four 
years.  The  pertinent  factors  that  the 
auditor  should  consider  when  providing 
advice  on  the  use  of  multi-year  rates 
include:  (1)  the  stability  of  the  indirect 
cost  rates  from  year  to  year,  (2)  the 
accuracy  of  the  estimating  system  to 
forecast  indirect  cost  rates  (compare  fore¬ 
casted  rates  to  actual  rates  for  the  last  3-5 
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years),  (3)  the  adequacy  of  the  internal 
control  systems — especially  the  universi¬ 
ty’s  internal  controls  for  identifying  and 
segregating  unallowable  costs  and  for 
ensuring  that  intermediate  and  final  cost 
allocations  are  equitable,  and  (4)  the 
amount  of  questioned  costs  reported  in 
the  last  2-3  annual  audits  of  the  universi¬ 
ty’s  incurred  cost  and  forward  pricing 
proposals. 

c.  The  auditor  will  review  an  institu¬ 
tion’s  proposals  for  predetermined  rates 
when  requested  to  do  so  by  the  cognizant 
administrative  agency.  The  same  atten¬ 
tion  should  be  given  to  the  equity  and 
propriety  of  the  methods  for  allocating 
and  applying  indirect  costs  used  in  these 
proposals  as  for  the  review  of  historical 
indirect  costs  discussed  earlier  in  this 
chapter. 

I  d.  Where  predetermined  indirect  cost 
rates  are  negotiated,  the  auditor  will 
apply  the  rates  in  subsequent  audit  deter¬ 
minations  where  indirect  costs  of  the 
same  period  are  includable.  However,  if 
the  auditor  finds  that  the  predetermined 
rates  are  not  applied  consistently  to  all 
the  contracts  affected,  for  example,  as  to 
uniform  treatment  of  the  institution’s 
direct  and  indirect  cost  classifications, 
inform  the  interested  contracting  officers 
promptly  and  recommend  appropriate 
changes. 

13-605  Ne'^otiated  Fixed  Rates  with 
Carry  Forward  of  Under-  or  Over- 
Recovery 

a.  As  explained  in  0MB  Circular  A-21 
iection  G.5.,  when  fixed  rates  are  negoti¬ 
ated  in  advance  for  a  certain  time  period, 
the  over  (or  under)  recovery  may  be 
included  as  an  adjustment  to  the  indirect 
cost  for  the  next  rate  period.  When  the 
rate  is  negotiated  before  the  carry-for¬ 
ward  adjustment  is  determined  due  to 
delay  in  audit,  the  carry-forward  may  be 
applied  to  the  next  rate  negotiation. 

b.  Unrecovered  amounts  under  lump¬ 
sum  agreements  or  cost-sharing  provi¬ 


sions  of  prior  years  shall  not  be  carried 
forward  for  consideration  in  the  new  rate 
negotiation. 

c.  The  carry-forward  procedure  does 
not  apply  to  cost-type  research  agree¬ 
ments  covering  work  performed  in  whol¬ 
ly  or  partially  government-owned  facili¬ 
ties. 

13-606  Indirect  Rates  for  Training 
and  Other  Non-Research  Agreements 

a.  Increasingly,  educational  institutions 
are  being  awarded  contracts  and  grants 
for  conducting  training  and  other  pro¬ 
grams  not  of  a  research  and  development 
nature.  The  types  of  services  rendered 
under  these  agreements  may  vary  greatly. 
Some  of  these  programs  may  utilize  the 
institution’s  instructional  and  other  relat¬ 
ed  facilities,  while  others  may  be  com¬ 
pletely  separate  from  all  campus  activi¬ 
ties  and  facilities.  These  differences  may 
necessitate  a  careful  consideration  of  the 
institution’s  activities  and  related  indi¬ 
rect  costing  structure.  In  rate  determina¬ 
tions,  the  auditor  should  maintain  a 
balance  between  the  undesirable  effects 
of  inequitable  distributions  of  particular 
indirect  cost  items  on  the  one  hand,  and 
fragmentation  or  proliferation  of  indirect 
cost  rates  on  the  other.  The  auditor  must 
evaluate  the  circumstances  at  each  insti¬ 
tution  in  terms  of  the  relationship  of  cost 
benefits  for  the  programs  involved  and 
the  materiality  of  the  items. 

b.  In  some  cases,  indirect  cost  rates 
developed  primarily  for  research  and 
development  agreements  have  been  in¬ 
corporated  as  provisional  rates  in  con¬ 
tracts  for  training  or  other  programs.  If 
the  auditor  believes  the  provisional  rates 
are  inappropriate  and  are  contributing  to 
a  significant  inequity  in  accordance  with 
the  preceding  paragraph,  the  auditor 
should  notify  the  contracting  officer  set¬ 
ting  forth  the  reasons  and  recommended 
rates. 
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13-700  Section  7  —  Audit  Reports  on  Educational  Institutions 


13-701  Introduction 

This  section  discusses  special  proce¬ 
dures  for  preparing  reports  relating  to  the 
audits  of  contracts  and  financial  assis¬ 
tance,  and  supplements  the  guidance  in 
Chapter  10.  Where  non-DoD  contracts 
are  involved,  the  applicable  provisions  of 
15-100  should  be  followed. 

13-702  Reporting  Under  Financial 
Assistance 

13-702.1  Reporting  in  General 

a.  Reports  on  financial  assistance  will 
be  issued  only  on  request  or  in  accor¬ 
dance  with  other  agency  agreements  (see 
1-300).  When  a  request  for  audit  is 
received,  it  should  be  acknowledged 
promptly  with  a  statement  of  the  approx¬ 
imate  date  the  audit  report  will  be  sub¬ 
mitted.  If  any  uncertainty  exists  as  to  the 
grantor’s  time  requirements,  the  matter 
should  be  clarified  with  the  requesting 
office.  Clarification  should  be  confirmed 
in  writing. 

b.  The  format  which  is  outlined  below 
for  preparing  DHHS  reports  should  be 
adapted  to  other  agency  reports  when 
requests  for  them  have  been  received  and 
special  reporting  instructions  have  not 
been  provided  by  the  grantor.  Additional 
special  procedures  applicable  to  reports 
of  audits  performed  for  the  Agency  for 
International  Development  (AID)  are 
contained  in  paragraph  13-704.  Depar¬ 
ture  from  the  outline  presented  below  as 
well  as  additional  requirements  as  set 
forth  in  Circular  A-133  are  presented  in 
paragraph  13-702.2. 

c.  An  exhibit  substantially  in  the  for¬ 
mat  shown  in  Figure  13-7-1  for  DHHS 
grants  and  discussed  in  1 3-703  should  be 
prepared  for  non-DHHS  audit  reports; 
however,  one  exhibit  will  be  prepared  for 
each  grant  audited  rather  than  the  single 
exhibit  summarizing  all  grants  as  re¬ 
quired  by  the  DHHS  instructions.  If  the 
number  of  grants  is  so  large  that  prepar¬ 
ing  individual  exhibits  becomes  an  ad¬ 
ministrative  burden,  the  auditor  should 
contact  the  agency  representative  and 
arrange  for  the  exhibit  data  to  be  submit¬ 


ted  in  consolidated  form.  Any  deficien¬ 
cies  disclosed  by  the  audit  will  be  report¬ 
ed  as  (1)  system  deficiencies,  (2)  isolated 
errors  or  deficiencies,  or  (3)  deficiencies 
which  indicate  inaccurate  or  unreliable 
records. 

d.  The  audit  report  should  comment  on 
all  instances  where  actual  expenditures 
by  grantees  of  non-Federal  funds  for 
performance  of  any  grant  are  less  than 
the  cost  contribution  specified  in  the 
grant.  In  such  cases  the  amounts  involved 
and  other  pertinent  data  should  be  fur¬ 
nished  together  with  any  explanation  by 
the  grantee,  and  comments  on  the  validi¬ 
ty  of  such  explanations. 

13-702.2  Reporting  Requirements  Under 
Circular  A-133 

a.  Circular  A-133  includes  audit  and 
reporting  requirements  both  within  and 
outside  DCAA’s  normal  mission.  Only 
those  requirements  within  DCAA’s  mis¬ 
sion  (see  CAM  Chapter  1)  should  be 
covered  by  DCAA. 

b.  For  an  institution  to  comply  with  the 
audit  report  requirements  set  forth  in 
paragraph  15  of  Circular  A-133,  the  uni¬ 
versity  must  have  reports  issued  on  the 
following  three  parts:  (1)  the  financial 
statements  of  the  institution;  (2)  the 
independent  auditor’s  understanding  of 
the  internal  control  structure  and  the 
assessment  of  control  risk;  and  (3)  a 
report  on  compliance  with  applicable 
laws  and  regulations.  These  three  parts 
may  be  bound  into  a  single  document,  or 
presented  as  separate  documents. 
DCAA’s  audit  reports  on  incurred  costs 
will  partially  fulfill  the  requirements  of  2 
and  3  above. 

13-703  Reporting  Under  DHHS 
Programs 

13-703.1  General  Content  and  Format 

a.  The  following  comments  pertain  to 
audit  reports  for  DHHS;  however,  the 
same  format  should  be  adapted  to  other 
agency  audit  reports  when  requests  for 
them  are  received  and  other  reporting 
instructions  are  not  provided  by  the 
grantor.  Figure  13-7-1  is  a  pro  forma 
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Exhibit  A  presentation  of  grant  audit 
findings. 

b.  The  report  will  be  prepared  in  accor¬ 
dance  with  Chapter  10.  The  audit  report 
will  contain  a  narrative  section  consisting 
of  paragraphs  covering  the  purpose  and 
scope  of  the  audit,  comments  relating  to 
grant  activities,  and  appropriate  conclud¬ 
ing  remarks.  A  statement  should  be  in¬ 
cluded  on  the  propriety  and  adequacy  of 
the  grantee’s  policies  and  procedures  for 
recording  and  reporting  costs  of  perform¬ 
ing  DHHS  research  and  training  grants 
and  the  effectiveness  of  the  grantee’s 
management  practices  affecting  the  rea¬ 
sonableness  of  these  costs. 

13-703.2  Special  Information  on  Letter  of 
Credit 

a.  The  majority  of  institutions  which 
have  DHHS  grants  are  financed  under  a 
letter  of  credit  system.  This  system  per¬ 
mits  the  grantee  to  draw  funds  from  the 
U.S.  Treasury  monthly  up  to  a  stipulated 
limit  for  all  grant  expenditures  incurred 
by  the  institution  during  the  month. 

b.  The  auditor  should  obtain  from  the 
grantee  for  inclusion  in  the  narrative 
section  of  the  audit  report  a  statement  in 
the  following  format  for  the  period  audit¬ 
ed: 


Total  DHHS  funds  carried  over 
from  prior  fiscal  year  SXXXXX 

Total  DHHS  funds  received  during 
the  current  fiscal  year  SXXXXX 

Funds  available  SXXXXX 

Less  costs  incurred  during  the  cur¬ 
rent  fiscal  year  SXXXXX 

Total  funds  available  at  end  of  the 
current  fiscal  year  SXXXXX 


c.  This  statement  is  for  use  by  DHHS 
in  determining  whether  excess  funds  are 
being  held  by  the  institution.  The  total 
amount  shown  for  funds  received  during 
the  fiscal  year  should  represent  only  the 
cash  actually  drawn  by  the  grantee  under 
the  letter  of  credit  system,  not  the  total  of 
grants  awarded  during  the  year.  Conse¬ 
quently,  the  total  funds  available  at  the 
end  of  the  current  fiscal  year  should 
represent  the  excess  of  the  cumulative 
amounts  of  cash  drawn  over  the  corre- 
.sponding  costs  incurred.  The  total 
amount  shown  above  for  the  costs  in¬ 
curred  should  agree  with  the  total  of  the 
submitted  costs  (exclusive  of  the  grant¬ 


ee’s  contribution)  as  shown  in  Exhibit  A, 
illustrated  in  Figure  13-7-1.  The  amount 
shown  should  also  be  cross  referenced  to 
Exhibit  A,  when  costs  are  questioned. 

d.  The  auditor  should  make  selective 
tests  sufficient  to  satisfy  himself  or  her¬ 
self  as  to  the  reliability  of  the  figures 
shown  with  respect  to  DHHS  funds  car¬ 
ried  over  from  the  prior  fiscal  year  and 
received  during  the  current  fiscal  year.  If 
this  cannot  be  done  with  a  minimum  of 
audit  effort,  the  audit  report  should  con¬ 
tain  an  appropriate  comment  that  the 
statement  was  prepared  from  informa¬ 
tion  supplied  by  the  grantee  and  was  not 
verified  by  audit, 

13-703.3  Reporting  on  an  Unreliable 
Expense  Statement 

When  deficiencies  are  numerous  and 
significant  and  the  auditor  is  unable  to 
rely  on  the  accuracy  of  the  statement  of 
expenses  provided  by  the  grantee  as  the 
basis  for  Exhibit  A,  the  audit  report  will 
be  issued  as  follows: 

a.  Deficiencies  will  be  clearly  presented 
together  with  specific  recommendations 
on  the  action  required  by  the  grantee  to 
correct  the  deficient  conditions. 

b.  DHHS  personnel  will  be  requested 
to  refer  the  deficiencies  to  the  grantee  for 
corrective  action  and  to  obtain,  if  appli¬ 
cable,  a  corrected  statement  of  expenses 
for  each  grant. 

c.  The  Exhibit  A,  illustrated  in  Figure 
13-7-1,  will  not  be  included. 

13-703.4  Report  Exhibit  A 

a.  An  Exhibit  A  should  be  included  in 
the  report  substantially  in  the  format 
illustrated  in  Figure  13-%1.  The  amounts 
shown  in  the  Costs  Submitted  column 
should  be  obtained  from  the  grantee,  and 
should  represent  the  total  for  all  grants. 
See  13-702  for  non-DHHS  grants.  Costs 
questioned  as  disclosed  by  the  audit  will 
be  explained  in  footnotes,  and  identified 
to  grants  or  categories  of  grants,  when 
feasible. 

b.  Any  unacceptable  direct  costs  dis¬ 
closed  in  the  audit  will  be  identified  to 
the  grant  to  which  applicable.  In  addi¬ 
tion,  the  audit  report  will,  if  possible, 
contain  the  projection  of  unacceptable 
costs,  or  will  present  the  total  amount  of 
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unacceptable  costs  for  each  grant,  as 
described  in  13-405. 

c.  A  statement  concerning  indirect  cost 
rates  for  the  period  covered  by  the  report 
will  be  included,  cross  referenced  to  any 
applicable  costs  questioned.  For  research 
grants,  the  overhead  rate  should  be  the 
rate  as  developed  from  the  overhead  rate 
audit  on  DoD  research  contracts  for  the 
fiscal  year(s)  involved  or  the  negotiated 
rates  or  finally  determined  rates,  if  avail¬ 
able. 

13-703.5  Exhibit  on  Grants  in  Effect 
During  the  Fiscal  Year 

The  auditor  should  obtain  from  the 
grantee  and  include  in  the  audit  report  an 
exhibit,  designated  Exhibit  B,  listing 
grants  in  effect  during  and  at  the  close  of 
the  fiscal  year  covered  by  the  audit 
report,  and  showing  for  each  division  and 
subdivision  of  DHHS,  the  grant  number 
and  dollar  amount  of  expenditures  for 
each  grant  during  the  fiscal  year. 

13-703.6  Report  Frequency  and 
Distribution 

a.  The  report,  setting  forth  the  results 
of  the  audit  of  the  grantee’s  policies, 
procedures,  and  management  practices, 
will  be  submitted  in  an  original  and  14 
copies  to  the  ap-  ropriate  DHHS  audit 
office  as  determined  from  the  listing  in 
Chapter  10-507c  and  Supplement  15- 
1S3.  Indirect  cost  reports  will  continue  to 
be  submitted  in  accordance  with  instruc¬ 
tions  in  10-500. 

b.  A  separate  audit  report  will  be 
submitted  promptly  to  the  DHHS  region¬ 
al  audit  office  when  it  is  determined  that 
controls  are  inadequate,  or  when  there 
are  any  other  unusual  circumstances 
which  will  have  an  immediate  and  signif¬ 
icant  impact  on  costs  incurred  under 
DHHS  grants  and  contracts. 

c.  Departures  from  procedures  de¬ 
scribed  above  may  be  arranged  between 
the  DCAA  regional  director  and  regional 
auditor  to  meet  the  special  needs  of  the 
local  situations. 

13-704  Reporting  Under  AID 
Programs 

a.  A  report  will  be  issued  annually  on 
each  AID  contractor  to  cover  all  AID 


contracts  in  effect  during  the  contractor’s 
fiscal  year.  Annual  audit  reports  should 
cover  indirect  costs  for  the  audit  period 
and  should  be  considered  as  interim 
reports.  AID  has  requested  that  the  audit 
of  direct  costs  be  included  in  the  final 
audit  report  for  each  contract. 

b.  The  contract  cost  summary,  required 
by  the  terms  of  the  contract  to  be  pre¬ 
pared  by  the  contractor,  should  be  in¬ 
cluded  in  the  audit  report.  The  contracts 
require  these  summaries  to  show: 

(1)  The  major  cost  categories  as  listed 
in  the  contract  budget  and  the  funds 
budgeted  for  each  category. 

(2)  Cumulative  contract  costs  billed  by 
major  cost  categories  to  the  beginning  of 
the  audit  period  or  adjusted  for  recom¬ 
mended  audit  disapprovals  or  suspen¬ 
sions  as  accepted  by  AID. 

(3)  Cumulative  contract  costs  billed  by 
major  cost  categories  during  the  audit 
period  (corresponding  to  invoiced  in¬ 
curred  costs). 

c.  Any  recommended  audit  adjust¬ 
ments  or  co.sts  questioned  for  the  audit 
period  will  be  reported  by  major  cost 
categories.  The  explanatory  notes  for 
these  items  should  be  sufficiently  de¬ 
tailed  to  enable  AID  to  fully  inform  the 
contractor  of  the  basis  for  the  cost  adjust¬ 
ments  or  disapprovals.  In  this  regard,  the 
audit  report  should  contain  a  request  that 
the  auditor  be  notified  of  the  contracting 
officer’s  determination  relative  to  costs 
questioned. 

d.  Comments  also  should  be  included 
regarding  any  major  cost  categories  in 
which  the  actual  costs  incurred  exceed 
the  budgetary  limitations  by  more  than 
the  permissible  variation  (usually  1 5  per¬ 
cent  of  the  amount  budgeted)  provided 
for  by  the  contract. 

e.  In  the  event  advances  have  been 
made  under  AID  contracts,  the  audit 
report  should  contain  comments  on  the 
reasonableness  of  the  amounts  consider¬ 
ing  the  periodic  needs  of  the  contractor 
to  finance  performance  of  the  contracts. 

f.  The  audit  report  should  include  a 
statement  of  the  extent  of  contractor’s 
compliance  with  the  nonfinancial  re¬ 
quirements  of  the  AID  university  con¬ 
tracts.  These  usually  relate  to  the  contrac¬ 
tor’s  procurement  of  equipment,  the  use 
of  U.S.  flag  carriers  (ships  and  aircraft) 
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and  personnel  travel  by  economy  class 
and  by  the  most  direct  routing. 

g.  DCAA  comments  on  contractor  ac¬ 
tion  to  implement  recommendations  con¬ 
tained  in  AAG  audit  reports  should  be 
included  together  with  any  assist  audit 
information  requested. 

h.  During  the  course  of  the  annual 
audit,  the  auditor  should  ascertain  those 
AID  contracts  for  which  a  final  voucher 
was  submitted  during  the  audit  period.  In 
addition  to  the  reporting  requirements 
stated  above,  the  auditor  will  issue  a  final 
audit  report  for  each  such  completed 
contract  conforming  generally  to  the  for¬ 
mat  and  content  prescribed  for  contract 


audit  closing  statements  in  10-900  but 
modified  to  include  the  contract  cost 
summary  and,  to  the  extent  appropriate, 
the  other  data  discussed  in  the  above 
paragraphs.  All  periods  for  which  final 
indirect  cost  rates  have  not  been  deter¬ 
mined  or  negotiated  by  AID  will  be 
stated  in  the  report,  and  the  report  will  be 
qualified  accordingly. 

i.  Audit  reports  issued  on  AID  con¬ 
tracts  should  be  submitted  in  an  original 
and  two  copies  addressed  to  Office  of 
Regional  Inspector  Gener¬ 

al/Audit/Washington,  Room  514  RPE, 
Agency  for  International  Development, 
Washington,  DC  20523. 
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13-800  Section  8  —  0MB  Circular  A-122  Cost  Principles  for  Audits  of 
Nonprofit  Organizations 


13-801  Introduction 

a.  This  subsection  introduces  Office  of 
Management  and  Budget  (0MB)  Circular 
A-122  “Cost  Principles  for  Nonprofit 
Organizations.”  For  guidance  on  contract 
audits  at  educational  institutions  sec  1 3- 
100  through  13-700. 

b.  The  cost  principles  described  in  this 
chapter  and  contained  in  0MB  Circular 
A-122  should  be  used  in  conjunction  with 
the  guidance  contained  in  other  sections 
of  this  manual  for  reviewing  specific 
areas  of  cost  at  applicable  nonprofit 
organizations.  A  current  copy  of  0MB 
Circular  A-122  should  be  available  at 
each  field  audit  office  (FAO).  FAOs 
which  do  not  have  a  current  and  com¬ 
plete  copy  should  contact  the  regional 

‘■fice. 

13-802  Applicability 

a.  0MB  Circular  A-122  establishes 
principles  to  be  used  by  ail  Federal 
agencies  for  determining  costs  of  grants, 
contracts  and  other  agreements  with  non¬ 
profit  organizations  as  defined  by  the 
Circular  (sec  13-803).  The  principles  do 
not  apply  to  awards  i  nder  which  an 
organization  is  not  requii  ^d  to  account  to 
the  government  for  actual  costs  incurred. 
Prevision  for  profit  or  other  increment 
above  cost  is  outside  the  scope  of  the 
Circular. 

b.  Cost  reimbursable  subawards  (i.e., 
subgrants,  subcontracts,  etc.)  arc  subject 
to  the  Federal  cost  principles  applicable 
to  the  organization  to  which  they  were 
awarded.  Thus,  for  subawards  to  non¬ 
profit  organizations,  0MB  Circular  A- 
122  applies;  for  subawards  to  commercial 
organizati.'ns,  the  cost  piinciples  applica¬ 
ble  to  '  jmmercial  concerns  apply;  for 
subawards  to  colleges  or  universities, 
OMB  Circular  A-21  applies;  and  for 
subawards  to  S‘ate,  local  or  federally 
recognized  Indian  tiiba!  goverments, 
OMB  Circular  A-87  applies. 

c.  DF,’  R't  23 1.7  makes  certain  itatuto- 
lily  prohibited  costs  nnallowabL  for  con¬ 
tracts  with  nonprofu  organizations.  The 


revision  applies  to  DoD  contracts  en¬ 
tered  into  after  15  November  1990.  OMB 
will  revise  Circular  A-122  to  incorporate 
DFARS  231.7. 

13-803  Nonprofit  Organizations 

a.  Circular  A-122  defines  nonprofit 
organizations  as  any  corporation,  trust, 
association,  cooperative,  or  other  organi¬ 
zation  which  (1)  is  operated  primarily  for 
scientific,  educational,  service,  charita¬ 
ble,  or  similar  purposes  in  the  public 
interest;  (2)  is  not  organized  primarily  for 
profit;  and  (3)  uses  its  net  proceeds  to 
maintain,  improve,  and/or  expand  its 
operations.  Excluded  from  this  definition 
are  ( I )  colleges  and  universities;  (2)  hos¬ 
pitals;  (3)  state,  local  and  federally  recog¬ 
nized  Indian  tribal  governments;  and  (4) 
other  nonprofit  organizations  which  be¬ 
cause  of  their  size  and  nature  of  their 
operations  are  considered  similar  to  com¬ 
mercial  concerns. 

b.  Nonprofit  organizations  with  the 
characteristics  described  in  (4)  above  are 
subject  to  Federal  cost  principles  applica¬ 
ble  to  commercial  concerns.  A  listing  of 
these  firms  is  contained  in  Attachment  C 
of  the  Circular,  but  other  organizations 
not  listed  in  the  Circular  may  be  added 
from  time  to  time. 

13-804  Basic  Audit  Approach 

a.  The  same  basic  audit  approach  de-  I 
scribed  in  the  other  chapters  of  this 
manual  are  to  be  applied  to  nonprofit 
organizations.  Audit  problems  specific  to 
nonprofit  organizations  not  adequately 
covered  in  other  sections  of  this  manual 
may  be  referred  to  Headquarters,  DCAa 
(Attn;  PFD). 

b.  OMB  Circular  A-122,  Attachment 
A,  Section  A.2.e.,  requires  the  nonprofit 
organization  to  compute  allowable  costs 
in  accordance  with  Generally  Accepted 
Accounting  Principles  (GA.AP).  To  be 
compliant  with  GAAP,  a  nonprofit’s  in¬ 
curred  cost  submission  usually  has  to  be 
based  on  accrual  accounting.  GAAP  al 
lows  the  use  of  cash  basis  accounting  only 
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if  the  nonprofit  organization  demon-  the  accrual  basis.  It  is  the  responsibility 
strates  that  the  results  of  the  cash  basis  do  of  the  nonprofit  (not  the  auditor)  to  make 
not  differ  significantly  from  the  results  of  this  demonstration. 


DCAA  Contract  Audit  Manual 


January  1995 


1333 

13-Sl 


13-Sl  Supplement  —  Cost  Principles  for  Educational  Institutions 


[Reformatted  for  CAM  Publication] 

EXECUTIVE  OFFICE  OF  THE  PRESIDENT 
OFFICE  OF  MANAGEMENT  AND  BUDGET 
[Seal]  WASHINGTON,  D.C.  20503 

CIRCULAR  NO.  A-21 
FEB  26  1979  Revised 

TO  THE  HEADS  OF  EXECUTIVE  DEPARTMENTS  AND  ESTABLISHMENTS 
SUBJECT:  Cost  principles  for  educational  institutions 

1.  Purpose.  This  Circular  establishes  principles  for  determining  costs  applicable 
to  grants,  contracts,  and  other  agreements  with  educational  institutions.  The 
principles  deal  with  the  subject  of  cost  determination,  and  make  no  attempt  to 
identify  the  circumstances  or  dictate  the  extent  of  agency  and  institutional  participa¬ 
tion  in  the  financing  of  a  particular  project.  The  principles  are  designed  to  provide 
that  the  Federal  Government  bear  its  fair  share  of  total  costs,  determined  in 
accordance  with  generally  accepted  accounting  principles,  except  where  restricted  or 
prohibited  by  law.  Agencies  are  not  expected  to  place  additional  restrictions  on 
individual  items  of  cost.  Provision  for  profit  or  other  increment  ac  ve  cost  is  outside 
the  scope  of  this  Circular. 

2.  Supersession.  The  Circular  supersedes  Federal  Management  Circular  73-8, 
dated  December  19,  1973.  FMC  73-8  is  revised  and  reissued  under  its  original 
designation  of  0MB  Circular  No.  A-21. 

3.  Applicability. 

a.  All  FedefaTagencies  that  sponsor  research  and  development,  training,  and 
other  work  at  educational  institutions  shall  apply  the  provisions  of  this 
Circular  in  determining  the  costs  incurred  for  such  work.  The  principles 
shall  also  be  used  as  a  guide  in  the  pricing  of  fixed  price  or  lump  sum 
agreements. 

b.  In  addition.  Federally  Funded  Research  and  Development  Centers  associ¬ 
ated  with  educational  institutions  shall  be  required  to  comply  with  the  Cost 
Accounting  Standards,  rules  and  regulations  issued  by  the  Cost  Accounting 
Standards  Board,  and  set  forth  in  4  CFR.  Ch.  Ill;  provided  that  they  are 
subject  thereto  under  defense  related  contracts. 

4.  Responsibilities.  The  successful  application  of  cost  accounting  principles 
requires  development  of  nutual  understanding  oetween  representatives  of  education¬ 
al  institutions  and  of  the  Federal  Government  as  to  their  scope,  implementation,  and 
interpretation. 

5.  Attachment.  The  principles  and  related  policy  guides  are  set  forth  in  the 
Attachment,  ‘‘Principles  for  determining  costs  applicable  to  grants,  contracts,  and 
other  agreements  with  educational  institutions.” 

6.  Effective  date.  The  provisions  of  this  Circular  shall  be  effective  October  1, 
1979.  Th"e  provisions  shall  be  implemented  by  institutions  as  of  the  start  of  their  first 
fiscal  year  beginning  after  that  date.  Earlier  implementation,  or  a  delay  in  implemen¬ 
tation  of  individual  provisions,  is  permitted  by  mutual  agreement  between  an 
institution  and  the  cognizant  Federal  agency. 
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7.  Inquiries.  Further  information  concerning  this  Circular  may  be  obtained  by 
contacting  the  Financial  Management  Branch,  Budget  Review  Division,  Office  of 
Management  and  Budget,  Washington,  D.C.  20503,  telephone  (202)  395-6823. 

[Signed] 

Director 

Attachment 

Notes: 

1.  Five  revisions  to  Circular  No.  A-21  have  been  made  subsequent  to  26  February 

1979.  This  edition  of  0MB  Circular  A-21  reflects  revisions  made  through 
transmittal  m'  idum  number  4,  dated  1  October  1991. 

2.  Transmittal  m,  mdum  number  5  to  0MB  Circular  A-21  dated  15  July  1993 

has  not  yet  been  interwoven  into  0MB  Circular  A-21.  It  has  been  included  at  the 
end  of  this  CAM  section  (13-Sl)  for  your  use  in  reviewing  indirect  cost  rates  for 
fiscal  years  beginning  on  or  after  1  January  1994. 
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Principles  for  Determining  Costs  Applicable  to  Grants,  Contracts,  and  Other 
Agreements  With  Educational  Institutions 


A.  Purpose  and  scope. 

1.  Objectives.  This  Attachment  pro¬ 
vides  "principle  for  determining  the  costs 
applicable  to  research  and  development, 
training,  and  other  sponsored  work  per¬ 
formed  by  colleges  and  universities  under 
grants,  contracts,  and  other  agreements 
with  the  Federal  Government.  These 
agreements  are  referred  to  as  sponsored 
agreements. 

2.  Policy  guides.  The  successful  appli- 
cation  ot  these  cost  accounting  principles 
requires  development  of  mutual  under¬ 
standing  between  representatives  of  uni¬ 
versities  and  of  the  Federal  Government 
as  to  their  scope,  implementation,  and 
interpretation.  It  is  recognized  that- 

a.  The  arrangements  for  Federal  agency 
and  institutional  participation  in  the  fi¬ 
nancing  of  a  research,  training,  or  other 
project  are  properly  subject  to  negotia¬ 
tion  between  the  agency  and  the  institu¬ 
tion  concerned,  in  accordance  with  such 
Government-wide  criteria  or  legal  re¬ 
quirements  as  may  be  applicable. 

b.  Each  institution,  possessing  its  own 
unique  combination  of  staff  facilities, 
and  experience,  should  be  encouraged  to 
conduct  research  and  educational  activi¬ 
ties  in  a  manner  consonant  with  its  own 
academic  philosophies  and  institutional 
objectives. 

c.  The  dual  role  of  students  engaged  in 
research  and  the  resulting  benefits  to 
sponsored  agreements  are  fundamental 
to  the  research  effort  and  shall  be  recog¬ 
nized  in  the  application  of  these  princi¬ 
ples. 

d.  Each  institution,  in  the  fulfillment  of 
its  obligations,  should  employ  sound 
management  practices. 

e.  The  application  of  these  cost  ac¬ 
counting  principles  should  require  no 
significant  changes  in  the  generally  ac¬ 
cepted  accounting  practices  of  colleges 
and  universities.  However,  the  account¬ 
ing  practices  of  individual  colleges  and 
universities  must  support  the  accumula¬ 
tion  of  costs  as  required  by  the  principles, 
and  must  provide  for  adequate  documen¬ 


tation  to  support  costs  charged  to  spon¬ 
sored  agreements. 

f  Cognizant  Federal  agencies  involved 
in  negotiating  indirect  cost  rates  and 
auditing  should  assure  that  institutions 
are  generally  applying  these  cost  account¬ 
ing  principles  on  a  consistent  basis. 
Where  wide  variations  exist  in  the  treat¬ 
ment  of  a  given  cost  item  among  institu¬ 
tions,  the  reasonableness  and  equita¬ 
bleness  of  such  treatments  should  be  fully 
considered  during  the  rate  negotiations 
and  audit. 

3.  Application.  These  principles  shall 
be  used  m  determining  the  allowable 
costs  of  work  performed  by  colleges  and 
universities  under  sponsored  agreements. 
The  principles  shall  also  be  used  in 
determining  the  costs  of  work  performed 
by  such  institutions  under  subgrants, 
cost-reimbursement  subcontracts,  and 
other  awards  made  to  them  under  spon¬ 
sored  agreements.  They  also  shall  be  used 
as  a  guide  in  the  pricing  of  fixed-price 
contracts  and  subcontracts  where  costs 
are  used  in  determining  the  appropriate 
price.  The  principles  do  not  apply  to: 

a.  Arrangements  under  which  Federal 
financing  is  in  the  form  of  loans,  scholar¬ 
ships,  fellowships,  traineeships,  or  other 
fixed  amounts  based  on  such  items  as 
education  allowance  or  published  tuition 
rates  and  fees  of  an  institution. 

b.  Capitation  awards. 

c.  Other  awards  under  which  the  insti¬ 
tution  is  not  required  to  account  to  the 
Government  for  actual  costs  incurred. 

B.  Definition  of  Terms. 

1.  Major  functions  of  an  institution 
refers  to  instruction,  organized  research, 
other  sponsored  activities,  and  other  in¬ 
stitutional  activities  as  defined  below: 

a.  Instruction  means  the  teaching  and 
training  activities  of  an  institution.  Ex¬ 
cept  for  research  training  as  provided  in 
c.  below,  this  term  includes  all  teaching 
and  training  activities,  whether  they  are 
offered  for  credits  toward  a  degree  or 
certificate  or  on  a  non-credit  basis,  and 
whether  they  are  offered  throi  "jh  regular 
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academic  departments  or  separate  divi¬ 
sions,  such  as  a  summer  school  division 
or  an  extension  division.  Also  considered 
part  of  this  major  function  are  depart¬ 
mental  research,  and,  where  agreed  to, 
university  research. 

(1)  Sponsored  instruction  and  training 
means  specitic  instructionai  or  training 
activity  established  by  grant,  contract,  or 
cooperative  agreement.  For  purposes  of 
the  cost  principles,  this  activity  may  be 
considered  a  major  function  even  though 
an  institution's  accounting  treatment 
may  include  it  in  the  instruction  func¬ 
tion. 

(2)  Departmental  research  means  re- 
search  development  and  scnolarly  activi¬ 
ties  that  are  not  organized  research  and, 
consequently,  are  not  separately  budget¬ 
ed  and  accounted  for.  Departmental  re¬ 
search,  for  purposes  of  this  document,  is 
not  considered  as  a  major  function,  but 
as  a  part  of  the  instruction  function  of  the 
institution. 

b.  Organized  research  means  all  re- 
search  and  developmenT  activities  of  an 
institution  that  are  separately  budgeted 
and  accounted  for.  It  includes: 

(1)  Sponsored  research  means  all  re- 
search  and  development  activities  that 
are  sponsored  by  Federal  and  non-Feder- 
al  agencies  and  organizations.  This  term 
includes  activities  involving  the  training 
of  individuals  in  research  techniques 
(commonly  called  research  training) 
where  such  activities  utilize  the  same 
facilities  as  other  research  and  develop¬ 
ment  activities  and  where  such  activities 
are  not  included  in  the  instruction  func¬ 
tion. 

(2)  University  research  means  all  re- 
search  and  development  activities  that 
are  separately  budgeted  by  the  institution 
under  an  inte.Tial  application  of  institu¬ 
tional  funds.  University  research,  for 
purposes  of  this  document,  may  be  con¬ 
sidered  a  part  of  the  instruction  function, 
or  may  be  combined  with  sponsored 
research  under  the  function  of  organized 
research,  or  may  be  treated  as  a  separate 
major  function,  as  agreed  to  with  the 
cognizant  agency. 

c.  Other  sponsored  activities  means 
programs  and  projects  financed  by  Feder¬ 
al  and  non-Federal  agencies  and  organi¬ 
zations  which  involve  the  performance  of 


work  other  than  instruction  and  orga¬ 
nized  research.  Examples  of  such  pro¬ 
grams  and  projects  are  health  service 
projects,  and  community  service  pro¬ 
grams.  However,  when  any  of  these  activ¬ 
ities  are  undertaken  by  the  institution 
without  outside  support,  they  may  be 
classified  as  other  institutional  activities. 

d.  Other  institutional  activities  means 
all  activities  ot  an  institution  except:  (1) 
instruction,  departmental  research,  orga¬ 
nized  research,  and  other  sponsored  ac¬ 
tivities,  as  defined  above;  (2)  indirect 
cost  activities  identified  in  Section  F;  and 

(3)  specialized  service  facilities  described 
in  Section  J.44.  Other  institutional  activi¬ 
ties  include  operation  of  residence  halls, 
dining  halls,  hospitals  and  clinics,  stu¬ 
dent  unions,  intercollegiate  athletics, 
bookstores,  faculty  housing,  student 
apartments,  guest  houses,  chapels,  the¬ 
aters,  public  museums,  and  other  similar 
auxiliary  enterprises.  This  definition  also 
includes  any  other  categories  of  activi¬ 
ties,  costs  of  which  are  “unallowable”  to 
sponsored  agreements,  unless  otherwise 
indicated  in  the  agreements. 

2.  Sponsored  agreement,  for  purposes 
of  this  Circular,  means  any  grant,  con¬ 
tract,  or  other  agreement  between  the 
institution  and  the  Federal  Government. 

3.  Allocation  means  the  process  of 
assigning  a  cost,  or  a  gioup  of  costs,  to 
one  or  more  cost  objective,  in  reasonable 
and  realistic  proportion  to  the  benefit 
provided  or  other  equitable  relationship. 
A  cost  objective  may  be  a  major  function 
of  the  institution,  a  particular  service  or 
project,  a  sponsored  agreement,  or  an 
indirect  cost  activity,  as  described  in 
Section  F.  The  process  may  entail  assign¬ 
ing  a  cost(s)  directly  to  a  final  cost 
objective  or  through  one  or  more  inter¬ 
mediate  cost  objectives. 

C.  Basic  considerations. 

1.  Composition  of  total  costs.  The  cost 
of  a  sponsoied  agreement  is  comprised  of 
the  allowable  direct  costs  incident  to  its 
performance,  plus  the  allocable  portion 
of  the  allowable  indirect  costs  of  the 
institution,  less  applicable  credits  as  de¬ 
scribed  in  5  below. 

2.  Factors  affecting  allowability  of 
costs.  The  tests  ot  allowability  of  costs 
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under  these  principles  are;  (a)  they  must 
be  reasonable;  (b)  they  must  be  allocable 
to  sponsored  agreements  under  the  prin¬ 
ciples  and  methods  provided  herein;  (c) 
they  must  be  given  consistent  treatment 
through  application  of  those  generally 
accepted  accounting  principles  appropri¬ 
ate  to  the  circumstances;  and  (d)  they 
must  conform  to  any  limitations  or  exclu¬ 
sions  set  forth  in  these  principles  or  in  the 
sponsored  agreement  as  to  types  or 
amounts  of  cost  items. 

3.  Reasonable  costs.  A  cost  may  be 
considered  reasonable  if  the  nature  of  the 
goods  or  services  acquired  or  applied, 
and  the  amount  involved  therefor,  reflect 
the  action  that  a  prudent  person  would 
have  taken  under  the  circumstances  pre¬ 
vailing  at  the  time  the  decision  to  incur 
the  cost  was  made.  Major  considerations 
involved  in  the  determination  of  the 
reasonableness  of  a  cost  are;  (a)  whether 
or  not  the  cost  is  of  a  type  generally 
recognized  as  necessary  for  the  operation 
of  the  institution  or  the  performance  of 
the  sponsored  agreement;  (b)  the  re¬ 
straints  or  requirements  imposed  by  such 
f  factors  as  arm’s-length  bargaining,  Feder¬ 

al  and  State  laws  and  regulations,  and 
sponsored  agreement  terms  and  condi¬ 
tions;  (c)  whether  or  not  the  individuals 
concerned  acted  with  due  prudence  in  the 
circumstances,  considering  their  respon¬ 
sibilities  to  the  institution,  its  employees, 

;  its  students,  the  Government,  and  the 

public  at  large;  and  (d)  the  extent  to 
which  the  actions  taken  with  respect  to 
;  the  incurrence  of  the  cost  are  consistent 

with  established  institutional  policies  and 
I  practices  applicable  to  the  work  of  the 

institution  generally,  including  sponsored 
j  agreements. 

I  4.  Allocable  costs. 

a.  A  cost  IS  allocable  to  a  particular  cost 
j  objective  (i.e.,  a  specific  function, 

project,  sponsored  agreement,  depart¬ 

ment,  or  the  like)  if  the  goods  or  services 
involved  are  chargeable  or  assignable  to 
such  cost  objective  in  accordance  with 
relative  benefits  received  or  other  equita¬ 
ble  relationship.  Subject  to  the  foregoing, 
a  cost  io  allocable  to  a  sponsored  agree¬ 
ment  if  (1)  it  is  incurred  solely  to  advance 
the  work  under  the  sponsored  agreement; 

'  (2)  it  benefits  both  the  sponsored  agree¬ 

ment  and  other  work  of  the  institution,  in 


proportions  that  can  be  approximated 
through  use  of  reasonable  methods,  or  (3) 
it  is  necessary  to  the  overall  operation  of 
the  institution  and,  in  light  of  the  princi¬ 
ples  provided  in  this  Circular,  is  deemed 
to  be  assignable  in  part  to  sponsored 
projects.  Where  the  purchase  of  equip¬ 
ment  or  other  capital  items  is  specifically 
authorized  under  a  sponsored  agreement, 
the  amounts  thus  authorized  for  such 
purchases  are  assignable  to  the  sponsored 
agreement  regardless  of  the  use  that  may 
subsequently  be  made  of  the  equipment 
or  other  capital  items  involved. 

b.  Any  costs  allocable  to  a  particular 
sponsored  agreement  under  the  standards 
provided  in  this  Part  may  not  be  shifted 
to  othei  sponsored  agreements  in  order  to 
meet  deficieneies  caused  by  overruns  or 
other  fund  considerations,  to  avoid  re¬ 
strictions  imposed  by  law  or  by  terms  of 
the  sponsored  agreement,  or  for  other 
reasons  of  convenience. 

c.  Any  costs  allocable  to  activities 
sponsored  by  industry,  foreign  govern¬ 
ments  or  other  sponsors  may  not  be 
shifted  to  Federally  sponsored  agree¬ 
ments. 

5.  Applicable  credits. 

a.  t  he  term  applicable  credits  refers  to 
those  receipts  or  negative  expenditures 
that  operate  to  offset  or  reduce  direct  or 
indirect  cost  items.  Typical  examples  of 
such  transactions  are;  purchase  dis¬ 
counts,  rebates,  or  allowances;  recoveries 
or  indemnities  on  losses;  and  adjust¬ 
ments  of  overpayments  or  erroneous 
charges.  This  term  also  includes  “educa¬ 
tional  discounts”  on  products  or  services 
provided  specifically  to  educational  insti¬ 
tutions,  such  as  discounts  on  computer 
equipment,  except  where  the  arrange¬ 
ment  is  clearly  and  explicitly  identified  as 
a  gift  by  the  vendor. 

b.  In  some  instances,  the  amounts 
received  from  the  Federal  Government 
to  finance  institutional  activities  or  ser¬ 
vice  operations  should  be  treated  as  ap¬ 
plicable  credits.  Specifically,  the  concept 
of  netting  such  credit  items  against  relat¬ 
ed  expenditures  should  be  applied  by  the 
institution  in  determining  the  rates  or 
amounts  to  be  charged  to  sponsored 
agreements  for  services  rendered  when¬ 
ever  the  facilities  or  other  resources  used 
in  providing  such  services  have  been 
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^i.ianced  directly,  in  whole  or  in  part,  by 
Federal  funds.  (See  Sections  F8,  J.12a, 
and  J.44  for  areas  of  potential  application 
in  the  matter  of  direct  Federal  financing.) 

6.  Costs  incurred  by  State  and  local 
governments.  Costs  incurred  or  paid  by 
State  or  local  governments  on  behalf  of 
their  colleges  and  universities  for  fringe 
benefit  programs  such  as  pension  costs 
and  FICA  and  any  other  costs  specifically 
incurred  on  behalf  of,  and  in  direct 
benefit  to,  the  institutions  are  allowable 
costs  of  such  institutions  whether  or  not 
these  costs  are  recorded  in  the  accounting 
records  of  the  institutions,  subject  to  the 
following: 

a.  The  costs  meet  the  requirements  of 
Cl  through  5  above. 

b.  The  costs  are  properly  supported  by 
cost  allocation  plans  in  accordance  with 
applicable  Federal  cost  accounting  prin¬ 
ciples. 

c.  The  costs  are  not  otherwise  borne 
directly  or  indirectly  by  the  Federal  Gov¬ 
ernment. 

7.  Limitations  on  allowance  of  costs. 
Sponsored  agreements  may  be  subject  to 
statutory  requirements  that  limit  the  al¬ 
lowance  of  costs.  When  the  maximum 
amount  allowable  under  a  limitation  is 
less  than  the  total  amount  determined  in 
accordance  with  the  principles  in  this 
Circular,  the  amount  not  recoverable 
under  a  sponsored  agreement  may  not  be 
charged  to  other  sponsored  agreements. 

8.  Collection  of  unallowable  costs. 
Costs  specifically  identified  as  unallowa- 
ble  in  Section  J  and  charged  to  the 
government,  either  directly  or  indirectly, 
will  be  refunded  (including  interest 
chargeable  in  accordance  with  applicable 
Federal  agency  regulations). 

9.  Adjustment  of  previously  negotiated 
indirect  cost  rates  containing  unallowable 
costs.  Negotiated  indirect  cost  rates 
based  on  a  proposal  later  found  to  have 
included  costs  that  (a)  are  unallowable  as 
specified  by  (i)  law  or  regulation,  (ii) 
section  J  of  this  Circular,  (iii)  terms  and 
conditions  of  sponsored  agreements  or 
(b)  are  unallowable  because  they  are 
clearly  not  allocable  to  sponsored  agree¬ 
ments,  shall  be  adjusted,  or  a  refund  shall 
be  made,  in  accordance  with  the  require¬ 
ments  of  this  section.  These  adjustments 
or  refunds  are  designed  to  correct  the 


proposals  used  to  establish  the  rates  and 
do  not  constitute  a  reopening  of  the  rate 
negotiation.  The  adjustments  or  refunds 
will  be  made  regardless  of  the  type  of  rate 
negotiated  (predetermined,  final,  fixed, 
or  provisional). 

a.  For  rates  covering  a  future  fiscal  year 
of  the  institution,  the  unallowable  costs 
will  be  removed  from  the  indirect  cost 
pools  and  the  rates  appropriately  adjust¬ 
ed. 

b.  For  rates  covering  a  past  period,  the 
Federal  share  of  the  unallowable  costs 
will  be  computed  for  each  year  involved 
and  a  cash  refund  (including  interest 
chargeable  in  accordance  with  applicable 
regulations)  will  be  made  to  the  Federal 
Government.  If  cash  refunds  are  made 
for  past  periods  covered  by  provisional  or 
fixed  rates,  appropriate  adjustments  will 
be  made  when  the  rates  arc  finalized  to 
avoid  duplicate  recovery  of  the  unallowa¬ 
ble  costs  by  the  Federal  Government. 

c.  For  rates  covering  the  current  peri¬ 
od,  either  a  rate  adjustment  or  a  refund, 
as  described  in  subsections  a  and  b,  shall 
be  required  by  the  cognizant  agency.  The 
choice  of  method  shall  be  at  the  discre¬ 
tion  of  the  cognizant  agency,  based  on  its 
judgment  as  to  which  method  would  be 
most  piactical. 

d.  The  amount  or  proportion  of  unal¬ 
lowable  costs  included  in  each  year’s  rate 
will  be  assumed  to  be  the  same  as  the 
amount  or  proportion  of  unallowable 
costs  included  in  the  base  year  proposal 
used  to  establish  the  rate. 

D.  Direct  costs. 

1.  General.  Direct  costs  are  those  costs 
that  can  be  identified  specifically  with  a 
particular  sponsored  project,  an  instruc¬ 
tional  activity,  or  any  other  institutional 
activity;  or  that  can  be  directly  assigned 
to  such  activities  relatively  easily  with  a 
high  degree  of  accuracy. 

2.  Application  to  sponsored  agree¬ 
ments.  identitication  with  the  sponsored 
work  rather  than  the  nature  of  the  goods 
and  services  involved  is  the  determining 
factor  in  distinguishing  direct  from  indi¬ 
rect  costs  of  sponsored  agreements.  Typi¬ 
cal  costs  charged  directly  to  a  sponsored 
agreement  are  the  compensation  of  em¬ 
ployees  for  performance  of  work  under 
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the  sponsored  agreement,  including  relat¬ 
ed  fringe  benefit  costs  to  the  extent  they 
are  consistently  treated,  in  like  circum¬ 
stances,  by  the  institution  as  direct  rather 
than  indirect  costs;  the  costs  of  materials 
consumed  or  expended  in  the  perfor¬ 
mance  of  the  work;  and  other  items  of 
expense  incurred  for  the  sponsored  agree¬ 
ment,  including  extraordinary  utility  con¬ 
sumption.  The  cost  of  materials  supplied 
from  stock  or  services  rendered  by  spe¬ 
cialized  facilities  or  other  institutional 
service  operations  may  be  included  as 
direct  costs  of  sponsored  agreements, 
provided  such  items  are  consistently 
treated,  in  like  circumstances,  by  the 
institution  as  direct  rather  than  indirect 
costs,  and  are  charged  under  a  recognized 
method  of  computing  actual  costs,  and 
conform  to  generally  accepted  cost  ac¬ 
counting  practices  consistently  followed 
by  the  institution. 

E.  Indirect  costs. 

1 .  General.  Indirect  costs  are  those  that 
are  incurred  for  common  or  joint  objec¬ 
tives  and  therefore  cannot  be  identified 
readily  and  specifically  with  a  particular 
sponsored  project,  an  instructional  activ¬ 
ity,  or  any  other  institutional  activity.  At 
educational  institutions  such  costs  nor¬ 
mally  are  classified  under  the  following 
indirect  cost  categories:  depreciation  and 
use  allowances,  general  administration 
and  general  expenses,  sponsored  projects 
administration  expenses,  operation  and 
maintenance  expenses,  library  expenses, 
departmental  administration  expenses, 
and  student  administration  and  services. 

2.  Criteria  for  distribution. 

a.  Base  period  A  base  period  for 
distribution  ot  indirect  costs  is  the  period 
during  which  the  costs  are  incurred.  The 
base  period  normally  should  coincide 
with  the  fiscal  year  established  by  the 
institution,  but  in  any  event  the  base 
period  should  be  so  selected  as  to  avoid 
inequities  in  the  distribution  of  costs. 

b.  Need  for  cost  groupings.  The  overall 
objective  ot  the  indirect  cost  allocation 
process  is  to  distribute  the  indirect  costs 
described  in  Section  F  to  the  major 
functions  of  the  institution  in  propor¬ 
tions  reasonably  consistent  with  the  na¬ 
ture  and  extent  of  their  use  of  the  institu¬ 


tion’s  resources.  In  order  to  achieve  this 
objective,  it  may  be  necessary  to  provide 
for  selective  distribution  by  establishing 
separate  groupings  of  cost  within  one  or 
more  of  the  indirect  cost  categories  re¬ 
ferred  to  in  El  above.  In  general,  the  cost 
groupings  established  within  a  category 
should  constitute,  in  each  case,  a  pool  of 
those  items  of  expense  that  are  consid¬ 
ered  to  be  of  like  nature  in  terms  of  their 
relative  contribution  to  (or  degree  of 
remoteness  from)  the  particular  cost  ob¬ 
jectives  to  which  distribution  is  appropri¬ 
ate.  Cost  groupings  should  be  established 
considering  the  general  guides  provided 
in  c  below.  Each  such  pool  or  cost 
grouping  should  then  be  distributed  indi¬ 
vidually  to  the  related  cost  objectives, 
using  the  distribution  base  or  method 
most  appropriate  in  the  light  of  the 
guides  set  forth  in  d  below. 

c.  General  considerations  on  cost 
groupings.  The  extent  to  which  separate 
cost  groupings  and  selective  distribution 
would  be  appropriate  at  an  institution  is 
a  matter  of  judgment  to  be  determined 
on  a  case-by-case  basis.  Typical  situa¬ 
tions  which  may  warrant  the  establish¬ 
ment  of  two  or  rhore  separate  cost  group¬ 
ings  (based  on  account  classification  or 
analysis)  within  an  indirect  cost  category 
include  but  are  not  limited  to  the  follow¬ 
ing; 

(1)  Where  certain  items  or  categories  of 
expense  relate  solely  to  one  of  the  major 
functions  of  the  institution  or  to  less  than 
all  functions,  such  expenses  should  be  set 
aside  as  a  separate  cost  grouping  for 
direct  assignment  or  selective  allocation 
in  accordance  with  the  guides  provided 
in  E2b  and  d. 

(2)  Where  any  types  of  expense  ordi¬ 
narily  treated  as  general  administration 
or  departmental  administration  are 
charged  to  sponsored  agreements  as  di¬ 
rect  costs,  expenses  applicable  to  other 
activities  of  the  institution  when  incurred 
for  the  same  purposes  in  like  circum¬ 
stances  must,  through  separate  cost 
groupings,  be  excluded  from  the  indirect 
costs  allocable  to  those  sponsored  agree¬ 
ments  and  included  in  the  direct  cost  of 
other  activities  for  cost  allocation  pur¬ 
poses. 

(3)  Where  it  is  determined  that  certain 
expenses  are  for  the  support  of  a  service 
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unit  or  facility  whose  output  is  suscepti¬ 
ble  of  measurement  on  a  workload  or 
other  quantitative  basis,  such  expenses 
should  be  set  aside  as  a  separate  cost 
grouping  for  distribution  on  such  basis  to 
organized  research,  instructional,  and 
other  activities  at  the  institution  or  with¬ 
in  the  department. 

(4)  Where  activities  provide  their  own 
purchasing,  personnel  administration, 
building  maintenance  or  similar  service, 
the  distribution  of  general  administration 
and  general  expenses,  or  operation  and 
maintenance  expenses  to  such  activities 
should  be  accomplished  through  cost 
groupings  which  include  only  that  por¬ 
tion  of  central  indirect  costs  (such  as  for 
overall  management)  which  are  properly 
allocable  to  such  activities. 

(5)  Where  the  institution  elects  to  treat 
fringe  benefits  as  indirect  charges,  such 
costs  should  be  set  aside  as  a  separate 
cost  grouping  for  selective  distribution  to 
related  cost  objectives. 

(6)  The  number  of  separate  cost  group¬ 
ings  within  a  category  should  be  held 
within  practical  limits,  after  taking  into 
consideration  the  materiality  of  the 
amounts  involved  and  the  degree  of 
precision  attainable  through  less  selective 
methods  of  distribution. 

d.  Selection  of  distribution  method. 

( 1 )  “Actual  conditions  must  be  taken 
into  account  in  selecting  the  method  or 
base  to  be  used  in  distributing  individual 
cost  groupings.  The  essential  consider¬ 
ation  in  selecting  a  base  is  that  it  be  the 
one  best  suited  for  assigning  the  pool  of 
costs  to  cost  objectives  in  accordance 
with  benefits  derived;  a  traceable  cause 
and  effect  relationship;  or  logic  and  rea¬ 
son,  where  neither  benefit  nor  cause  and 
effect  relationship  is  determinable. 

(2)  Where  a  cost  grouping  can  be 
identified  directly  with  the  cost  objective 
benefited,  it  should  be  assigned  to  that 
cost  objective. 

(3)  Where  the  expenses  in  a  cost  group¬ 
ing  are  more  general  in  nature,  the  distri¬ 
bution  may  be  based  on  a  cost  analysis 
study  which  results  in  an  equitable  distri¬ 
bution  of  the  costs.  Such  cost  analysis 
studies  may  take  into  consideration 
weighting  factors,  population,  or  space 
occupied  if  appropriate.  Cost  analysis 
studies,  however,  must  (a)  be  appropri¬ 


ately  documented  in  sufficient  detail  for 
subsequent  review  by  the  cognizant  Fed¬ 
eral  agency,  (b)  distribute  the  costs  to  the 
related  cost  objectives  in  accordance  with 
the  relative  benefits  derived,  (c)  be  statis¬ 
tically  sound,  (d)  be  performed  specifical¬ 
ly  at  the  institution  at  which  the  results 
are  to  be  used,  and  (e)  be  reviewed 
periodically,  but  not  less  frequently  than 
every  two  years,  updated  if  necessary, 
and  used  consistently.  Any  assumptions 
made  in  the  study  must  be  stated  and 
explained.  The  use  of  cost  analysis  stud¬ 
ies  and  periodic  changes  in  the  method  of 
cost  distribution  must  be  fully  justified. 

(4)  If  a  cost  analysis  study  is  not 
performed,  or  if  the  study  does  not  result 
in  an  equitable  distribution  of  the  costs, 
the  distribution  shall  be  made  in  accor¬ 
dance  with  the  appropriate  base  cited  in 
Section  F.,  unless  one  of  the  following 
conditions  is  met:  (a)  it  can  be  demon¬ 
strated  that  the  use  of  a  different  base 
would  result  in  a  more  equitable  alloca¬ 
tion  of  the  costs,  or  that  a  more  readily 
available  base  would  not  increase  the 
costs  charged  to  sponsored  agreements, 
or  (b)  the  institution  qualifies  for,  and 
elects  to  use,  the  simplified  method  for 
computing  indirect  cost  rates  described 
in  Section  H. 

e.  Order  of  Distribution. 

(1)  Indirect  cost  categories  consist  of 
depreciation  and  use  allowance,  opera¬ 
tion  and  maintenance,  general  adminis¬ 
tration  and  general  expenses,  departmen¬ 
tal  administration,  sponsored  projects 
administration,  library,  and  student  ad¬ 
ministration  and  services,  as  described  in 
Section  F. 

(2)  Depreciation  and  use  allowances, 
operation  and  maintenance  expenses, 
and  general  administrative  and  general 
expenses  should  be  allocated  in  that  order 
to  the  remaining  indirect  cost  categories 
as  well  as  to  the  major  functions  and 
specialized  service  facilities  of  the  institu¬ 
tion.  Other  cost  categories  may  be  allo¬ 
cated  in  the  order  determined  to  be  most 
appropriate  by  the  institutions.  When 
cross  allocation  of  costs  is  made  as  pro¬ 
vided  in  (3)  below,  this  order  of  alloca¬ 
tion  does  not  apply. 

(3)  Normally  an  indirect  cost  category 
will  be  considered  closed  once  it  has  been 
allocated  to  other  cost  objectives,  and 


DCAA  Contract  Audit  Manual 


1344 

13-Sl 


January  1995 


costs  may  not  be  subsequently  allocated 
to  it.  However,  a  cross  allocation  of  costs 
between  two  or  more  indirect  cost  catego¬ 
ries  may  be  used  if  such  allocation  will 
result  in  a  more  equitable  allocation  of 
costs.  If  a  cross  allocation  is  used,  an 
appropriate  modification  to  the  composi¬ 
tion  of  the  indirect  cost  categories  de¬ 
scribed  in  Section  F  is  required. 

F.  Identification  and  assignment  of 
indirect  costs. 

1.  Depreciation  and  use  allowances. 

a.  t  he  expenses  under  this  heading  are 
the  portion  of  the  costs  of  the  institu¬ 
tion’s  buildings,  capital  improvements  to 
land  and  buildings,  and  equipment  which 
are  computed  in  accordance  with  Section 
J.12. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocat¬ 
ed  in  the  following  manner: 

(1)  Depreciation  or  use  allowances  on 
buildings  used  exclusively  in  the  conduct 
of  a  single  function,  and  on  capital  im¬ 
provements  and  equipment  u‘'cj  in  such 
buildings,  shall  be  assigned  to  that  func¬ 
tion. 

(2)  Depreciation  or  use  allowances  on 
buildings,  used  for  more  than  one  func¬ 
tion,  and  on  capital  improvements  and 
equipment  used  in  such  buildings,  shall 
be  allocated  to  the  individual  functions 
performed  in  each  building  on  the  basis 
of  usable  square  feet  of  space,  excluding 
common  areas  such  as  hallways,  stair¬ 
wells,  and  restrooms. 

(3)  Depreciation  or  use  allowances  on 
buildings  and  capital  improvements 
where  space  is  used  jointly,  and  on  equip¬ 
ment  used  jointly,  shall  be  allocated  to 
benefiting  funci'-'.ii  m  proportion  to  the 
total  salaries  an  J  wages  applicable  to  the 
joint  functions. 

(4)  Depreciation  or  use  allowances  on 
buildings,  capital  improvements,  and 
equipment  used  predominantly  for  one 
function  and  only  incidentally  for  oth- 
er(s),  may  be  assigned  to  the  function  in 
which  it  is  used  predominantly. 

(5)  Depreciation  or  use  allowances  on 
certain  capital  improvements  to  land, 
such  as  paved  parking  areas,  fences, 
sidewalks,  and  the  like,  not  included  in 


the  cost  of  buildings,  shall  be  allocated  to 
user  categories  of  students  and  employees 
on  a  full-time  equivalent  basis.  The 
amount  allocated  to  the  student  category 
shall  be  assigned  to  the  instruction  func¬ 
tion  of  the  institution.  The  amount  allo¬ 
cated  to  the  employee  category  shall  be 
further  allocated  to  the  major  functions 
of  the  institution  in  proportion  to  the 
salaries  and  wages  of  all  employees  appli¬ 
cable  to  those  functions. 

2.  Operation  and  maintenance  ex¬ 
penses. 

a.  1  he  expenses  under  this  heading  are 
those  that  have  been  incurred  by  a  central 
service  organization  or  at  the  departmen¬ 
tal  level  for  the  administration,  supervi¬ 
sion,  operation,  maintenance,  preserva¬ 
tion,  and  protection  of  the  institution’s 
physical  plant.  They  include  expenses 
normally  incurred  for  such  items  as  jani¬ 
torial  and  utility  services;  repairs  and 
ordinary  or  normal  alterations  of  build¬ 
ings,  furniture  and  equipment;  and  care 
of  grounds  and  maintenance  and  opera¬ 
tion  of  buildings  and  other  plant  facili¬ 
ties.  The  operation  and  maintenance  ex¬ 
pense  category  should  also  include  the 
fringe  benefit  costs  applicable  to  the 
salaries  and  wages  included  therein,  and 
depreciation  and  use  allowance. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocat¬ 
ed  in  the  same  manner  as  described  in 
Section  Fib  for  depreciation  and  use 
allowances. 

3.  General  administration  and  general 
expenses. 

a.  me  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the 
general  executive  and  administrative  of¬ 
fices  of  educational  institutions  and  other 
expenses  of  a  general  character  which  do 
not  relate  solely  to  any  major  function  of 
the  institution;  i.e.,  solely  to  (1)  instruc¬ 
tion,  (2)  organized  research,  (3)  other 
sponsored  activities,  or  (4)  other  institu¬ 
tional  activities.  The  general  administra¬ 
tion  and  general  expense  category  should 
also  include  the  fringe  benefit  costs  appli¬ 
cable  to  the  salaries  and  wages  included 
therein,  an  appropriate  share  of  opera¬ 
tion  and  maintenance  expense,  ard  de¬ 
preciation  and  use  allowances.  General 
administration  and  general  expenses  shall 
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not  include  expenses  incurred  within 
non-university-wide  deans’  offices,  aca¬ 
demic  departments,  organized  research 
units,  or  similar  organizational  units. 
(See  section  F.4.,  departmental  adminis¬ 
tration  expenses.) 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  grouped 
first  according  to  common  major  func¬ 
tions  of  the  institution  to  which  they 
render  services  or  provide  benefits.  The 
aggregate  expenses  of  each  group  shall 
then  be  allocated  to  serviced  or  benefited 
functions  on  the  modified  total  cost  ba¬ 
sis.  Modified  total  costs  consist  of  sala¬ 
ries  and  wages,  fringe  benefits,  materials 
and  supplies,  services,  travel,  and  sub¬ 
grants  and  subcontracts  up  to  $25,000 
each.  When  an  activity  included  in  this 
indirect  cost  category  provides  a  service 
or  product  to  another  institution  or  orga¬ 
nization,  an  appropriate  adjustment  must 
be  made  to  either  the  expenses  or  the 
basis  of  allocation  or  both,  to  assure  a 
proper  allocation  of  costs. 

4.  Departmental  administration  ex- 
penses. 

aTThe  expenses  under  this  heading  are 
those  that  have  been  incurred  for  admin¬ 
istrative  and  supporting  services  that 
benefit  common  or  joint  departmental 
activities  or  objectives  in  academic 
deans’  offices,  academic  departments  and 
divisions,  and  organized  research  units. 
Organized  research  units  include  such 
units  as  institutes,  study  centers,  and 
research  centers.  Departmental  adminis¬ 
tration  expenses  are  subject  to  the  follow¬ 
ing  limitations. 

(1)  Academic  deans’  offices.  Salaries 
and  operating  expenses  are  limited  to 
those  attributable  to  administrative  func¬ 
tions. 

(2)  Academic  departments: 

(a)  Salaries  and  fringe  benefits  attribut¬ 
able  to  the  administrative  work  (includ¬ 
ing  bid  and  proposal  preparation)  of 
faculty  (including  department  heads), 
and  other  professional  personnel  con¬ 
ducting  research  and/or  instruction,  shall 
be  allowed  at  a  rate  of  3.6  percent  of 
modified  total  direct  costs.  This  category 
does  not  include  professional  business  or 
professional  administrative  officers.  This 
allowance  shall  be  added  to  the  computa¬ 


tion  of  the  indirect  cost  rate  for  major 
functions  in  section  G;  the  expenses 
covered  by  the  allowance  shall  be  exclud¬ 
ed  from  the  departmental  administration 
cost  pool.  No  documentation  is  required 
to  support  this  allowance. 

(b)  Other  administrative  and  support¬ 
ing  expenses  incurred  within  academic 
departments  are  allowable  provided  they 
are  treated  consistently  in  like  circum¬ 
stances.  This  would  include  expenses 
such  as  the  salaries  of  secretarial  and 
clerical  staffs,  the  salaries  of  administra¬ 
tive  officers  and  assistants,  travel,  office 
supplies,  stockrooms,  and  the  like. 

(3)  Other  fringe  benefit  costs  applicable 
to  the  salaries  and  wages  included  in  (1) 
and  (2)  above  are  allowable,  as  well  as  an 
appropriate  share  of  general  administra¬ 
tion  and  general  expenses,  operation  and 
maintenance  expenses,  and  depreciation 
and/or  use  allowances. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocat¬ 
ed  as  follows: 

(1)  The  administrative  expenses  of  the 
dean’s  office  of  each  college  and  school 
shall  be  allocated  to  the  academic  depart¬ 
ments  within  that  college  or  school  on  the 
modified  total  cost  basis. 

(2)  The  administrative  expenses  of 
each  academic  department,  and  the  de¬ 
partment’s  share  of  the  expenses  allocat¬ 
ed  in  (1)  above  shall  be  allocated  to  the 
appropriate  functions  of  the  department 
on  the  modified  total  cost  basis. 

5.  Sponsored  projects  administration. 

a.  1  he  expenses  under  this  heading  are 
limited  to  those  incurred  by  a  separate 
organization(s)  established  primarily  to 
administer  sponsored  projects,  including 
such  functions  as  grant  and  contract 
administration  (Federal  and  non-Feder- 
al),  special  security,  purchasing,  person¬ 
nel  administration,  and  editing  and  pub¬ 
lishing  of  research  and  other  reports. 
They  include  the  salaries  and  expenses  of 
the  head  of  such  organization,  assistants, 
and  immediate  staff,  together  with  the 
salaries  and  expenses  of  personnel  en¬ 
gaged  in  supporting  activities  maintained 
by  the  organization,  such  as  stock  rooms, 
stenographic  pools  and  the  like.  This 
category  also  includes  an  allocable  share 
of  fringe  benefit  costs,  general  adminis- 
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tration  and  general  expenses,  operation 
and  maintenance  expenses,  and  deprecia¬ 
tion/use  allowances.  Appropriate  adjust¬ 
ments  will  be  made  for  services  provided 
to  other  functions  or  organizations. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocat¬ 
ed  to  the  major  functions  of  the  institu¬ 
tion  under  which  the  sponsored  projects 
are  conducted  on  the  basis  of  the  modi¬ 
fied  total  cost  of  sponsored  projects. 

c.  An  appropriate  adjustment  shall  be 
made  to  eliminate  any  duplicate  charges 
to  sponsored  agreements  when  this  cate¬ 
gory  includes  similar  or  identical  activi¬ 
ties  as  those  included  in  the  general 
administration  and  general  expense  cate¬ 
gory  or  other  indirect  cost  items,  such  as 
accounting,  procurement,  or  personnel 
administration. 

6.  Library  expenses. 

a.  the  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the 
operation  of  the  library,  including  the 
cost  of  books  and  libraiy  materials  pur¬ 
chased  for  the  library,  less  any  items  of 
library  income  that  qualify  as  applicable 
credits  under  Section  Cl  The  library 
expense  category  should  also  include  the 
fringe  benefits  applicable  to  the  salaries 
and  wages  included  therein,  an  appropri¬ 
ate  share  of  general  administration  and 
general  expense,  operation  and  mainte¬ 
nance  expense,  and  depreciation  and  use 
allowances.  Costs  incurred  in  the  pur¬ 
chases  of  rare  books  (museum-type 
books)  with  no  value  to  sponsored  agree¬ 
ments  should  not  be  allocated  to  them. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
included  in  this  category  shall  be  allocat¬ 
ed  first  on  the  basis  of  primary  categories 
of  users,  including  students,  professional 
employees,  and  other  users. 

(1)  The  student  category  shall  consist 
of  full-time  equivalent  students  enrolled 
at  the  institution,  regardless  of  whether 
they  earn  credits  toward  a  degree  or 
certificate. 

(2)  The  professional  employee  category 
shall  consist  of  all  faculty  members  and 
other  professional  employees  of  the  insti¬ 
tution,  on  a  full-time  equivalent  basis. 

(3)  The  other  users  category  shall  con¬ 
sist  of  all  other  users  of  library  facilities. 


c.  Amounts  allocated  in  b  above  shall 
be  assigned  further  as  follows: 

(1)  The  amount  in  the  student  category 
shall  be  assigned  to  the  instruction  func¬ 
tion  of  the  institution. 

(2)  The  amount  in  the  professional 
employee  category  shall  be  assigned  to 
the  major  functions  of  the  institution  in 
proportion  to  the  salaries  and  wages  of  all 
faculty  members  and  other  professional 
employees  applicable  to  those  functions. 

(3)  The  amount  in  the  other  users 
category  shall  be  assigned  to  the  other 
institutional  activities  function  of  the 
institution. 

7.  Student  adnunistration  and  services. 

a.  t  he  expenses  under  this  heading  are 
those  that  have  been  incurred  for  the 
administration  of  student  affairs  and  for 
services  to  students,  including  expenses 
of  such  activities  as  deans  of  students, 
admissions,  registrar,  counseling  and 
placement  services,  student  advisers,  stu¬ 
dent  health  and  infirmary  services,  cata¬ 
logs,  and  commencements  and  convoca¬ 
tions.  The  salaries  of  members  of  the 
academic  staff  whose  responsibilities  to 
the  institution  require  administrative 
work  that  benefits  sponsored  projects 
may  also  be  included  to  the  extent  that 
the  portion  charged  to  Student  Adminis¬ 
tration  is  determined  in  accordance  with 
Section  J.6.  This  expense  category  also 
includes  the  fringe  benefit  costs  applica¬ 
ble  to  the  salaries  and  wages  included 
therein,  an  appropriate  share  of  general 
administration  and  general  expenses,  op¬ 
eration  and  maintenance,  and  use  allow¬ 
ances  and/or  depreciation. 

b.  In  the  absence  of  the  alternatives 
provided  for  in  Section  E2d,  the  expenses 
in  this  category  shall  be  allocated  to  the 
instruction  function,  and  subsequently  to 
sponsored  agreements  in  that  function. 

8.  Offset  for  indirect  expenses  other¬ 
wise  provided  tor  by  tne  Uovernment. 

a.  t  he  Items  to  be  accumulated  under 
this  heading  are  the  reimbursements  and 
other  payments  from  the  Federal  Gov¬ 
ernment  which  are  made  to  the  institu¬ 
tion  to  support  solely,  specifically,  and 
directly,  in  whole  or  in  part,  any  of  the 
administrative  or  service  activities  de¬ 
scribed  in  FI  through  7  above. 

b.  The  items  in  this  group  shall  be 
treated  as  a  credit  to  the  affected  individ- 
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ual  indirect  cost  category  before  that 
category  is  allocated  to  benefiting  func¬ 
tions. 

G.  Determination  and  application  of 
indirect  cost  rate  or  rates. 

1.  Indirect  cost  pools. 

a.  (1)  Subject  to  subsection  b,  the 
separate  categories  of  indirect  costs  allo¬ 
cated  to  each  major  function  of  the 
institution  as  prescribed  in  Section  F 
shall  be  aggregated  and  treated  as  a 
common  pool  for  that  function.  The 
amount  in  each  pool  shall  be  divided  by 
the  distribution  base  described  in  Section 
G.2  below  to  arrive  at  a  single  indirect 
cost  rate  for  each  function. 

(2)  The  rate  for  each  function  is  used  to 
distribute  indirect  costs  to  individual 
sponsored  agreements  of  that  function. 
Since  a  common  pool  is  established  for 
each  major  function  of  the  institution,  a 
separate  indirect  cost  rate  would  be  es¬ 
tablished  for  each  of  the  major  functions 
described  in  Section  B.l  under  which 
sponsored  agreements  are  carried  out. 

(3)  Each  institution’s  indirect  cost  rate 
process  must  be  appropriately  designed 
to  ensure  that  Federal  sponsors  do  not  in 
any  way  subsidize  the  indirect  costs  of 
other  sponsors,  specifically  activities 
sponsored  by  industry  and  foreign  gov¬ 
ernments.  Accordingly,  each  allocation 
method  used  to  identify  and  allocate  the 
indirect  cost  pools,  as  described  in  sec¬ 
tions  E.2  and  F.l  through  F.^,  must 
contain  the  full  amount  of  the  institu¬ 
tions  modified  total  costs  or  other  appro¬ 
priate  units  of  measurement  used  to 
make  the  computations.  In  addition,  the 
final  rate  distribution  base  (as  defined  in 
section  G.2)  for  each  major  function 
(organized  research,  instruction,  etc.,  as 
described  in  section  B.l)  shall  contain  all 
the  programs  or  activities  which  utilize 
the  indirect  costs  allocated  to  that  major 
function.  At  the  time  an  indirect  cost 
proposal  is  submitted  to  a  Federal  cogni¬ 
zant  agency,  each  institution  must  de¬ 
scribe  the  process  it  uses  to  ensure  that 
Federal  funds  are  not  used  to  subsidize 
industry  and  foreign  government  funded 
programs. 

b.  In  some  instances  a  single  rate  basis 
for  use  across  the  board  on  all  work 


within  a  major  function  at  an  institution 
may  not  be  appropriate.  A  single  rate  for 
research,  for  example,  might  not  take 
into  account  those  different  environmen¬ 
tal  factors  and  other  conditions  which 
may  affect  substantially  the  indirect  costs 
applicable  to  a  particular  segment  of 
research  at  the  institution.  A  particular 
segment  of  research  may  be  that  per¬ 
formed  under  a  single  sponsored  agree¬ 
ment  or  it  may  consist  of  research  under 
a  group  of  sponsored  agreements  per¬ 
formed  in  a  common  environment.  The 
environmental  factors  are  not  limited  to 
the  physical  location  of  the  work.  Other 
important  factors  are  the  level  of  the 
administrative  support  required,  the  na¬ 
ture  of  the  facilities  or  other  resources 
employed,  the  scientific  disciplines  or 
technical  skills  involved,  the  organiza¬ 
tional  arrangements  used,  or  any  combi¬ 
nation  thereof.  Where  a  particular  seg¬ 
ment  of  a  sponsored  agreement  is  per¬ 
formed  within  an  environment  which 
appears  to  generate  a  significantly  differ¬ 
ent  level  of  indirect  costs,  provision 
should  be  made  for  a  separate  indirect 
cost  pool  applicable  to  such  work.  The 
separate  indirect  cost  pool  should  be 
developed  during  the  regular  ourse  of 
the  rate  determination  process  and  the 
separate  indirect  cost  rate  resulting  there¬ 
from  should  be  utilized;  provided  it  is 
determined  that  (1)  such  indirect  cost 
rate  differs  significantly  from  that  which 
would  have  been  obtained  under  a. 
above,  and  (2)  the  volume  of  work  to 
which  such  rate  would  apply  is  material 
in  relation  to  other  sponsored  agreements 
at  the  institution. 

2.  The  distribution  basis.  Indirect  costs 
shall  be  distributed  to  applicable  spon¬ 
sored  agreements  on  the  basis  of  modi¬ 
fied  total  direct  costs,  consisting  of  sala¬ 
ries  and  wages,  fringe  benefits,  materials 
and  supplies,  services,  travel,  and  sub¬ 
grants  and  subcontracts  up  to  $25,000 
each.  For  this  purpose,  an  indirect  cost 
rate  should  be  determined  for  each  of  the 
separate  indirect  cost  pools  developed 
pursuant  to  Gl,  above.  The  rate  in  each 
case  should  be  stated  as  the  percentage 
which  the  amount  of  the  particular  indi¬ 
rect  cost  pool  is  of  the  modified  total 
direct  costs  identified  with  such  pool. 
Other  bases  may  be  used  where  if  can  be 
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demonstrated  that  they  produce  more 
equitable  results. 

3.  Negotiated  lump  sum  for  indirect 
costs.  A  negotiated  tixed  amount  in  lieu 
of  indirect  costs  may  be  appropriate  for 
self-contained,  off-campus,  or  primarily 
subcontracted  activities  where  the  bene¬ 
fits  derived  from  an  institution’s  indirect 
services  cannot  be  readily  determined. 
Such  negotiated  indirect  costs  will  be 
treated  as  an  offset  before  allocation  to 
instruction,  organized  research,  other 
sponsored  activities,  and  other  institu¬ 
tional  activities.  The  base  on  which  such 
remaining  expenses  are  allocated  should 
be  appropriately  adjusted. 

4.  Predetermined  fixed  rates  for  indi¬ 
rect  costs.  Public  Law  87-638  (76  Stat. 
437)  authorizes  the  use  of  predetermined 
fixed  rates  in  determining  the  indirect 
costs  applicable  under  research  agree¬ 
ments  with  educational  institutions.  The 
stated  objectives  of  the  law  are  to  simpli¬ 
fy  the  administration  of  cost-type  re¬ 
search  and  development  contracts  (in¬ 
cluding  grants)  with  educational  institu¬ 
tions,  to  facilitate  the  preparation  of  their 
budgets,  and  to  permit  more  expeditious 
closeout  of  such  contracts  when  the  work 
is  completed.  In  view  of  the  potential 
advantages  offered  by  this  procedure, 
consideration  should  be  given  to  the 
negotiation  of  pre  ‘;''’f'Ained  fixed  rates 
for  indirect  cosis  in  those  situations 
where  the  cost  experience  and  other 
pertinent  facts  available  are  deemed  suf¬ 
ficient  to  enable  the  parties  involved  to 
reach  an  informed  judgment  as  to  the 
probable  level  of  indirect  costs  during  the 
ensuing  accounting  period. 

5.  Negotiated  fixed  rates  and  carry- 
forward  provisions,  when  a  tixed  rate  is 
negotiated  in  advance  for  a  fiscal  year  (or 
other  time  period),  the  over-  or  under¬ 
recovery  for  that  year  may  be  included  as 
an  adjustment  to  the  indirect  cost  for  the 
next  rate  negotiation.  When  the  rate  is 
negotiated  before  the  carry-forward  ad¬ 
justment  is  determined,  the  carry-for¬ 
ward  amount  may  be  applied  to  the  next 
subsequent  rate  negotiation.  When  such 
adjustments  are  to  be  made,  each  fixee 
rate  negotiated  in  advance  for  a  given 
period  will  be  computed  by  applying  the 
expected  indirect  costs  allocable  to  spon¬ 
sored  agreements  for  the  forecast  period 


plus  or  minus  the  carry-forward  adjust¬ 
ment  (over-  or  under-recovery)  from  the 
prior  period,  to  the  forecast  distribution 
base.  Unrecovered  amounts  under  lump¬ 
sum  agreements  or  cost-sharing  provi¬ 
sions  of  prior  years  shall  not  be  carried 
forward  for  consideration  in  the  new  rate 
negotiation.  There  must,  however,  be  an 
advance  understanding  in  each  case  be¬ 
tween  the  institution  and  the  cognizant 
Federal  agency  as  to  whether  these  differ¬ 
ences  will  be  considered  in  the  rate 
negotiation  rather  than  making  the  deter¬ 
mination  after  the  differences  are  known. 
Further,  institutions  electing  to  use  this 
carry-forward  provision  may  not  subse¬ 
quently  change  without  prior  approval  of 
the  cognizant  Federal  agency.  In  the 
event  that  an  institution  returns  to  a 
postdetermined  rate,  any  over-  or  under¬ 
recovery  during  the  period  in  which 
negotiated  fixed  rates  and  carry-forward 
provisions  were  followed  will  be  included 
in  the  subsequent  post  deter  mined  rates. 
Where  multiple  rates  are  used,  the  same 
procedure  will  be  applicable  for  deter¬ 
mining  each  rate. 

6.  Limitation  on  reimbursement  of 
administrative  costs. 

a.  Notwithstanding  the  provisions  of 
G.l.a,  the  administrative  costs  charged  to 
sponsored  agreements  awarded  or 
amended  (including  continuation  and  re¬ 
newal  awards)  with  effective  dates  begin¬ 
ning  on  or  after  the  start  of  the  institu¬ 
tion’s  first  fiscal  year  which  begins  on  or 
after  October  1,  1991,  shall  be  limited  to 
26%  of  modified  total  direct  costs  (as 
defined  in  section  G.2)  for  the  total  of 
General  Administration  and  General  Ex¬ 
penses,  Departmental  Administration 
and  Sponsored  Projects  Administration 
(including  their  allocable  share  of  depre¬ 
ciation  and/or  use  allowances,  operation 
and  maintenance  expenses,  and  fringe 
benefit  costs  as  provided  by  sections 
F.3.a.,  f.4.a.(3),  and  F.S.a). 

b.  Existing  indirect  cost  rates  that 
affect  institutions’  fiscal  years  which  be¬ 
gin  on  or  after  October  1,  1991,  shall  be 
unilaterally  amended  by  the  cognizant 
Federal  agency  to  reflect  the  cost  limita¬ 
tion  in  subsection  a  above. 

c.  Permanent  rates  established  prior  to 
this  revision  which  have  been  amended 
in  accordance  with  subsection  b  may  be 
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renegotiated.  However,  no  such  renegoti¬ 
ated  rate  may  exceed  the  rate  which 
would  have  been  in  effect  if  the  agree¬ 
ment  had  remained  in  effect;  nor  may  the 
administrative  portion  of  any  renegotiat¬ 
ed  rate  exceed  the  limitation  in  subsec¬ 
tion  a. 

d.  Institutions  should  not  change  their 
accounting  or  cost  allocation  methods 
which  were  in  effect  on  May  1,  1991,  if 
the  effect  is  to;  (i)  Change  the  charging  of 
a  particular  type  of  cost  from  indirect  to 
direct,  or  (ii)  reclassify  costs,  or  increase 
allocations,  from  the  administrative 
pools  identified  in  subsection  a  above  to 
the  other  indirect  cost  pools  or  fringe 
benefits.  Cognizant  Federal  agencies  are 
authorized  to  permit  changes  where  an 
institution’s  charging  practices  are  at 
variance  with  acceptable  practices  fol¬ 
lowed  by  a  substantial  majority  of  other 
institutions. 

7.  Individual  rate  components.  In  or¬ 
der  to  satisfy  the  requirements  ot  Section 
J.12.f  and  to  provide  mutually  agreed 
upon  information  for  management  pur¬ 
poses,  each  indirect  cost  rate  negotiation 
or  determination  shall  include  develop¬ 
ment  of  a  rate  for  each  indirect  cost  pool 
as  well  as  the  overall  indirect  cost  rate. 

H.  Simplifled  method  for  small 
institutions. 

1.  General. 

a.  Where  the  total  direct  cost  of  work 
covered  by  this  Circular  at  an  institution 
does  not  exceed  $3,000,000  in  a  fiscal 
year,  the  use  of  the  simplified  procedure 
described  in  2,  below,  may  be  used  in 
determining  allowable  indirect  costs.  Un¬ 
der  this  simplified  procedure,  the  institu¬ 
tion’s  most  recent  annual  financial  report 
and  immediately  available  supporting 
information  with  salaries  and  wages 
segregated  from  other  costs,  will  be  uti¬ 
lized  as  a  basis  for  determining  the 
indirect  cost  rate  applicable  to  alt  spon¬ 
sored  agreements. 

b.  The  simplified  procedure  should  not 
be  used  where  it  produces  results  which 
appear  inequitable  to  the  Government  or 
the  institution.  In  any  such  case,  indirect 
costs  should  be  determined  through  use 
of  the  regular  procedure. 


2.  Simplified  procedure. 

a.  Establish  the  total  amount  of  salaries 
and  wages  paid  to  all  employees  of  the 
institution. 

b.  Establish  an  indirect  cost  pool  con¬ 
sisting  of  the  expenditures  (exclusive  of 
capital  items  and  other  costs  specifically 
identified  as  unallowable)  which  custom¬ 
arily  are  classified  under  the  following 
titles  or  their  equivalents: 

(1)  General  administration  and  general 
expenses  (exclusive  of  costs  of  student 
administration  and  services,  student  ac¬ 
tivities,  student  aid,  and  scholarships). 

(2)  Operation  and  maintenance  of 
physical  plant;  and  depreciation  and  use 
allowances;  after  appropriate  adjustment 
for  costs  applicable  to  other  institutional 
activities. 

(3)  Library. 

(4)  Department  administration  ex¬ 
penses,  which  will  be  computed  as  20 
percent  of  the  salaries  and  expenses  of 
deans  and  heads  of  departments.  In  those 
cases  where  expenditures  classified  under 
(1)  above  have  previously  been  allocated 
to  other  institutional  activities,  they  may 
be  included  in  the  indirect  cost  pool.  Tne 
total  amount  of  salaries  and  wages  in¬ 
cluded  in  the  indirect  cost  pool  must  be 
separately  identified. 

c.  Establish  a  salary  and  wage  distribu¬ 
tion  base,  determined  by  deducting  from 
the  total  of  salaries  and  wages  as  estab¬ 
lished  in  a  above  the  amount  of  salaries 
and  wages  included  under  b  above. 

d.  Establish  the  indirect  cost  rate,  de¬ 
termined  by  dividing  the  amount  in  the 
indirect  cost  pool,  b  above,  by  the 
amount  of  the  distribution  base,  c  above. 

e.  Apply  the  indirect  cost  rate  to  direct 
salaries  and  wages  for  individual  agree¬ 
ments  to  determine  the  amount  of  indi¬ 
rect  costs  allocable  to  such  agreements. 

J.  General  provisions  for  selected 
items  of  cost. 

Sections  1  through  50  below  provide 
principles  to  be  applied  in  establishing 
the  allowability  of  certain  items  involved 
in  determining  cost.  These  principles 
should  apply  irrespective  of  whether  a 
particular  item  of  cost  is  properly  treated 
as  direct  cost  or  indirect  cost.  Failure  to 
mention  a  particular  item  of  cost  is  not 
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intended  to  imply  that  it  is  either  allow¬ 
able  or  unallowable;  rather  determination 
as  to  allowability  in  each  case  should  be 
based  on  the  treatment  provided  for 
similar  or  related  items  of  cost.  In  case  of 
a  discrepancy  between  the  provisions  of  a 
specific  sponsored  agreement  and  the 
provisions  below,  the  agreement  should 
govern. 

1.  Advertising  and  public  relations 
costs. 

a.  I  he  term  advertising  costs  means  the 
costs  of  advertising  media  and  corolla^ 
administrative  costs.  Advertising  media 
include  magazines,  newspapers,  radio 
and  television  programs,  direct  mail,  ex¬ 
hibits,  and  the  like. 

b.  the  term  public  relations  includes 
community  relations  and  means  those 
activities  dedicated  to  maintaining  the 
image  of  the  institution  or  maintaining  or 
promoting  understanding  and  favorable 
relations  with  the  community  or  public  at 
large  or  any  segment  of  the  public. 

c.  The  only  allowable  advertising  costs 
are  those  which  are  solely  for:  (1)  the 
recruitment  of  personnel  required  for  the 
performance  by  the  institution  of  obliga¬ 
tions  arising  under  the  sponsored  agree¬ 
ment,  when  considered  in  conjunction 
with  all  other  recruitment  costs,  as  set 
forth  in  Section  J.37;  (2)  the  procurement 
of  goods  nd  services  for  the  performance 
of  the  sponsored  agreement;  (3)  the  dis¬ 
posal  of  scrap  or  surplus  materials  ac¬ 
quired  in  the  performance  of  the  spon¬ 
sored  agreement  except  when  institutions 
are  reimbursed  for  disposal  costs  at  a 
predetermined  amount  in  accordance 
with  Attachment  N,  0MB  Circular  No. 
A"  110;  or  (4)  other  specific  purposes 
necessary  to  meet  the  requirements  of  the 
sponsored  agreement. 

d.  The  only  allowable  public  relations 
costs  are:  (1)  Costs  specifically  required 
by  sponsored  agreements;  (2)  Costs  of 
communicating  with  the  public  and  press 
pertaining  to  specific  activities  or  accom¬ 
plishments  which  result  from  perfor¬ 
mance  of  sponsored  agreements;  or  (3) 
Costs  of  conducting  general  liaison  with 
news  media  and  government  public  rela¬ 
tions  officers,  to  the  extent  that  such 
activities  are  limited  to  communication 
and  liaison  necessary  to  keep  the  public 
informed  on  matters  of  public  concern 


such  as  notices  of  contract/grant  awards, 
financial  matters,  etc. 

e.  Costs  identified  in  c  through  d,  if 
incurred  for  more  than  one  sponsored 
agreement  or  for  both  sponsored  work 
and  other  work  of  the  institution,  are 
allowable  to  the  extent  that  the  principles 
in  section  D  and  E  are  observed. 

f.  Unallowable  advertising  and  public 
relations  costs  include  the  following:  (1) 
All  advertising  and  public  relations  costs 
other  than  as  specified  in  subsections  c, 
d,  and  e  above;  (2)  Costs  of  convocations 
or  other  events  related  to  instruction  or 
other  institutional  activities  including:  (i) 
Costs  of  displays,  demonstrations,  and 
exhibits;  (ii)  Costs  of  meeting  rooms, 
hospitality  suites,  and  other  special  facili¬ 
ties  used  in  conjunction  with  shows  and 
other  special  events;  and  (iii)  Salaries  and 
wages  of  employees  engaged  in  setting  up 
and  displaying  exhibits,  mak’.ng  demon¬ 
strations,  and  providing  briefings;  (3) 
Costs  of  promotional  items  and  memora¬ 
bilia,  including  models,  gifts,  and  souve¬ 
nirs;  (4)  Costs  of  advertising  and  public 
relations  designed  solely  to  promote  the 
institution. 

2.  Alcoholic  beverages.  Costs  of  alco- 
holic  beverages  are  unallowable. 

3.  Alumni  activities.  Costs  incurred 
for,  or  m  support  of,  alumni  activities 
and  similar  services  are  unallowable. 

4.  Bad  debts.  Any  losses,  whether  actu¬ 
al  or  estimated,  arising  from  uncollectible 
accounts  and  other  claims,  related  collec¬ 
tions  costs,  and  related  legal  costs,  are 
unallowable. 

5.  Civil  defense  costs.  Civil  defense 
costs  are  those  incurred  in  planning  for, 
and  the  protection  of  life  and  property 
against  the  possible  effects  of  enemy 
attack.  Reasonable  costs  of  civil  defense 
measures  (including  costs  in  excess  of 
normal  plant  protection  costs,  first-aid 
training  and  supplies,  firefighting  train¬ 
ing,  posting  of  additional  exit  notices  and 
directions,  and  other  approved  civil  de¬ 
fense  measures)  undertaken  on  the  insti¬ 
tution’s  premises  pursuant  to  suggestions 
or  requirements  of  civil  defense  authori¬ 
ties  are  allowable  when  distributed  to  all 
activities  of  the  institution.  Capital  ex¬ 
penditures  for  civil  defense  purposes  will 
not  be  allowed,  but  a  use  allowance  or 
depreciation  may  be  permitted  in  accor- 
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dance  with  provisions  set  forth  in  Section 
J.12.  Costs  of  local  civil  defense  projects 
not  on  the  institution’s  premises  are 
unallowable. 

6.  Commencement  and  convocation 
costs.  Costs  incurred  for  commencements 
and  convocations  are  unallowable,  except 
as  provided  for  in  Section  F7. 

7.  Communication  costs.  Costs  in- 
curred  tor  teiepnone  services,  local  and 
long  distance  telephone  calls,  telegrams, 
radiograms,  postage  and  the  like,  are 
allowable. 

8.  Compensation  for  personal  services. 

a.  Cieneral.  Compensation  tor  personal 
services  covers  all  amounts  paid  current¬ 
ly  or  accrued  by  the  institution  for  ser¬ 
vices  of  employees  rendered  during  the 
period  of  performance  under  sponsored 
agreements.  Such  amounts  include  sala¬ 
ries,  wages,  and  fringe  benefits.  These 
costs  are  allowable  to  the  extent  that  the 
total  compensation  to  individual  employ¬ 
ees  conforms  to  the  established  policies 
of  the  institution,  consistently  applied, 
and  provided  that  the  charges  for  work 
performed  directly  on  sponsored  agree¬ 
ments  and  for  other  work  allocable  as 
indirect  costs  are  determined  and  sup¬ 
ported  as  provided  below.  Charges  to 
sponsored  agreements  may  include  rea¬ 
sonable  amounts  for  activities  contribut¬ 
ing  and  intimately  related  to  work  under 
the  agreements,  such  as  delivering  special 
lectures  about  specific  aspects  of  the 
ongoing  activity,  writing  reports  and  arti¬ 
cles,  participating  in  appropriate  semi¬ 
nars,  consulting  v/ith  colleagues  and  grad¬ 
uate  students,  and  attending  meetings 
and  conferences.  Incidental  work  (that  m 
excess  of  normal  ‘'  •i  the  individual),  for 
which  supplemen  al  compensation  is 
paid  by  an  insti^ut!  .!a  under  institutional 
policy,  need  not  be  included  in  the  pay¬ 
roll  distribution  systems  described  below, 
provided  such  work  and  compensation 
aie  separately  identified  and  documented 
in  the  financial  management  system  of 
the  institution. 

b.  (I)  General  Principles 

(a)  The  distribution  of  salaries  and 
wages,  whether  treated  as  direct  or  indi¬ 
rect  costs,  will  be  based  on  payrolls 
documented  in  accordance  with  the  gen¬ 
erally  accepted  practices  of  colleges  and 
universities.  Institutions  may  include  in  a 


residual  category  all  activities  that  are 
not  directly  charged  to  sponsored  agree¬ 
ments,  and  thai  need  not  be  distributed 
to  more  than  one  activity  for  purposes  of 
identifying  indirect  costs  and  the  func¬ 
tions  to  which  they  are  allocable.  The 
components  of  the  residual  category  are 
not  required  to  be  separately  document¬ 
ed. 

(b)  The  apportionment  of  employees’ 
salaries  and  wages  which  are  chargeable 
to  more  than  one  sponsored  agreement  or 
other  cost  objective  will  be  accomplished 
by  methods  which  will  (1)  be  in  accor¬ 
dance  with  Sections  A-2  and  C  above,  (2) 
produce  an  equitable  distribution  of 
charges  for  employees’  activities,  and  (3) 
distinguish  the  employees’  direct  activi¬ 
ties  from  their  indirect  activities. 

(c)  In  the  use  of  any  methods  for 
apportioning  salaries,  it  is  recognized 
that,  in  an  academic  setting,  teaching, 
research,  service,  and  administration  are 
often  inextricably  intermingled.  A  precise 
assessment  of  factors  that  contribute  to 
costs  is  not  always  feasible,  nor  is  it 
expected.  Reliance,  therefore,  is  placed 
on  estimates  in  which  a  degree  of  toler¬ 
ance  is  appropriate. 

(d)  There  is  no  single  best  method  for 
documenting  the  distribution  of  charges 
for  personal  services.  Methods  for  appor¬ 
tioning  salaries  and  wages,  however, 
must  meet  the  criteria  specified  in 
j.8.b.[2j  below.  Examples  of  acceptable 
methods  are  contained  in  J.8.c.  below. 
Other  methods  which  meet  the  criteria 
specified  in  J.8.b.[2]  below  also  shall  be 
deemed  acceptable,  if  a  mutually  satisfac¬ 
tory  alternative  agreement  is  reached. 

(2)  Criteria  for  Acceptable  Methods 

(a)  t  he  payroll  distribution  s^tem  will 
(i)  be  incorporated  into  the  olTicial  rec¬ 
ords  of  the  institution,  (ii)  reasonably 
reflect  the  activity  for  which  the  employ¬ 
ee  is  compensated  by  the  institution,  and 
(iii)  encompass  both  sponsored  and  all 
other  activities  on  an  integrated  basis, 
but  may  include  the  use  of  subsidiary 
records.  (Compensation  for  incidental 
work  described  in  J.8.a.  need  not  be 
included.) 

(b)  The  method  must  recognize  the 
principle  of  after-the-fact  confirmation  or 
determination  so  that  costs  distributed 
represent  actual  costs,  unless  a  mutually 
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satisfactory  alternative  agreement  is 
reached.  Direct  cost  activities  and  indi¬ 
rect  cost  activities  may  be  confirmed  by 
responsible  persons  with  suitable  means 
of  verification  that  the  work  was  per¬ 
formed.  Confirmation  by  the  employee  is 
not  a  requirement  for  either  direct  or 
indirect  cost  activities  if  other  responsi¬ 
ble  persons  make  appropriate  confirma¬ 
tions. 

(c)  The  payroll  distribution  system  will 
allow  confirmation  of  activity  allocable 
to  each  sponsored  agreement  and  each  of 
the  categories  of  activity  needed  to 
identify  indirect  costs  and  the  functions 
to  which  they  are  allocable.  The  activities 
chargeable  to  indirect  cost  categories  or 
the  major  functions  of  the  institution  for 
employees  whose  salaries  must  be  appor¬ 
tioned  (see  J.8.b.l.(b]  above),  if  not  ini¬ 
tially  identified  as  separate  categories, 
may  be  subsequently  distributed  by  any 
reasonable  method  mutually  agreed  to, 
including,  but  not  limited  to,  suitably 
conducted  surveys,  statistical  sampling 
procedures,  or  the  application  of  negoti¬ 
ated  fixed  rates. 

(d)  Practices  vaiy  among  institutions 
and  within  institutions  as  to  the  activity 
constituting  a  full  workload.  Therefore, 
the  payroll  distribution  system  may  re¬ 
flect  categories  of  activities  expressed  as  a 
percentage  distribution  of  total  activities. 

(e)  Direct  and  indirect  charges  may  be 
made  initially  to  sponsored  agreements 
on  the  basis  of  estimates  made  before 
services  are  performed.  When  such  esti¬ 
mates  are  used,  significant  changes  in  the 
corresponding  work  activity  ’nust  be 
identified  and  entered  into  the  payroll 
distribution  system.  Short-term  (such  as 
one  or  two  months)  fluctuation  between 
workload  categories  need  not  be  consid¬ 
ered  as  long  as  the  distribution  of  salaries 
and  wages  is  reasonable  over  the  longer 
term,  such  as  an  academic  period. 

(0  The  system  will  provide  for  inde¬ 
pendent  internal  evaluations  to  ensure 
the  system’s  effectiveness  and  compli¬ 
ance  with  the  above  standards. 

(g)  For  systems  which  meet  these  stan¬ 
dards,  the  institution  will  not  be  required 
to  provide  additional  support  or  docu¬ 
mentation  for  the  effort  actually  per¬ 
formed. 


c.  Examples  of  Acceptable  Methods  for 
Payroll  Distribution. 

T  nan-(Jontirmation:  Under  this 
method,  the  distribution  of  salaries  and 
wages  of  professorial  or  professional  staff 
applicable  to  sponsored  agreements  is 
based  on  budgeted,  planned,  or  assigned 
work  activity,  updated  to  reflect  any 
significant  changes  in  work  distribution. 
A  plan-confirmation  system  used  for  sal¬ 
aries  and  wages  charged  directly  or  indi¬ 
rectly  to  sponsored  agreements  will  meet 
the  following  standards: 

(a)  A  system  of  budgeted,  planned,  or 
assigned  work  activity  will  be  incorporat¬ 
ed  into  the  official  records  of  the  institu¬ 
tion  and  encompass  both  sponsored  and 
all  other  activities  on  an  integrated  basis. 
The  system  may  include  the  use  of  sub¬ 
sidiary  records. 

(b)  The  system  will  reasonably  reflect 
only  the  activity  for  which  the  employee 
is  compensated  by  the  institution  (com¬ 
pensation  for  incidental  work  described 
in  J.S.a.  need  not  be  included).  Practices 
vaiy  among  institutions  and  within  insti¬ 
tutions  as  to  the  activity  constituting  a 
full  workload.  Hence,  the  system  will 
reflect  categories  of  activities  expressed 
as  a  percentage  distribution  of  total  activ¬ 
ities.  (But  see  Section  H  for  treatment  of 
indirect  costs  under  the  simplified  meth¬ 
od  for  small  institutions.) 

(c)  The  system  will  reflect  activity 
applicable  to  each  sponsored  agreement 
and  to  each  category  needed  to  identify 
indirect  costs  and  the  functions  to  which 
they  are  allocable.  The  system  may  treat 
indirect  cost  activities  initially  within  a 
residual  category  and  subsequently  deter¬ 
mine  them  by  alternate  methods  as  dis¬ 
cussed  in  J.8.b.[2][c]. 

(d)  The  system  will  provide  for  modifi¬ 
cation  of  an  individual's  sala^  or  salary 
distribution  commensurate  with  any  sig¬ 
nificant  change  in  the  employee’s  work 
activity.  Short-term  (such  as  one  or  two 
months)  fluctuation  between  workload 
categories  need  not  be  considered  as  long 
as  the  distribution  of  salaries  and  wages 
is  reasonable  over  the  longer  term  such  as 
an  academic  period.  Whenever  it  is  ap¬ 
parent  that  a  significant  change  in  work 
activity  which  is  directly  or  indirectly 
charged  to  sponsored  agreements  will 
occur  or  has  occurred,  the  change  will  be 
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documented  over  the  signature  of  a  re¬ 
sponsible  official  and  entered  into  the 
system. 

(e)  At  least  annually  a  statement  will  be 
signed  by  the  employee,  principal  investi¬ 
gator,  or  responsible  ofTicial(s)  using  suit¬ 
able  means  of  verification  that  the  work 
was  performed,  stating  that  salaries  and 
wages  charged  to  sponsored  agreements 
as  direct  charges,  and  to  residual,  indirect 
cost  or  other  categories  are  reasonable  in 
relation  to  work  performed. 

(0  The  system  will  provide  for  inde¬ 
pendent  internal  evaluation  to  ensure  the 
system’s  integrity  and  compliance  with 
the  above  standards. 

(g)  In  the  use  of  this  method,  an 
institution  shall  not  be  required  to  pro¬ 
vide  additional  support  or  documenta¬ 
tion  for  the  effort  actually  performed. 

2.  After-the-fact  Activity  Records:  Un¬ 
der  this  system  tiie  distribution  ot  sala¬ 
ries  and  wages  by  the  institution  will  be 
supported  by  activity  reports  as  pre¬ 
scribed  below. 

(a)  Activity  reports  will  reflect  the 
distribution  of  activity  expended  by  em¬ 
ployees  covered  by  the  system  (compen¬ 
sation  for  incidential  work  as  described 
in  J.8.a.  need  not  be  included). 

(b)  These  reports  will  reflect  an  after- 
the-fact  reporting  of  the  percentage  distri¬ 
bution  of  activity  of  employees.  Charges 
may  be  made  initially  on  the  basis  of 
estimates  made  before  the  services  are 
performed,  provided  that  such  charges 
are  promptly  adjusted  if  significant  dif¬ 
ferences  are  indicated  by  activity  records. 

(c)  Reports  will  reasonably  reflect  the 
activities  for  which  employees  are  com¬ 
pensated  by  the  institution.  To  confirm 
that  the  distribution  of  activity  repre¬ 
sents  a  reasonable  estimate  of  the  work 
performed  by  the  employee  during  the 
period,  the  reports  will  be  signed  by  the 
employee,  principal  investigator,  or  re¬ 
sponsible  official(s)  using  suitable  means 
of  verification  that  the  work  was  per¬ 
formed. 

(d)  The  system  will  reflect  activity 
applicable  to  each  sponsored  agreement 
and  to  each  category  needed  to  identify 
indirect  costs  and  the  functions  to  which 
they  are  allocable.  The  system  may  treat 
indirect  cost  activities  initially  within  a 
residual  category  and  subsequently  deter¬ 


mine  them  by  alternate  methods  as  dis¬ 
cussed  in  J.8.b.[2][c]. 

(e)  For  professorial  and  professional 
staff,  the  reports  will  be  prepared  each 
academic  term,  but  no  less  frequently 
than  every  six  months.  For  other  employ¬ 
ees,  unless  alternate  arrangements  are 
agreed  to,  the  reports  will  be  prepared  no 
less  frequently  than  monthly  and  will 
coincide  with  one  or  more  pay  periods. 

(0  Where  the  institution  uses  time 
cards  or  other  forms  of  after-the-fact 
payroll  documents  as  original  documen¬ 
tation  for  payroll  and  payroll  charges, 
such  documents  shall  qualify  as  records 
for  this  purpose  provided  that  they  meet 
the  requirements  in  (a)  through  (e)  above. 

3.  Multiple  Confirmation  Records:  Un¬ 
der  fRis  system  the  distribution  of  sala¬ 
ries  and  wages  of  professorial  and  profes¬ 
sional  staff  will  be  supported  by  records 
which  certify  separately  for  direct  and 
indirect  cost  activities  as  prescribed  be¬ 
low. 

(a)  For  employees  covered  by  the  sys¬ 
tem,  there  will  be  direct  cost  records  to 
reflect  the  distribution  of  that  activity 
expended  which  is  to  be  allocable  as 
direct  cost  to  each  sponsored  agreement. 
There  will  also  be  indirect  cost  records  to 
reflect  the  distribution  of  that  activity  to 
indirect  costs.  These  records  nay  be  kept 
jointly  01  separately  (but  are  to  be  certi¬ 
fied  separately,  see  below). 

(b)  Salary  and  wage  charges  may  be 
made  initially  on  the  basis  of  estimates 
made  before  the  services  are  performed 
provided  that  such  charges  are  promptly 
adjusted  if  significant  differences  occur. 

(c)  Institutional  records  will  reasonably 
reflect  only  the  activity  for  which  em¬ 
ployees  are  compensated  by  the  institu¬ 
tion  (compensation  for  incidental  work 
as  described  in  J.8.a.  need  not  be  includ¬ 
ed). 

(d)  The  system  will  reflect  activity 
applicable  to  each  sponsored  agreement 
and  to  each  category  needed  to  identify 
indirect  costs  and  the  functions  to  which 
they  are  allocable. 

(e)  To  confirm  that  the  distribution  of 
activity  represents  a  reasonable  estimate 
of  the  work  performed  by  the  employee 
during  the  period,  the  record  for  each 
employee  will  include: 
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(1)  The  signature  of  the  employee  or  of 
a  person  having  direct  knowledge  of  the 
work,  confirming  that  the  record  of  activ¬ 
ities  allocable  as  direct  costs  of  each 
sponsored  agreement  is  appropriate. 

(2)  The  record  of  indirect  costs  will 
include  the  signature  of  responsible  per- 
son(s)  who  use  suitable  means  of  verifica¬ 
tion  that  the  work  was  performed  and  is 
consistent  with  the  overall  distribution  of 
the  employee’s  compensated  activities. 
These  signatures  may  alt  be  on  the  same 
document. 

(0  The  reports  will  be  prepared  each 
academic  term,  but  no  less  frequently 
than  every  six  months. 

(g)  Where  the  institution  uses  time 
cards  or  other  forms  of  after-the-fact 
payroll  documents  as  original  documen¬ 
tation  for  payroll  and  payroll  charges, 
such  documents  shall  qualify  as  records 
for  this  purpose  provided  they  meet  the 
requirements  in  (a)  through  (0  above. 

d.  Salary  rates  for  faculty  members. 

( 1 )  Salary  rates  tor  academic  year. 
Charges  tor  work  pertormed  on  spon- 
sored  agreements  by  faculty  members 
during  the  academic  year  will  be  based  on 
the  individual  faculty  member’s  regular 
compensation  for  the  continuous  period 
which,  under  the  policy  of  the  institution 
concerned,  constitutes  the  basis  of  his 
salary.  Charges  for  work  performed  on 
sponsored  agreements  during  alt  or  any 
portion  of  such  period  are  allowable  at 
the  base  salary  rate.  In  no  event  will 
charges  to  sponsored  agreements,  irre¬ 
spective  of  the  basis  of  computation, 
exceed  the  proportionate  share  of  the 
base  salary  for  that  period.  This  principle 
applies  to  all  members  of  the  faculty  at  an 
institution.  Since  intra-university  con¬ 
sulting  is  assumed  to  be  undertaken  as  a 
university  obligation  requiring  no  com¬ 
pensation  in  addition  to  full-time  base 
salary,  the  principle  also  applies  to  facul¬ 
ty  members  who  function  as  consultants 
or  otherwise  contribute  to  a  sponsored 
agreement  conducted  by  another  faculty 
member  of  the  same  institution.  How¬ 
ever,  in  unusual  cases  where  consultation 
is  across  departmental  lines  or  involves  a 
separate  or  remote  operation,  and  the 
work  performed  by  the  consultant  is  in 
addition  to  his  regular  departmental 
load,  any  charges  for  such  work  repre¬ 


senting  extra  compensation  above  the 
base  salary  are  allowable  provided  that 
such  consulting  arrangements  are  specifi¬ 
cally  provided  for  in  the  agreement  or 
approved  in  writing  by  the  sponsoring 
agency. 

(2)  Periods  Outside  the  Academic 
Year. 

(a)  Except  as  otherwise  specified  for 
teaching  activity  in  (b)  below,  charges  for 
work  performed  by  faculty  members  on 
sponsored  agreements  dur  ^  the  sum¬ 
mer  months  or  ot  ler  period  not  included 
in  the  base  salary  period  will  be  deter¬ 
mined  for  each  faculty  member  at  a  rate 
not  in  excess  of  the  base  salary  divided  by 
the  period  to  which  the  base  salary  re¬ 
lates,  and  will  be  limited  to  charges  made 
in  accordance  with  other  parts  of  this 
section.  The  base  salary  period  used  in 
computing  charges  for  work  performed 
during  the  summer  months  will  be  the 
number  of  months  covered  by  the  faculty 
member’s  official  academic  year  appoint¬ 
ment 

(b)  Charges  for  teaching  activities  per¬ 
formed  by  faculty  members  on  sponsored 
agreements  during  the  summer  months 
or  other  periods  not  included  in  the  base 
salary  period  will  be  based  on  the  normal 
policy  of  the  institution  governing  com¬ 
pensation  to  faculty  membera  .r  teach¬ 
ing  assignments  during  such  periods. 

(3)  Part-time  faculty.  Charges  for  work 
performed  on  sponsored  agreements  by 
faculty  members  having  only  part-time 
appointments  will  be  determined  at  a 
rate  not  in  excess  of  that  regularly  paid 
for  the  part-time  assignments;  e.g.,  an 
institution  pays  $5,000  to  a  faculty  mem¬ 
ber  for  half-time  teaching  during  the 
academic  year.  He  devoted  one-half  of 
his  remaining  time  to  a  sponsored  agree¬ 
ment.  Thus,  his  additional  compensa¬ 
tion,  chargeable  by  the  institution  to  the 
agreement,  would  be  one-half  of  $5,000, 
or  $2,500. 

e.  Noninstitutional  professional  activi¬ 
ties.  Unless  an  arrangement  is  specifically 
aulhorized  by  a  Federal  sponsoring  agen¬ 
cy,  an  institution  must  follow  its  institu¬ 
tion-wide  policies  and  practices  concern¬ 
ing  the  permissible  extent  of  professional 
services  that  can  be  provided  outside  the 
instituMoii  for  noninstitutional  compen¬ 
sation.  Where  such  institution-wide  poli- 
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cies  do  not  exist  or  do  not  adequately 
define  the  permissible  extent  of  consult¬ 
ing  or  other  noninstitutional  activities 
undertaken  for  extra  outside  pay,  the 
Government  may  require  that  the  effort 
of  professional  staff  working  on  spon¬ 
sored  agreements  be  allocated  between 

(1)  institutional  activities,  and  (2)  non¬ 
institutional  professional  activities.  If  the 
sponsoring  agency  considers  the  extent  of 
noninstitutional  professional  effort  exces¬ 
sive,  appropriate  arrangements  governing 
compensation  wilt  be  negotiated  on  a 
case-by-case  basis. 

f  Fringe  benefits. 

(1)  Fringe  benefits  in  the  form  of 
regular  compensation  paid  to  employees 
during  periods  of  authorized  absences 
fr-  m  the  job,  such  as  for  annual  leave, 
sick  leave,  military  leave,  and  the  tike, 
are  allowable,  provided  such  costs  are 
distributed  to  all  institutional  activities 
in  proportion  to  the  relative  amount  of 
time  or  effort  actually  devoted  by  the 
employees.  See  Section  J.40  for  treatment 
of  sabbatical  leave. 

(2)  Fringe  benefits  in  the  form  of 
employer  contributions  or  expenses  for 
jocial  security,  employee  insurance, 
workmen’s  compensation  insurance,  tui¬ 
tion  or  remission  of  tuition  for  individual 
employees  or  their  families  and  the  like 
are  allowable,  provided  such  benefits  are 
granted  in  accordance  with  established 
institutional  policies,  and  are  distributed 
to  all  institutional  activities  on  an  equita¬ 
ble  basis.  See  Section  J.41  for  treatment 
of  tuition  remission  provided  to  students. 

(3)  Rules  for  pension  plan  costs  are  as 
follows: 

(a)  Costs  of  the  institution’s  pension 
plan  which  are  incurred  in  accordance 
with  the  established  policies  of  the  insti¬ 
tution  are  allowable,  provided:  (i)  such 
policies  meet  the  test  of  reasonableness, 
(ii)  the  methods  of  cost  allocation  are 
equitable  for  all  activities,  (iii)  the 
amount  of  pension  cost  assigned  to  each 
fiscal  year  is  determined  in  accordance 
with  (b)  below,  and  (iv)  the  cost  assigned 
to  a  given  fiscal  year  is  paid  or  funded  for 
all  plan  participants  within  six  months 
after  the  end  of  that  year.  However, 
increases  to  normal  and  past  service 
pension  costs  caused  by  a  delay  in  fund¬ 
ing  the  actuarial  liability  beyond  30  days 


after  each  quarter  of  the  year  to  which 
such  costs  are  assignable  are  unallowable. 

(b)  The  amount  of  pension  cost  as¬ 
signed  to  each  fiscal  year  shall  be  deter¬ 
mined  in  accordance  with  generally  ac¬ 
cepted  accounting  principles.  Institutions 
may  elect  to  follow  the  “Cost  Accounting 
Standard  for  Composition  and  Measure¬ 
ment  of  Pension  Cost’’  (4  CFR  Part  412). 

(3)  Premiums  paid  for  pension  plan 
termination  insurance  pursuant  to  the 
Employee  Retirement  Income  Security 
Act  of  1974  (Public  Law  93-406)  are 
allowable.  Late  payment  charges  on  such 
premiums  are  unallowable.  Excise  taxes 
on  accumulated  funding  deficiencies  and 
prohibited  transactions  of  pension  plan 
fiduciaries  imposed  under  the  Employee 
Retirement  Income  Security  Act  are  also 
unallowable. 

d.  Fringe  benefits  may  be  assigned  to 
cost  objectives  by  identifying  specific 
benefits  to  specific  individual  employees 
or  by  allocating  on  the  basis  of  the 
salaries  and  wages  of  the  employees  re¬ 
ceiving  the  benefits.  When  the  allocation 
method  is  used,  separate  allocations  must 
be  made  to  selective  groupings  of  em¬ 
ployees,  if  the  costs  in  relationship  to 
salaries  and  wages  differ  significantly  for 
different  groups  of  employees.  Also  fringe 
benefits  related  to  institutional  salaries 
and  wages  treated  as  direct  costs  may  be 
treated  as  direct  costs. 

g.  Institution-furnished  automobiles. 
That  portion  of  the  cost  of  institution- 
furnished  automobiles  that  relates  to  per¬ 
sonal  use  by  employees  (including  trans¬ 
portation  to  and  from  work)  is  unallowa¬ 
ble  regardless  of  whether  the  cost  is 
reported  as  taxable  income  to  (he  em¬ 
ployees. 

9.  Contingency  provisions.  Contribu¬ 
tions  to  a  contingency  reserve  or  any 
similar  provision  made  for  events,  the 
occurrence  of  which  cannot  be  foretold 
with  certainty  as  to  time,  intensity,  or 
with  an  assurance  of  their  happening,  are 
unallowable.  (But  see  also  Section  J.21.c) 

10.  Deans  of  faculty  and  graduate 
scnools.  Ihe  salaries  and  expenses  ot 
deans  of  faculty  and  graduate  schools,  or 
their  equivalents,  and  their  staffs,  are 
allowable. 
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1 1 .  Defense  and  prosecution  of  crimi¬ 
nal  and  civil  proceedings,  claims,  appeals 
and  patent  intrmgement. 

a.  Definitions. 

“Conviction,”  as  used  herein,  means  a 
judgment  or  conviction  of  a  criminal 
offense  by  any  court  of  competent  juris¬ 
diction,  whether  entered  upon  verdiet  or 
a  plea  including  a  conviction,  due  to  a 
plea  of  nolo  contendere. 

“Costs,”  include,  but  are  not  limited 
to,  administrative  and  clerical  expenses; 
the  cost  of  legal  services,  whether  per¬ 
formed  by  in-house  or  private  counsel; 
the  costs  of  the  services  of  accountants, 
consultants,  or  others  retained  by  the 
institution  to  assist  it;  costs  of  employees, 
officers  and  trustees,  and  any  similar 
costs  incurred  before,  during,  and  after 
commencement  of  a  judicial  or  adminis¬ 
trative  proceeding  that  bears  a  direct 
relationship  to  the  proceedings. 

“Fraud,”  as  used  herein,  means  (i)  acts 
of  fraud  or  corruption  or  attempts  to 
defraud  the  government  or  to  corrupt  its 
agents,  (ii)  acts  that  constitute  a  cause  for 
debarment  or  suspension  (as  specified  in 
agency  regulations),  and  (iii)  acts  which 
violate  the  False  Claims  Act,  31  U.S.C., 
sections  3729-3731,  or  the  Anti-kickback 
Act,  41  U.S.C.,  sections  51  and  54. 

“Penalty,”  does  not  include  restitution, 
reimbursement,  or  compensatory  dam¬ 
ages. 

“Proceeding,”  includes  an  investiga¬ 
tion. 

b.  (1)  Except  as  otherwise  described 
herein,  costs  incurred  in  connection  with 
any  criminal,  civil  or  administrative  pro¬ 
ceeding  (including  filing  of  a  false  certifi¬ 
cation)  commenced  by  the  Federal  Gov¬ 
ernment,  or  a  State,  local  or  foreign 
government,  are  not  allowable  if  the 
proceeding  (1)  relates  to  a  violation  of,  or 
failure  to  comply  with,  a  Federal,  State, 
local  or  foreign  statute  or  regulation,  by 
the  institution  (including  its  agents  and 
employees);  and  (2)  results  in  any  of  the. 
following  dispositions: 

(a)  In  a  criminal  proceeding,  a  convic¬ 
tion. 

(b)  In  a  civil  or  administrative  proceed¬ 
ing  involving  an  allegation  of  fraud  or 
similar  misconduct,  a  determination  of 
institutional  liability. 


(c)  In  the  case  of  any  civil  or  adminis¬ 
trative  proceeding,  the  imposition  of  a 
monetary  penalty. 

(d)  A  final  decision  by  an  appropriate 
Federal  official  to  debar  or  suspend  the 
institution,  to  rescind  or  void  an  award, 
or  to  terminate  an  award  for  default  by 
reason  of  a  violation  or  failure  to  comply 
with  a  law  or  regulation. 

(e)  A  disposition  by  consent  or  com¬ 
promise,  if  the  action  could  have  resulted 
in  any  of  the  dispositions  described  in 
(a),  (b),  (c)  or  (d)  of  b.(l)  above. 

(2)  If  more  than  one  proceeding  in¬ 
volves  the  same  alleged  misconduct,  the 
costs  of  all  such  procee  'ings  shall  be 
unallowable  if  any  one  of  tii^m  results  in 
one  of  the  dispositions  shown  in  b(l) 
above. 

c.  If  a  proceeding  referred  to  in  para¬ 
graph  b.  is  commenced  by  the  Federal 
Government  and  is  resolved  by  consent 
or  compromise  pursuant  to  an  agreement 
entered  into  by  the  institution  and  the 
Federal  Government,  then  the  costs  in¬ 
curred  by  the  institution  in  connection 
with  such  proceedings  that  are  otherwise 
not  allowable  under  paragraph  b.  may  be 
allowed  to  the  extent  specifically  provid¬ 
ed  in  such  agi  cement. 

d.  If  a  proceeding  referred  to  in  para¬ 
graph  b  is  commenced  by  a  State,  local  or 
foreign  government,  the  authorized  Fed¬ 
eral  official  may  allow  the  costs  incurred 
by  the  institution  for  such  proceedings,  if 
such  authorized  official  determines  that 
the  costs  were  incurred  as  a  result  of  (1)  a 
specific  term  or  condition  of  a  Federally 
sponsored  agreement,  or  (2)  specific  writ¬ 
ten  direction  of  an  authorized  official  of 
the  sponsoring  agency. 

e.  Costs  incurred  in  connection  with 
proceedings  described  in  paragraph  b., 
but  which  are  not  made  unallowable  by 
that  paragraph,  may  be  allowed  by  the 
Government  but  only  to  the  extent  that: 

(1)  The  costs  are  reasonable  in  relation 
to  the  activities  required  to  deal  with  the 
proceeding  and  the  underlying  cause  of 
action; 

(2)  Payment  of  the  costs  incurred,  as 
allowable  and  allocable  costs,  is  not  pro¬ 
hibited  by  any  other  provision(s)  of  the 
sponsored  agreement; 

(3)  The  costs  are  not  otherwise  recov¬ 
ered  from  the  Federal  Government  or  a 
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third  party,  eithe*'  directly  as  a  result  of 
the  proceeding  or  otherwise;  and 

(4)  The  percentage  of  costs  allowed 
does  not  exceed  the  percentage  deter¬ 
mined  by  an  authorized  Federal  official 
to  be  appropriate  considering  the  com¬ 
plexity  of  procurement  litigation,  gener¬ 
ally  accepted  principles  governing  the 
award  of  legal  fees  in  civil  actions  involv¬ 
ing  the  United  States  as  a  party,  and  such 
other  factors  as  may  be  appropriate.  Such 
percentage  shall  not  exceed  80  percent. 
However,  if  an  agreement  reached  under 
paragraph  c.  has  explicitly  considered 
this  80  percent  limitation  and  permitted 
a  higher  percentage,  then  the  full  amount 
of  costs  resulting  from  that  agreement 
shall  be  allowable. 

f.  Costs  incurred  by  the  institution  in 
connection  with  the  defense  of  suits 
brought  by  its  employees  or  ex-employees 
•inoer  section  2  of  the  Major  Fraud  Act  of 
i988  (Pub.  L.  100-700),  including  the 
cost  of  all  relief  necessary  to  make  such 
employee  whole,  where  the  institution 
was  found  liable  or  settled,  are  unallowa¬ 
ble. 

g.  Costs  of  legal,  accounting,  and  con¬ 
sultant  service?,  and  related  costs,  in¬ 
curred  in  connection  with  defense  against 
Government  claims  or  appeals,  or  the 
prosecution  of  claims  or  appeals  against 
the  Government,  are  unallowable. 

h.  Costs  of  legal,  accounting,  and  con¬ 
sultant  services,  and  related  costs,  in¬ 
curred  in  connection  with  patent  in¬ 
fringement  litigation,  are  unallowable 
unless  otherwise  provided  for  in  the 
sponsored  agreements. 

i.  Costs  which  may  be  unallowable 
under  this  section,  including  directly  as¬ 
sociated  costs,  shall  be  segregated  and 
accounted  for  by  the  institution  separate¬ 
ly.  During  the  pendency  of  any  proceed¬ 
ing  covered  by  paragraph  b.  and  f.  of  this 
section,  the  Government  shall  generally 
withhold  payment  of  such  costs.  How¬ 
ever,  if  in  the  best  interests  of  the  Gov¬ 
ernment,  the  Government  may  provide 
for  conditional  payment  upon  provision 
of  adequate  security,  or  other  a-^  equate 
assurance,  and  agreement  by  the  institu¬ 
tion  to  repay  all  unallowable  costs,  plus 
interest,  if  the  costs  are  subsequently 
determined  to  be  unallowable. 


12.  Depreciation  and  use  allowances. 
Institutions  may  be  compensated  for  the 
use  of  their  buildings,  capital  improve¬ 
ments,  and  equipment;  provided  that 
they  are  used,  needed  in  the  institutions’ 
activities,  and  properly  allocable  to  spon¬ 
sored  agreements.  Such  compensation 
shall  be  made  by  computing  ei'.her  depre¬ 
ciation  or  use  allowance.  Use  allowances 
aie  the  means  of  providing  such  compen¬ 
sation  when  depreciation  or  other  equiv¬ 
alent  costs  are  not  computed.  The  alloca¬ 
tion  for  depreciation  or  use  allowance 
shall  be  made  in  accordance  with  Section 
FI.  Depreciation  and  use  allowances  are 
computed  applying  the  following  rules: 

a.  The  computation  of  depreciation  or 
use  allowances  shall  be  based  on  the 
acquisition  cost  of  the  assets  involved. 
For  this  purpose,  the  acquisition  cost  will 
exclude  (1)  the  cost  of  land;  (2)  any 
portion  of  the  cost  of  buildings  and 
equipment  borne  by  or  donated  by  the 
Government,  irrespective  of  where  title 
was  originally  vested  or  where  it  is  pres¬ 
ently  located;  and  (3)  any  portion  of  the 
cost  of  buildings  and  equipment  contrib¬ 
uted  by  or  for  the  institution  where  law  or 
agreement  prohibit  recovery.  For  an  asset 
donated  to  the  institution  by  a  third 
party,  its  fair  market  value  at  the  time  of 
the  donation  shall  be  considered  as  the 
acquisition  cost. 

b.  In  the  use  of  the  depreciation  meth¬ 
od,  the  following  shall  be  observed: 

(1)  The  period  of  useful  service  or 
useful  life  established  in  each  case  for 
usable  capital  assets  must  take  into  con¬ 
sideration  such  factors  as  type  of  con¬ 
struction,  nature  of  the  equipment,  tech¬ 
nological  developments  in  the  particular 
area,  and  the  renewal  and  replacement 
policies  followed  for  the  individual  items 
or  classes  of  assets  involved. 

(2)  The  depreciation  method  used  to 
charge  the  cost  of  an  asset  (or  group  of 
assets)  to  accounting  periods  shall  reflect 
the  pattern  of  consumption  of  the  asset 
during  its  useful  life.  In  the  absence  of 
clear  evidence  indicating  that  the  expect¬ 
ed  consumption  of  the  asset  will  be 
significantly  greater  in  the  early  portions 
than  in  the  later  portions  of  its  useful  life, 
the  straight-line  method  shall  be  pre¬ 
sumed  to  be  the  appropriate  method. 
Depreciation  methods  once  used  shall 
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not  be  changed  unless  approved  in  ad¬ 
vance  by  the  cognizant  Federal  agency. 

(3)  Where  the  depreciation  method  is 
introduced  for  application  to  assets  for 
which  use  allowance  was  previously 
charged,  the  aggregate  amount  of  use 
allowances  and  depreciation  applicable 
to  such  assets  must  not  exceed  the  total 
acquisition  cost  of  the  assets. 

(4)  When  the  depreciation  method  is 
used  for  buildings,  a  building  “shell”  may 
be  treated  separately  from  other  building 
components,  such  as  plumbing  system 
and  heating  and  air  conditioning  system. 
Each  component  item  may  then  be  depre¬ 
ciated  over  its  estimated  useful  life.  On 
the  other  hand,  the  entire  building,  in¬ 
cluding  the  shell  and  all  components, 
may  be  treated  as  a  single  asset  and 
depreciated  over  a  single  useful  life. 

(5)  Where  the  depreciation  method  is 
used  for  a  particular  class  of  assets,  no 
depreciation  may  be  allowed  on  any  such 
assets  that  have  outlived  their  deprecia¬ 
ble  lives.  (But  see  also  c(3),  below.) 

c.  Under  the  use  allowance  method,  the 
following  shall  be  observed: 

(1)  The  use  allowance  for  buildings  and 
improvements  (including  improvements 
such  as  paved  parking  areas,  fences,  and 
sidewalks)  will  be  computed  at  an  annual 
rate  not  exceeding  two  percent  of  acquisi¬ 
tion  cost.  The  use  allowance  for  equip¬ 
ment  will  be  computed  at  an  annual  rate 
not  exceeding  six  and  two-thirds  percent 
of  acquisition  cost. 

(2)  In  contrast  to  the  depreciation 
method,  the  entire  building  must  be 
treated  as  a  single  asset  without  separat¬ 
ing  its  “shell”  from  other  building  com¬ 
ponents  under  the  use  allowance  method. 
The  entire  building  must  be  treated  as  a 
single  asset,  and  the  two-percent  use 
allowance  limitation  must  be  applied  to 
all  parts  of  the  building.  The  two-percent 
limitation,  however,  need  not  be  applied 
to  equipment  or  other  assets  that  are 
merely  attached  or  fastened  to  the  build¬ 
ing  but  not  permanently  fixed  and  are 
used  as  furnishings,  decorations  or  for 
specialized  purposes  (e.g.,  dentist  chairs 
and  dental  treatment  units,  counters, 
laboratory  benches  bolted  to  the  floor, 
dishwashers,  and  carpeting).  Such  equip¬ 
ment  and  assets  will  be  considered  as  not 
being  permanently  fixed  to  the  buildling  if 


they  can  be  removed  without  the  need  for 
costly  or  extensive  alterations  or  repairs 
to  the  building  to  make  the  space  usable 
for  other  pui  poses.  Equipment  and  assets 
which  meet  these  criteria  will  be  subject 
to  the  six  and  two-thirds  percent  equip¬ 
ment  use  allowance. 

(3)  A  reasonable  use  allowance  may  be 
negotiated  for  any  assets  that  are  consid¬ 
ered  to  be  fully  depreciated,  after  taking 
into  consideration  the  amount  of  depreci¬ 
ation  previously  charged  to  the  Govern¬ 
ment,  the  estimated  useful  life  remaining 
at  the  time  of  negotiation,  the  elTect  of 
any  increased  maintenance  charges,  de¬ 
creased  efficiency  due  to  age,  and  any 
other  factors  pertinent  to  the  utilization 
of  the  asset  for  the  purpose  contemplat¬ 
ed. 

d.  Except  as  otherwise  provided  in  b 
and  c  above,  a  combination  of  the  depre¬ 
ciation  and  use  allowance  methods  may 
not  be  used,  in  like  circumstances,  for  a 
single  class  of  assets  (e.g.,  buildings,  of¬ 
fice  equipment,  and  computer  equip¬ 
ment). 

e.  Charges  for  use  allowances  or  depre¬ 
ciation  must  be  supported  by  adequate 
property  records,  and  physical  invento¬ 
ries  must  be  taken  at  least  once  every  two 
years  to  ensure  that  the  assets  exist  and 
are  usable,  used,  and  needed.  Statistical 
sampling  techniques  may  be  used  in 
taking  these  inventories.  In  addition, 
when  the  depreciation  method  is  used, 
adequate  depreciation  records  showing 
the  amount  of  depreciation  taken  each 
period  must  also  be  maintained. 

f.  This  section  applies  to  the  largest 
college  and  university  recipients  of  feder¬ 
al  research  and  development  funds  as 
displayed  in  Exhibit  A. 

(1)  institutions  shall  expend  currently, 
or  reserve  for  expenditure  within  the  next 
five  years,  the  portion  of  indirect  cost 
payments  made  for  depreciation  or  use 
allowances  under  sponsored  research 
agreements,  consistent  with  section  G.7, 
to  acquire  or  improve  research  facilities. 
This  provision  applies  only  to  Federal 
agreements  which  reimburse  indirect 
costs  at  a  full  negotiated  rate.  These 
funds  may  only  be  used  for:  (a)  liquida¬ 
tion  of  the  principal  of  debts  incurred  to 
acquire  assets  that  are  used  directly  for 
organized  research  activities,  or  (b)  pay- 
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ments  to  acquire,  repair,  renovate,  or 
improve  buildings  or  equipment  directly 
used  for  organized  research.  For  build¬ 
ings  or  equipment  not  exclusively  used 
for  organized  research  activity,  only  ap¬ 
propriately  proportionate  amounts  will 
be  considered  to  have  been  expended  for 
research  facilities. 

(2)  An  assurance  that  an  amount  equal 
to  the  Federal  reimbursements  has  been 
appropriately  expended  or  reserved  to 
acquire  or  improve  research  facilities 
shall  be  submitted  as  part  of  each  indirect 
cost  proposal  submitted  to  the  cognizant 
Federal  agency  which  is  based  on  costs 
incurred  on  or  after  October  1,  1991. 
This  assurance  will  cover  the  cumulative 
amounts  of  funds  received  and  expended 
during  the  period  beginning  after  the 
period  covered  by  the  previous  assurance 
and  ending  with  the  fiscal  year  on  which 
the  proposal  is  based.  The  assurance  shall 
also  cover  any  amounts  reserved  from  a 
prior  period  in  which  the  funds  received 
exceeded  the  amounts  expended. 

1 3.  Donations  and  Contributions. 

a.  'i  ne  value  ot  donated  services  and 
property  are  not  allowable  either  as  a 
direct  or  indirect  cost,  except  that  depre¬ 
ciation  or  use  allowances  m  donated 
assets  are  permitted  in  accordance  with 
Section  J.12.a.  The  value  of  donated 
services  and  property  may  be  used  to 
meet  cost  sharing  or  matching  require¬ 
ments,  in  accordance  with  0MB  Circular 
No.  A-1 10. 

b.  Donations  or  contributions  made  by 
the  institution,  regardless  of  the  recipi¬ 
ent,  are  unallowable. 

14.  Employee  morale,  health,  and  wel- 
fare  costs  and  credits,  i  he  costs  ot  house 
publications,  health  or  first-aid  clinics 
and/or  infirmaries,  recreational  activi¬ 
ties,  food  services,  employees’  counseling 
services,  and  other  expenses  incurred  in 
accordance  with  the  institution’s  estab¬ 
lished  practice  or  custom  for  the  im¬ 
provement  of  working  conditions,  em¬ 
ployer-employee  relations,  employee  mo¬ 
rale,  and  employee  performance,  are  al¬ 
lowable.  Such  costs  will  be  equitably 
apportioned  to  all  activities  of  the  institu¬ 
tion.  Income  generated  from  any  of  these 
activities  will  be  credited  to  the  cost 
thereof  unless  such  income  has  been 
irrevocably  set  over  to  employee  welfare 


organizations.  Losses  resulting  from  op¬ 
erating  food  services  are  allowable  only  if 
the  institution’s  objective  is  to  operate 
such  services  on  a  break-even  basis. 
Losses  sustained  because  of  operating 
objectives  other  than  the  above  are  allow¬ 
able  only  (a)  where  the  institution  can 
demonstrate  unusual  circumstances,  and 
(b)  with  the  approval  of  the  cognizant 
Federal  agency. 

15.  Entertainment  costs.  Costs  of  en- 
tertainment,  including  amusement,  di¬ 
version,  and  social  activities  and  any 
costs  directly  associated  with  such  costs 
(such  as  tickets  to  shows  or  sports  events, 
meals,  lodging,  rentals,  transportation, 
and  gratuities)  are  unallow  ble. 

16.  Equipment  and  other  capital  ex¬ 
penditures 

a.  For  purposes  of  this  paragraph,  the 
following  definitions  apply: 

(1)  Equipment  means  an  article  of 
nonexpendable  tangible  personal  proper¬ 
ty  having  a  useful  life  of  more  than  two 
years,  and  an  acquisition  cost  of  $500  or 
more  per  unit.  However,  consistent  with 
institutional  policy,  lower  limits  may  be 
established. 

(2)  Capital  expenditure  means  the  cost 
of  the  asset  including  the  cost  to  put  it  in 
place.  Capital  expenditure  for  equip¬ 
ment,  for  example,  means  the  nci  invoice 
price  of  the  equipment,  including  the  cost 
of  any  modifications,  attachments,  acces¬ 
sories,  or  auxiliary  apparatus  necessary  to 
make  it  usable  for  the  purpose  for  which 
it  is  acquired.  Ancillary  charges,  such  as 
taxes,  duty,  protective  intransit  insur¬ 
ance,  freight,  and  installation  may  be 
included  in,  or  excluded  from,  capital 
expenditure  cost  in  accordance  with  the 
institution’s  regular  accounting  practices. 

(3)  Special  purpose  equipment  means 
equipment  which  is  used  only  for  re¬ 
search,  medical,  scientific,  or  other  tech¬ 
nical  activities. 

(4)  General  purpose  equipment  means 
equipment,  the  use  ot  which  is  not  limit¬ 
ed  only  to  research,  medical,  scientific  or 
other  technical  activities.  Examples  of 
general  purpose  equipment  include  office 
equipment  and  furnishings,  air  condi¬ 
tioning  equipment,  reproduction  and 
printing  equipment,  motor  vehicles,  and 
automatic  data  processing  equipment. 
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b.  The  following  rules  of  allowability 
shall  apply  to  equipment  and  other  capi¬ 
tal  expenditures; 

(1)  Capital  expenditures  for  general 
purpose  equipment,  buildings,  and  land 
are  unallowable  as  direct  charges,  except 
where  approved  in  advance  by  the  spon¬ 
soring  agency. 

(2)  Capital  expenditures  for  special 
purpose  equipment  are  allowable  as  di¬ 
rect  charges,  provided  that  the  acquisi¬ 
tion  of  items  having  a  unit  cost  of  $  1 ,000 
or  more  is  approved  in  advance  by  the 
sponsoring  agency. 

(3)  Capital  expenditures  for  improve¬ 
ments  to  land,  buildings,  or  equipment 
which  materially  increase  their  value  or 
useful  life  are  unallowable  as  direct 
charges,  except  where  approved  in  ad¬ 
vance  by  the  sponsoring  agency. 

(4)  Capital  expenditures  are  unallowa¬ 
ble  as  indirect  costs.  But  see  Section  J.i2 
for  allowability  of  depreciation  or  use 
allowance  on  buildings,  capital  improve¬ 
ments,  and  equipment.  Also  see  Section 
J.38  for  allowability  of  rental  costs  on 
land,  buildings,  and  equipment. 

17.  Executive  lobbying  costs.  Costs 
incurred  in  attempting  to' improperly 
influence  either  directly  or  indirectly,  an 
employee  or  officer  of  the  executive 
branch  of  the  Federal  Government  to 
give  consideration  or  to  act  regarding  a 
sponsored  agreement  or  a  regulatory  mat¬ 
ter  are  unallowable.  Improper  influence 
means  any  influence  that  induces  or 
tends  to  induce  a  Government  employee 
or  officer  to  give  consideration  or  to  act 
regarding  a  Government-sponsored 
agreement  or  regulatory  matter  on  any 
basis  other  than  the  merits  of  the  matter. 

18.  Fines  and  penalties.  Costs  resulting 
from  violations  ot,  or  failure  of  the 
institution  to  comply  with.  Federal, 
State,  and  local  or  foreign  laws  and 
regulations  are  unallowable,  except  when 
incurred  as  a  result  of  compliance  with 
specific  provisions  of  the  sponsored 
agreement,  or  instructions  in  writing 
from  the  authorized  official  of  the  spon¬ 
soring  agency  authorizing  in  advance 
such  payments. 

19.  Goods  or  services  for  personal  use. 
Costs  ot  goods  or  services  tor  personal 
use  of  the  institution’s  employees  are 
unallowable  regardless  of  whether  the 


cost  is  reported  as  taxable  income  to  the 
employees. 

20.  Housing  and  personal  living  ex- 
pen^ 

a.  Costs  of  housing  (e.g.,  depreciation, 
maintenance,  utilities,  furnishings,  rent, 
etc.),  housing  allowances  and  personal 
living  expenses  for/of  the  institution’s 
officers  are  unallowable  regardless  of 
whether  the  cost  is  reported  as  taxable 
income  to  the  employees. 

b.  The  term  officers  includes  current 
and  past  officers. 

21.  Insurance  and  indemnification. 

a.  Costs  ot  insurance  required  or  ap- 
proved,  and  maintained,  pursuant  to  the 
sponsored  agreement,  are  allowable. 

b.  Costs  of  other  insurance  maintained 
by  the  institution  in  connection  with  the 
general  conduct  of  its  activities,  are  al¬ 
lowable  subject  to  the  following  limita¬ 
tions;  (1)  types  and  extent  and  cost  of 
coverage  must  be  in  accordance  with 
sound  institutional  practice;  (2)  costs  of 
insurance  or  of  any  contributions  to  any 
reserve  covering  the  risk  of  loss  of  or 
damage  to  Government-owned  property 
are  unallowable,  except  to  the  extent  that 
the  Government  has  specifically  required 
or  approved  such  costs;  and  (3)  costs  of 
insurance  on  the  lives  of  officers  or 
trustees  are  unallowable  except  where 
such  insurance  is  part  of  an  employee 
plan  which  is  not  unduly  restricted. 

c.  Contributions  to  a  reserve  for  a  self- 
insurance  program  are  allowable  to  the 
extent  that  the  types  of  coverage,  extent 
of  coverage,  and  the  rates  and  premiums 
would  have  been  allowed  had  insurance 
been  purchased  to  cover  the  risks. 

d.  Actual  losses  which  could  have  been 
covered  by  permissible  insurance  (wheth¬ 
er  through  purchased  insurance  or  self- 
insurance)  are  unallowable,  unless  ex¬ 
pressly  provided  for  in  the  sponsored 
agreement,  except  that  costs  incurred 
because  of  losses  not  covered  under  exist¬ 
ing  deductible  clauses  for  insurance  cov¬ 
erage  provided  in  keeping  with  sound 
management  practice  as  well  as  minor 
losses  not  covered  by  insurance,  such  as 
spoilage,  breakage  and  disappearance  of 
small  hand  tools,  which  occur  in  the 
ordinary  course  of  operations,  are  allow¬ 
able. 
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e.  Indemnification  includes  securing 
the  institution  against  liabilities  to  third 
persons  and  other  losses  not  compensat¬ 
ed  by  insurance  or  otherwise.  The  Gov¬ 
ernment  is  obligated  to  indemnify  the 
institution  only  to  the  extent  expressly 
provided  for  in  the  sponsored  agreement, 
except  as  provided  in  d  above. 

f  Insurance  against  defects.  Costs  of 
insurance  with  respect  to  any  costs  in¬ 
curred  to  correct  defects  in  the  institu¬ 
tion’s  materials  or  workmanship  are  un¬ 
allowable. 

22.  Interest,  fund  raising,  and  invest¬ 
ment  management  costs. 

a.  costs  incurred  for  interest  on  bor¬ 
rowed  capital  or  temporary  use  of  endow¬ 
ment  funds,  however  represented,  are 
unallowable,  except  as  indicated  in  e. 
below. 

b.  Costs  of  organized  fund  raising, 
including  financial  campaigns,  endow¬ 
ment  drives,  solicitation  of  gifts  and 
bequests,  and  similar  expenses  incurred 
solely  to  raise  capital  or  obtain  contribu¬ 
tions,  are  unallowable. 

c.  Costs  of  investment  counsel  and  staff 
and  similar  expenses  incurred  solely  to 
enhance  income  from  investments  are 
unallowable. 

d.  Costs  related  to  the  physical  custody 
and  control  of  monies  and  securities  are 
allowable. 

e.  The  cost  of  interest  paid  to  an 
external  party  is  allowable  where  associ¬ 
ated  with  the  following  assets,  provided 
the  assets  are  used  in  support  of  spon¬ 
sored  agreements,  and  the  total  cost  (in¬ 
cluding  depreciation  or  use  allowance, 
operation  and  maintenance  costs,  inter¬ 
est,  etc.,)  does  not  exceed  the  rental  cost 
of  comparable  assets  in  the  same  locality. 

(1)  Buildings  acquired  or  completed  on 
or  after  July  1,  1982. 

(2)  Major  reconstruction  and  remodel¬ 
ing  of  existing  buildings  completed  on  or 
after  July  1,  1982. 

(3)  Acquisition  or  fabrication  of  capital 
equipment  (as  defined  in  paragraph  J.16, 
“Equipment  and  other  capital  expendi¬ 
tures”)  completed  on  or  after  July  1, 
1982,  costing  $10,000  or  more,  if  agreed 
to  by  the  Government. 

23.  Labor  relations  costs.  Costs  in¬ 
curred  TiTlnaTnfalmng’lansfactory  rela¬ 
tions  between  the  institution  and  its 


employees,  including  costs  of  labor  man¬ 
agement  committees,  employees’  publica¬ 
tions,  and  other  related  activities,  are 
allowable. 

24.  Lobbying.  Reference  is  made  to  the 
common  rule  published  at  55  FR  6736 
(2/26/90)  and  the  Office  of  Management 
and  Budget  governmentwide  guidance 
and  notice  published  at  54  FR  52306 
(12/20/89)  and  55  FR  24540  (6/15/90), 
respectively.  In  addition,  the  following 
restrictions  shall  apply: 

a.  Notwithstanding  other  provisions  of 
this  Circular,  costs  associated  with  the 
following  activities  are  unallowable: 

(1)  Attempts  to  influence  the  outcomes 
of  any  Federal,  State,  or  local  election, 
referendum,  initiative,  or  similar  proce¬ 
dure,  through  in  kind  or  cash  contribu¬ 
tions,  endorsements,  publicity,  or  similar 
activity; 

(2)  Establishing,  administering,  con¬ 
tributing  to,  or  paying  the  expenses  of  a 
political  party,  campaign,  political  action 
committee,  or  other  organization  estab¬ 
lished  for  the  purpose  of  influencing  the 
outcomes  of  elections; 

(3)  Any  attempt  to  influence  (i)  the 
introduction  of  Federal  or  State  legisla¬ 
tion  (ii)  the  enactment  or  modification  of 
any  pending  Federal  or  State  legislation 
through  communication  with  any  mem¬ 
ber  or  employee  of  the  Congress  or  State 
legislature  (including  efforts  to  influence 
State  or  local  officials  to  engage  in  similar 
lobbying  activity)  or  (iii)  any  Govern¬ 
ment  official  or  employee  in  connection 
with  a  decision  to  sign  or  veto  enrolled 
legislation; 

(4)  Any  attempt  to  influence  (i)  the 
introduction  of  Federal  or  State  legisla¬ 
tion;  or  (ii)  the  enactment  or  modifica¬ 
tion  of  any  pending  Federal  or  State 
legislation  by  preparing,  distributing  or 
using  publicity  or  propaganda,  or  by 
urging  members  of  the  general  public,  or 
any  segment  thereof,  to  contribute  to  or 
participate  in  any  mass  demonstration, 
march,  rally,  fund  raising  drive,  lobbying 
campaign  or  letter  writing  or  telephone 
campaign;  or 

(5)  Legislative  liaison  activities,  includ¬ 
ing  attendance  at  legislative  sessions  or 
committee  hearings,  gathering  informa¬ 
tion  regarding  legislation,  and  analyzing 
the  effect  of  legislation,  when  such  activi- 
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ties  are  carried  on  in  support  of  or  in 
knowing  preparation  for  an  effort  to 
engage  in  unallowable  lobbying. 

b.  The  following  activities  are  excepted 
from  the  coverage  of  subsection  a: 

(1)  Technical  and  factual  presentations 
on  topics  directly  related  to  the  perfor¬ 
mance  of  a  grant,  contract  or  other  agree¬ 
ment  (through  hearing  testimony,  state¬ 
ments,  or  letters  to  the  Congress  or  a 
State  legislature,  or  subdivision,  member, 
or  cognizant  staff  member  thereof),  in 
response  to  a  documented  request  (in¬ 
cluding  a  Congressional  Record  notice 
requesting  testimony  or  statements  for 
the  record  at  a  regularly  scheduled  hear¬ 
ing)  made  by  the  recipient  member,  legis¬ 
lative  body  or  subdivision,  or  a  cognizant 
staff  member  thereof;  provided  such  in¬ 
formation  is  readily  obtainable  and  can 
be  readily  put  in  deliverable  form;  and 
further  provided  that  costs  under  this 
section  for  travel,  lodging  or  meals  are 
unallowable  unless  incurred  to  offer  testi¬ 
mony  at  a  regularly  scheduled  Congres¬ 
sional  hearing  pursuant  to  a  written  re¬ 
quest  for  such  presentation  made  by  the 
Chairman  or  Ranking  Minority  Member 
of  the  Committee  or  Subcommittee  con¬ 
ducting  such  hearing; 

(2)  Any  lobbying  made  unallowable  by 
section  a.(3)  to  influence  State  legislation 
in  order  to  directly  reduce  the  cost,  or  to 
avoid  material  impairment  of  the  institu¬ 
tion’s  authority  to  perform  the  grant, 
contract,  or  other  agreement;  or 

(3)  Any  activity  specifically  authorized 
by  statute  to  be  undertaken  with  funds 
from  the  grant,  contract,  or  other  agree¬ 
ment. 

c.  When  an  institution  seeks  reim¬ 
bursement  for  indirect  costs,  total  lobby¬ 
ing  costs  shall  be  separately  identified  in 
the  indirect  cost  rate  proposal,  and  there¬ 
after  treated  as  other  unallowable  activity 
costs  in  accordance  with  the  procedures 
of  subsection  B.l.e. 

d.  Institutions  shall  submit  as  part  of 
their  annual  indirect  cost  rate  proposal  a 
certification  that  the  requirements  and 
standards  of  this  section  have  been  com¬ 
plied  with. 

e.  Institutions  shall  maintain  adequate 
records  to  demonstrate  that  the  determi¬ 
nation  of  costs  as  being  allowable  or 
unallowable  pursuant  to  this  section  J.24 


complies  with  the  requirements  of  this 
Circular. 

f.  Time  logs,  calendars,  or  similar  rec¬ 
ords  shall  not  be  required  to  be  created 
for  purposes  of  eomplying  with  this  sec¬ 
tion  during  any  particular  calendar 
month  when:  ( 1 )  the  employee  engages  in 
lobbying  (as  defined  in  subsections  a  and 
b  above)  25  percent  or  less  of  the  employ¬ 
ees  compensated  hours  of  employment 
during  that  calendar  month,  and  (2) 
within  the  preceding  five-year  period,  the 
institution  has  not  materially  misstated 
allowable  or  unallowable  costs  of  any 
nature,  including  legislative  lobbying 
costs.  When  conditions  (1)  and  (2)  are 
met,  institutions  are  not  required  to 
establish  records  to  support  the  allowabil¬ 
ity  of  claimed  costs  in  addition  to  records 
already  required  or  maintained.  Also, 
when  conditions  (1)  and  (2)  are  met,  the 
absence  of  time  logs,  calendars,  or  similar 
records  will  not  serve  as  a  basis  for 
disallowing  costs  by  contesting  estimates 
of  lobbying  time  spent  by  employees 
during  a  calendar  month. 

g.  Agencies  shall  establish  procedures 
for  resolving  in  advance,  in  consultation 
with  0MB,  any  significant  questions  or 
disagreements  concerning  the  interpreta¬ 
tion  or  application  of  this  section  J.24. 
Any  such  advance  resolutions  shall  be 
binding  in  any  subsequent  settlements, 
audits  or  investigations  with  respect  to 
that  grant  or  contract  for  purposes  of 
interpretation  of  this  Circular;  provided, 
however,  that  this  shall  not  be  construed 
to  prevent  a  contractor  or  grantee  from 
contesting  the  lawfulness  of  such  a  deter¬ 
mination. 

25.  Losses  on  other  sponsored  agree- 
ments  or  contracts.  Any  excess  of  costs 
over  income  under  any  other  sponsored 
agreement  or  contract  of  any  nature  is 
unallowable.  This  includes,  but  is  not 
limited  to,  the  institution’s  contributed 
portion  by  reason  of  cost-sharing  agree¬ 
ments  or  any  under-reeoveries  through 
negotiation  of  flat  amounts  Tor  indirect 
costs. 

26.  Maintenance  and  repair  costs. 
Costs  incurred  lor  necessary  mainte- 
nance,  repair  or  upkeep  of  property  (in¬ 
cluding  Government  property  unless  oth¬ 
erwise  provided  for)  which  neither  add  to 
the  permanent  value  of  the  property  nor 
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appreciably  prolong  its  intended  life  but 
keep  it  in  an  efficient  operating  condi¬ 
tion,  are  allowable. 

27.  Material  costs.  Costs  incurred  for 
purchased  materials,  supplies,  and  fabri¬ 
cated  parts  directly  or  indirectly  related 
to  the  sponsored  agreement,  are  allow¬ 
able.  Purchases  made  specifically  for  the 
sponsored  agreement  should  be  charged 
thereto  at  their  actual  prices  after  deduct¬ 
ing  all  cash  discounts,  trade  discounts, 
rebates,  and  allowances  received  by  the 
institution.  Withdrawals  from  general 
stores  or  stockrooms  should  be  charged  at 
their  cost  under  any  recognized  method 
of  pricing  stores  withdrawals  conforming 
to  sound  accounting  practices  consistent¬ 
ly  followed  by  the  institution.  Incoming 
transportation  charges  are  a  proper  part 
of  material  cost.  Direct  material  cost 
should  include  only  the  materials  and 
supplies  actually  used  for  the  perfor¬ 
mance  of  the  sponsored  agreement,  and 
due  credit  should  be  given  for  any  excess 
materials  retained,  or  returned  to  ven¬ 
dors.  Due  credit  should  be  given  for  all 
proceeds  or  value  received  for  any  scrap 
resulting  from  work  under  the  sponsored 
agreement.  Where  Government-donated 
or  furnished  material  is  used  in  perform¬ 
ing  the  sponsored  agreement,  such  mate¬ 
rial  will  be  used  without  charge. 

28.  Memberships,  subscriptions,  and 
professional  activity  costs. 

a.  Costs  ot  the  institution’s  member¬ 
ship  in  business,  technical,  and  profes¬ 
sional  organizations  are  allowable. 

b.  Costs  of  the  institution’s  subscrip¬ 
tions  to  business,  professional,  and  tech¬ 
nical  periodicals  are  allowable. 

c.  Costs  of  meetings  and  conferences, 
when  the  primaiy  purpose  is  the  dissemi¬ 
nation  of  technical  information,  are  al¬ 
lowable.  This  includes  costs  of  meals, 
transportation,  rental  of  facilities,  and 
other  items  incidental  to  such  meetings 
or  conferences. 

d.  Costs  of  membership  in  any  civic  or 
community  organization  are  unallowa¬ 
ble. 

e.  Costs  of  membership  in  any  country 
club  or  social  or  dining  club  or  organiza¬ 
tion  are  unallowable. 

29.  Patent  costs.  Costs  of  preparing 
disclosures,  reports,  and  other  documents 
required  by  the  sponsored  agreement. 


and  of  searching  the  art  to  the  extent 
necessary  to  make  such  invention  disclo¬ 
sures,  are  allowable.  In  accordance  with 
the  clauses  of  the  sponsored  agreement 
relating  to  patents,  costs  of  preparing 
documents  and  any  other  patent  costs,  in 
connection  with  the  filing  of  a  patent 
application  where  title  is  conveyed  to  the 
Government,  are  allowable.  (See  also 
Section  J.39). 

30.  Plant  security  costs.  Necessary  ex- 
penses  incurred  to  comply  with  security 
requirements,  including  wages,  uniforms 
and  equipment  of  personnel  engaged  in 
plant  protection,  are  allowable. 

31.  Preagreement  costs.  Costs  incurred 
prior  to  the  ettective  date  of  the  spon¬ 
sored  agreement,  whether  or  not  they 
would  have  been  allowable  thereunder  if 
incurred  after  such  date,  are  unallowable 
unless  approved  by  the  sponsoring  agen¬ 
cy. 

32.  Professional  services  costs. 

a.  Costs  01  professional  and  consulting 
services,  including  legal  services  rendered 
by  the  members  of  a  particular  profession 
who  are  not  employees  of  the  institution, 
are  allowable,  subject  to  J.32.b  and  sec¬ 
tion  J.  1 1 ,  when  reasonable  in  relation  to 
the  services  rendered  and  when  not  con¬ 
tingent  upon  recovery  of  the  costs  from 
the  Federal  Government.  Retainer  fees, 
to  be  allowable,  must  be  reasonably  sup¬ 
ported  by  evidence  of  services  rendered. 

b.  Factors  to  be  considered  in  deter¬ 
mining  the  allowability  of  costs  in  a 
particular  case  include  (1)  the  past  pat¬ 
tern  of  such  costs,  particularly  in  the 
years  prior  to  the  award  of  sponsored 
agreements;  (2)  the  impact  of  sponsored 
agreements  on  the  institution’s  total  ac¬ 
tivity; 

(3)  the  nature  and  scope  of  managerial 
services  expected  of  the  institution’s  own 
organizations;  and  (4)  whether  the  pro¬ 
portion  of  Government  work  to  the  insti¬ 
tution’s  total  activity  is  such  as  to  influ¬ 
ence  the  institution  in  favor  of  incurring 
the  cost,  particularly  where  the  services 
rendered  are  not  of  a  continuing  nature 
and  have  little  relationship  to  work  under 
sponsored  agreements. 

33.  Profits  and  losses  on  disposition  of 
plant  equipment  or  other  capital  assets. 
Protits  or  losses  arising  trom  the  sale  or 
exchange  of  plant,  facilities,  equipment 
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or  other  capital  assets,  including  sale  or 
exchange  of  either  short-term  or  long¬ 
term  investments,  shall  not  be  considered 
in  computing  the  costs  of  sponsored 
agreements  except  for  pension  plans  as 
provided  in  Section  J.S.f.  When  assets 
acquired  with  Federal  funds,  in  part  or 
wholly,  are  disposed  of,  the  distribution 
of  the  proceeds  shall  be  made  in  accor¬ 
dance  with  Attachment  N,  0MB  Circular 
No.  A- no. 

34.  Proposal  costs.  Proposal  costs  are 
the  costs  ot  preparing  bids  or  proposals 
on  potential  Government  and  nongov¬ 
ernment  sponsored  agreements  or 
projects,  including  the  development  of 
data  necessary  to  support  the  institution’s 
bids  or  proposals.  Proposal  costs  of  the 
current  accounting  period  of  both  suc¬ 
cessful  and  ;insui.cessful  bids  and  propos¬ 
al:.  normally  should  be  treated  as  indirect 
costs  and  allocated  currently  to  all  activi¬ 
ties  of  the  institution,  and  no  proposal 
costs  of  past  accounting  periods  will  be 
allocable  to  the  current  period.  However, 
the  institution’s  established  practices 
may  be  to  treat  proposal  costs  by  some 
other  recognized  method.  Regardless  of 
the  method  used,  the  results  obtained 
may  be  accepted  only  if  found  to  be 
reasonable  and  equitable. 

35.  Rearrangement  and  alteration 
costs.  Lost  incurred  for  ordinary  or  nor¬ 
mal  rearrangement  and  alteration  of  fa¬ 
cilities  are  allowable.  Special  arrange¬ 
ment  and  alteration  costs  incurred  specif¬ 
ically  for  the  project  are  allowable  when 
such  work  has  been  approved  in  advance 
by  the  sponsoring  agency. 

36.  Reconversion  costs.  Costs  incurred 
in  the  restoration  or  rehabilitation  of  the 
institution’s  facilities  to  approximately 
the  same  condition  existing  immediately 
prior  to  commencement  of  a  sponsored 
agreement,  fair  wear  and  tear  excepted, 
are  allowable. 

37.  Recruiting  costs. 

a.  Subject  to  b,  c,  and  d  below,  and 
provided  that  the  size  of  the  staff  recruit¬ 
ed  and  maintained  is  in  keeping  with 
workload  requirements,  costs  of  “help 
wanted”  advertising,  operating  costs  of 
an  employment  office  necessary  to  secure 
and  maintain  an  adequate  staff,  costs  of 
operating  an  aptitude  and  educational 
testing  program,  travel  costs  of  employ¬ 


ees  while  engaged  in  recruiting  personnel, 
travel  costs  of  applicants  for  interviews 
for  prospective  employment,  and  reloca¬ 
tion  costs  incurred  incident  to  recruit¬ 
ment  of  new  employees,  are  allowable  to 
the  extent  tliat  such  costs  are  incurred 
pursuant  to  a  well  managed  recruitment 
program.  Where  the  institution  uses  em¬ 
ployment  agencies,  costs  not  in  excess  of 
standard  commercial  rates  for  such  ser¬ 
vices  are  allowable. 

b.  In  publications,  costs  of  help  wanted 
advertising  that  includes  color,  includes 
advertising  material  for  other  than  re¬ 
cruitment  purposes,  or  is  excessive  in  size 
(taking  into  consideration  recruitment 
purposes  for  which  intended  and  normal 
institutional  practices  in  this  respect),  are 
unallowable. 

c.  Costs  of  help  wanted  advertising, 
special  emoluments,  fringe  benefits,  and 
salary  allowances  incurred  to  attract  pro¬ 
fessional  personnel  from  other  institu¬ 
tions  that  do  not  meet  the  test  of  reason¬ 
ableness  or  do  not  conform  with  the 
established  practices  of  the  institution, 
are  unallowable. 

d.  Where  relocation  costs  incurred  inci¬ 
dent  to  recruitment  of  a  new  employee 
have  been  allowed  either  as  an  allocable 
direct  or  indirect  cost,  and  the  newly 
hired  employee  resigns  for  reasons  within 
his  control  within  twelve  months  after 
hire,  the  institution  will  be  required  to 
refund  or  credit  such  relocation  costs  to 
the  Government. 

38.  Rental  cost  of  buildings  and  equip¬ 
ment. 

a.  Rental  costs  of  buildings  or  equip¬ 
ment  are  allowable  to  the  extent  that  the 
decision  to  rent  or  lease  is  in  accord  wiih 
Section  C-3.  Rental  arrangements  should 
be  reviewed  periodically  to  determine  if 
circumstances  have  changed  and  other 
options  are  available. 

b.  Rental  costs  under  “sale  and  lease 
back”  arrangements  are  allowable  only 
up  to  the  amount  that  would  be  allowed 
if  the  institution  continued  to  own  the 
property. 

c.  Rental  costs  under  “less-than-arms- 
length”  leases  are  allowable  only  up  to 
the  amount  that  would  be  allowed  if  the 
institution  owned  the  property.  For  this 
purpose,  a  less-than-arms-length  lease  is 
one  under  which  one  party  to  the  lease 
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agreement  is  able  to  control  or  substan¬ 
tially  influence  the  actions  of  the  other. 

d.  Where  significant  rental  costs  are 
incurred  under  leases  which  create  a 
material  equity  in  the  leased  property, 
they  are  allowable  only  up  to  the  amount 
that  would  be  allowed  if  the  institution 
purchased  the  property  on  the  date  the 
lease  agreement  was  executed.  For  this 
purpose,  a  material  equity  in  the  property 
exists  when  the  lease: 

(1)  is  noncancelable  or  is  cancelable 
only  upon  the  occurrence  of  some  remote 
contingency,  and 

(2)  has  one  or  more  of  the  following 
characteristics: 

(a)  Title  to  the  property  passes  to  the 
institution  at  some  time  during  or  after 
the  lease  period. 

(b)  The  term  of  the  lease  corresponds 
substantially  to  the  estimated  useful  life 
of  the  property  (i.e.,  the  period  of  eco¬ 
nomic  usefulness  to  the  legal  owner  of  the 
property). 

(c)  The  initial  term  is  less  than  the 
useful  life  of  the  property  and  the  institu¬ 
tion  has  the  option  to  renew  the  lease  for 
the  remaining  useful  lifj  at  substantially 
less  than  fair  rental  value. 

(d)  The  property  was  acquired  by  the 
leasor  to  meet  the  special  needs  of  the 
institution  and  will  probably  be  usable 
only  for  that  purpose  and  only  by  the 
institution. 

(e)  The  institution  has  the  right,  during 
or  at  the  expiration  of  the  lease,  to 
purchase  the  property  at  a  price  which  at 
the  inception  of  the  lease  appears  to  be 
substantially  less  than  the  probable  fair 
market  value  .at  the  time  it  is  permitted  to 
purchase  the  property  (commonly  called 
a  lease  with  a  bargain  purchase  option), 
except  for  any  discount  normally  given  to 
educational  institutions. 

39.  Royalties  and  other  costs  for  use  of 
patents.  Royalties  on  a  patent  or  amorti¬ 
zation  of  the  cost  of  acquiring  a  patent  or 
invention  or  rights  thereto,  necessary  for 
the  proper  performance  of  the  sponsored 
agreement  and  applicable  to  tasks  or 
processes  thereunder,  are  allowable 
unless  the  Government  has  a  license  or 
the  right  to  free  use  of  the  patent,  the 
patent  has  been  adjudicated  to  be  invalid 
or  has  been  administratively  determined 
to  be  invalid,  the  patent  is  considered  to 


be  unenforceable,  or  the  patent  has  ex¬ 
pired. 

40.  Sabbatical  leave  costs.  Costs  of 
leave  of  absence  by  employees  for  perfor¬ 
mance  of  graduate  work  or  sabbatical 
study,  travel,  or  research  are  allowable 
provided  the  institution  has  a  uniform 
policy  on  sabbatical  leave  for  persons 
engaged  in  instruction  and  persons  en¬ 
gaged  in  research.  Such  costs  will  be 
allocated  on  an  equitable  basis  among  all 
related  activities  of  the  inst;t.Uion. 
Where  sabbatical  leave  is  included  in 
fringe  benefits  for  which  a  cost  is  deter- 
mint.i  for  assessment  as  a  direct  charge, 
the  aggregate  amount  of  such  assessments 
applicable  to  all  work  of  the  institution 
during  the  base  period  must  be  reason¬ 
able  in  relation  to  the  institution’s  actual 
experience  under  its  sabbatical  leave  poli¬ 
cy. 

41.  Scholarships  and  student  aid  costs. 

a.  Costs  ot  scholarships,  fellowships, 
and  other  programs  of  student  aid  are 
allowable  only  when  the  purpose  of  the 
sponsored  agreement  is  to  provide  train¬ 
ing  to  selected  participant  c  and  the 
charge  is  approved  by  the  sponsoring 
agency.  However,  tuition  remission  and 
other  forms  of  compensation  paid  as,  or 
in  lieu  of,  wages  to  students  performing 
necessary  work  are  allowable  provided 
that  (1)  there  is  a  bonafide  employer- 
employee  relationship  between  the  stu¬ 
dent  and  the  institution  for  the  work 
performed,  (2)  the  tuition  or  other  pay¬ 
ments  are  reasonable  compensation  for 
the  work  performed  and  are  conditioned 
explicitly  upon  the  performance  of  neces¬ 
sary  work,  and  (3)  it  is  the  institution’s 
practice  to  similarly  compensate  students 
in  nonsponsored  as  well  as  sponsored 
activities. 

b.  Charges  for  tuition  remission  and 
other  forms  of  compensation  paid  to 
students  as,  or  in  lieu  of,  salaries  and 
wages  shall  be  subject  to  the  reporting 
requirements  stipulated  in  Section  J6, 
and  shall  be  treated  as  direct  or  indirect 
cost  in  accordance  with  the  actual  work 
being  performed.  Tuition  remission  may 
be  charged  on  an  average  rate  basis. 

42.  Selling  and  marketing.  Costs  of 
selling  and  marketing  any  products  or 
services  of  the  institution  (unless  allowed 
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under  sections  J.l.c  or  J.34)  are  unallow¬ 
able. 

43.  Severance  pay. 

a.  Severance  pay  is  compensation  in 
addition  to  regular  salary  and  wages 
which  is  paid  by  an  institution  to  employ¬ 
ees  whose  services  are  being  terminated. 
Costs  of  severance  pay  are  allowable  only 
to  the  extent  that  such  payments  arc 
required  by  law,  by  employer-employee 
agreement,  by  established  policy  that 
constitutes  in  effect  an  implied  agree¬ 
ment  on  the  institution’s  part,  or  by 
circumstances  of  the  particular  employ¬ 
ment. 

b.  Severance  payments  that  are  due  to 
normal  recurring  turnover  and  which 
otherwise  meet  the  conditions  of  a  above 
may  be  allowed  provided  the  actual  costs 
of  such  severance  payments  are  regarded 
as  expenses  applicable  to  the  current 
fiscal  year  and  are  equitably  distributed 
among  the  institution’s  activities  during 
that  period. 

c.  Severance  payments  that  are  due  to 
abnormal  or  mass  terminations  are  of 
such  conjectural  nature  that  allowability 
must  be  determined  on  a  case-by-case 
basis.  However,  the  Government  recog¬ 
nizes  its  obligation  to  participate,  to  the 
extent  of  its  fair  share,  in  any  specific 
payment. 

d.  Costs  incurred  in  excess  of  the 
institution’s  normal  severance  pay  policy 
applicable  to  all  persons  employed  by  the 
institution  upon  termination  of  vimploy- 
ment  are  unallowable. 

44.  Specialized  service  facilities. 

a.  the  costs  ot  institutional  services 
involving  the  use  of  highly  complex  or 
specialized  facilities  such  as  electronic 
computers,  wind  tunnels,  and  reactors 
are  allowable,  provided  the  charge  for  the 
service  meets  the  conditions  of  b  through 
d  below. 

b.  The  cost  of  each  service  normally 
shall  consist  of  both  its  direct  costs  and 
its  allocable  share  of  indirect  costs  with 
deductions  for  appropriate  income  or 
Federal  financing  as  described  in  Section 
C5. 

c.  The  cost  of  such  institutional  ser¬ 
vices  when  material  in  amount  will  be 
charged  directly  to  users,  including  spon¬ 
sored  agreements  based  on  actual  use  of 
the  services  and  a  schedule  of  rates  that 


does  not  discriminate  between  federally 
and  nonfederally  supported  activities  of 
the  institution,  including  use  by  the  insti¬ 
tution  for  internal  purposes.  Charges  for 
the  use  of  specialized  facilities  should  be 
designed  to  recover  not  more  than  the 
aggregate  cost  of  the  services  over  a  long¬ 
term  period  agreed  to  by  the  institution 
and  the  cognizant  Federal  agency.  Ac¬ 
cordingly,  it  is  not  necessary  that  the 
rates  charged  for  services  be  equal  to  the 
cost  of  providing  those  services  during 
any  one  fiscal  year  as  long  as  rates  are 
reviewed  periodically  for  consistency 
with  the  long-term  plan  and  adjusted  if 
necessary. 

d.  Where  the  costs  incurred  for  such 
institutional  services  are  not  material, 
they  may  be  allocated  as  indirect  costs. 
Such  arrangements  must  be  agreed  to  by 
the  institution  and  the  cognizant  Federal 
agency. 

e.  Where  it  is  in  the  best  interest  of  the 
Government  and  the  institution  to  estab¬ 
lish  alternative  costing  arrangements, 
such  arrangements  may  be  worked  out 
with  the  cognizant  Federal  agency. 

45.  Student  activity  costs.  Costs  in¬ 
curred  TofTnfiirmlraracnviries,  student 
publications,  student  clubs,  and  other 
student  activities,  are  unallowable,  unless 
specifically  provided  for  in  the  sponsored 
agreements. 

46.  Taxes. 

a.  In  general,  taxes  which  the  institu¬ 
tion  is  required  to  pay  and  which  are  pai  J 
or  accrued  in  accordance  with  generally 
accepted  accounting  principles  are  allow¬ 
able.  Payments  made  to  local  govern¬ 
ments  in  lieu  of  taxes  which  are  commen¬ 
surate  with  the  local  government  services 
received  are  allowable,  except  for  (1) 
taxes  from  which  exemptions  are  avail¬ 
able  to  the  institution  directly  or  which 
are  available  to  the  institution  based  on 
an  exemption  afforded  the  Government, 
and  in  the  latter  case  when  the  sponsor¬ 
ing  agency  makes  available  the  necessary 
exemption  certificates;  and  (2)  special 
assessments  on  land  which  represent  ca¬ 
pital  improvements. 

b.  Any  refund  of  taxes,  interest,  or 
penalties,  and  any  payment  to  the  institu¬ 
tion  of  interest  thereon,  attributable  to 
taxes,  interest,  or  penalties  which  were 
allowed  as  sponsored  agreement  costs, 
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will  be  credited  or  paid  to  the  Govern¬ 
ment  in  the  manner  directed  by  the 
Government.  However,  any  interest  actu¬ 
ally  paid  or  credited  to  an  institution 
incident  to  a  refund  of  tax,  interest,  and 
penalty  will  be  paid  or  credited  to  the 
Government  only  to  the  extent  that  such 
interest  accrued  over  the  period  during 
which  the  institution  had  been  reim¬ 
bursed  by  the  Government  for  the  taxes, 
interest,  and  penalties. 

47.  Transportation  costs.  Costs  in¬ 
curred  ToFTreigMrexpfes^artage,  post¬ 
age,  and  other  transportation  services 
relating  either  to  goods  purchased,  in 
process,  or  delivered,  are  allowable. 
When  such  costs  can  readily  be  identified 
with  the  items  involved,  they  may  be 
charged  directly  as  transportation  costs 
or  added  to  the  cost  of  such  items.  Where 
identification  with  the  materials  received 
cannot  readily  be  made,  inbound  trans¬ 
portation  costs  may  be  charged  to  the 
appropriate  indirect  cost  accounts  if  the 
institution  follows  a  consistent,  equitable 
procedure  in  this  respect.  Outbound 
freight,  if  reimbursable  under  the  terms 
of  the  sponsored  agreement,  should  be 
treated  as  a  direct  cost. 

48.  Travel  costs. 

a.  General,  t  ravel  costs  are  the  ex- 
penses  tor  transportation,  lodging,  subsis¬ 
tence,  and  related  items  incurred  by 
employees  who  are  in  travel  status  on 
official  business  of  the  institution.  Such 
costs  may  be  charged  on  an  actual  basis, 
on  a  per  diem  or  mileage  basis  in  lieu  of 
actual  costs  incurred,  or  on  a  combina¬ 
tion  of  the  two,  provided  the  method 
used  is  applied  to  an  entire  trip  and  not 
to  selected  days  of  the  trip,  and  results  in 
reasonable  charges,  and  is  in  accordance 
with  the  institution’s  travel  policy  and 
practices  consistently  applied  to  all  insti¬ 
tutional  travel  activities. 

b.  Lodging  and  subsistence.  Costs  in- 
curred  by  employees  and  officers  for 
travel,  including  costs  of  lodging,  other 
subsistence,  and  incidental  expenses, 
shall  be  considered  reasonable  and  allow¬ 
able  only  to  the  extent  such  costs  do  not 
exceed  charges  normally  allowed  by  the 
institution  in  its  regular  operations  as  a 
result  of  an  institutional  policy  and  the 
amounts  claimed  under  sponsored  agree¬ 
ments  represent  reasonable  and  allocable 


costs.  In  the  absence  of  an  acceptable 
institutional  policy  regarding  travel  costs, 
the  rates  and  amounts  established  under 
subchapter  I  of  chapter  57  of  title  5, 
United  States  Code,  or  by  the  Adminis¬ 
trator  of  General  Services,  or  the  Presi¬ 
dent  (or  his  designee)  pursuant  to  any 
provisions  of  such  subchapter  shall  apply 
to  sponsored  agreements  (41  U.S.C.  420). 

c.  Commercial  Air  Travel.  Airfare  costs 
in  excess  ot  the  lowest  available  commer¬ 
cial  discount  airfare.  Federal  Govern¬ 
ment  contract  airfare  (where  authorized 
and  available),  or  customary  standard 
(coach  or  equivalent)  airfare,  are  unal¬ 
lowable  except  when  such  accommoda¬ 
tions  would:  Require  circuitous  routing; 
require  travel  during  unreasonable  hours; 
excessively  prolong  travel;  greatly  in¬ 
crease  the  duration  of  the  flight;  result  in 
increased  cost  that  would  offset  transpor¬ 
tation  savings;  or  offer  accommodations 
not  reasonably  adequate  for  the  medical 
needs  of  the  traveler.  Where  an  institu¬ 
tion  can  reasonably  demonstrate  to  the 
sponsoring  agency  either  the  nonavaila¬ 
bility  of  discount  airfare  or  government 
contract  airfare  for  individual  trips  or,  on 
an  overall  basis,  that  it  is  the  institution’s 
practice  to  make  routine  use  of  such 
airfare,  specific  determinations  of  nona¬ 
vailability  will  generally  not  be  ques¬ 
tioned  by  the  Government,  unless  a  pat¬ 
tern  of  avoidance  is  detected.  However, 
in  order  for  airfare  costs  in  excess  of  the 
customary  standard  commercial  airfare 
to  be  allowable,  e.g.,  use  of  first-class 
airfare,  the  institution  must  justify  and 
document  on  a  case-by-case  basis  the 
applicable  condition(s)  set  forth  above. 

d.  Air  travel  by  other  than  commercial 
carrier.  '*Losts  ot  travel  by  institution- 
owned,  -leased,  or  -chartered  aircraft,”  as 
used  in  this  paragraph,  includes  the  cost 
of  lease,  charter,  operation  (including 
personnel  costs),  maintenance,  deprecia¬ 
tion,  insurance,  and  other  related  costs. 
Costs  of  travel  via  institution-owned,  - 
leased,  or  -chartered  aircraft  shall  not 
exceed  the  cost  of  allowable  commercial 
air  travel,  as  provided  for  in  section  c. 
above. 

49.  Termination  costs  applicable  to 
sponsored  agreements. 

a.  termination  ot  sponsored  agree¬ 
ments  generally  gives  rise  to  the  incur- 
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rence  of  costs  or  to  the  need  for  special 
treatment  of  costs,  which  would  not  have 
arisen  had  the  agreement  not  been  termi¬ 
nated.  Items  peculiar  to  termination  are 
set  forth  below.  They  are  to  be  used  in 
conjunction  with  all  other  provisions  of 
this  Circular  in  the  case  of  termination. 

b.  The  cost  of  common  items  of  mate¬ 
rial  reasonably  usable  on  the  institution’s 
other  work  will  not  be  allowable  unless 
the  institution  submits  evidence  that  it 
could  not  retain  such  items  at  cost  with¬ 
out  sustaining  a  loss.  In  deciding  whether 
such  items  are  reasonably  usable  on  other 
work  of  the  institution,  consideration 
should  be  given  to  the  institution’s  plans 
and  orders  for  current  and  scheduled 
work.  Contemporaneous  purchases  of 
common  items  by  the  institution  will  be 
regarded  as  evidence  that  such  items  are 
reasonably  usable  on  the  institution’s 
other  work.  Any  acceptance  of  common 
items  as  allowable  to  the  terminated 
portion  of  the  agreement  should  be  limit¬ 
ed  to  the  extent  that  the  quantities  of 
such  items  on  hand,  in  transit,  and  on 
order  are  in  excess  of  the  reasonable 
quantitative  requirements  of  other  work. 

c.  If  in  a  particular  case,  despite  all 
reasonable  efforts  by  the  institution,  cer¬ 
tain  costs  cannot  be  discontinued  imme¬ 
diately  after  the  effective  date  of  termina¬ 
tion,  such  costs  are  generally  allowable 
within  the  limitations  set  forth  in  this 
circular,  except  that  any  such  costs  con¬ 
tinuing  after  termination  due  to  the  negli¬ 
gent  or  willful  failure  of  the  institution  to 
discontinue  such  costs  will  be  considered 
unacceptable. 

d.  Loss  of  useful  value  of  special  tool¬ 
ing,  and  special  machinery  and  equip¬ 
ment  is  generally  allowable,  provided  (I) 
such  special  tooling,  machinery,  or  equip¬ 
ment  is  not  reasonably  capable  of  use  in 
the  other  work  of  the  institution;  (2)  the 
interest  of  the  Government  is  protected 
by  transfer  of  title  or  by  other  means 
deemed  appropriate  by  the  contracting 
officer  or  equivalent;  and  (3)  the  loss  of 
useful  value  as  to  any  one  terminated 
agreement  is  limited  to  that  portion  of 
the  acquisition  cost  which  bears  the  same 
ratio  to  the  total  acquisition  cost  as  the 
terminated  portion  of  the  agreement 
bears  to  the  entire  terminated  agreement 
and  other  Government  agreements  for 


which  the  special  tooling,  special  ma¬ 
chinery,  or  equipment  was  acquired. 

e.  Rental  costs  under  unexpired  leases 
are  generally  allowable  where  clearly 
shown  to  have  been  reasonably  necessary 
for  the  performance  of  the  terminated 
agreement,  less  the  residual  value  of  such 
leases,  if  (1)  the  amount  of  such  rental 
claimed  does  not  exceed  the  reasonable 
use  value  of  the  property  leased  for  the 
period  of  the  agreement  and  such  further 
period  as  may  be  reasonable;  and  (2)  the 
institution  makes  all  reasonable  efforts  to 
terminate,  assign,  settle,  or  otherwise 
reduce  the  cost  of  such  lease.  There  also 
may  be  included  the  cost  of  alterations  of 
such  leased  property,  provided  such  alter¬ 
ations  were  necessary  for  the  perfor¬ 
mance  of  the  agreement,  and  of  reason¬ 
able  restoration  required  by  the  provi¬ 
sions  of  the  lease. 

f.  Settlement  expenses  including  the 
following  are  generally  allowable:  (1)  ac¬ 
counting,  legal,  clerical,  and  similar  costs 
reasonably  necessary  for  the  preparation 
and  presentation  to  contracting  officers 
or  equivalent  of  settlement  claims  and 
supporting  data  with  respect  to  the  termi¬ 
nated  portion  of  the  agreement,  and  the 
termination  and  settlement  of  subagree¬ 
ments;  and  (2)  reasonable  costs  for  the 
storage,  transportation,  protection,  and 
disposition  of  propeity  provided  by  the 
Government  or  acquired  or  produced  by 
the  institution  for  the  agreement,  except 
when  the  institution  is  reimbursed  for 
disposals  at  a  predetermined  amount  in 
accordance  with  the  provisions  of  Circu¬ 
lar  No.  A- 110. 

g.  Claims  under  subagreements,  includ¬ 
ing  the  allocable  portion  of  claims  which 
are  common  to  the  agreement  and  to 
other  work  of  the  institution,  are  general¬ 
ly  allowable. 

50.  Trustees.  Travel  and  subsistence 
costs  ot  trustees,  regardless  of  the  pur¬ 
pose  of  the  trip,  are  unallowable. 

K.  Certification  of  charges 

1.  To  assure  that  expenditures  for 
sponsored  agreements  are  proper  and  in 
accordance  with  the  agreement  docu¬ 
ments  and  approved  project  budgets,  the 
annual  and/or  final  fiscal  reports  or 
vouchers  requesting  payment  under  the 
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agreements  will  include  a  certification, 
signed  by  an  authorized  official  of  the 
university,  which  reads  essentially  as  fol¬ 
lows:  “I  certify  that  all  expenditures 
reported  (or  payment  requested)  are  for 
appropriate  purposes  and  in  accordance 
with  the  provisions  of  the  application 
and  award  documents.” 

2.  Certification  of  indirect  costs. 

a.  Policy. 

(1)  No  proposal  to  establish  indirect 
cost  rates  shall  be  acceptable  unless  such 
costs  have  been  certified  by  the  educa¬ 
tional  institution  using  the  Certificate  of 
Indirect  Costs  set  forth  in  paragraph  b 
below.  The  certificate  must  be  signed  on 
behalf  of  the  institution  by  an  individual 
at  a  level  no  lower  than  vice  president  or 
chief  financial  officer  of  the  institution 
that  submits  the  proposal. 

(2)  No  indirect  cost  rate  shall  be  bind¬ 
ing  upon  the  Federal  Government  n  the 
most  recent  required  proposal  from  the 
institution  has  not  been  certified.  Where 
it  is  necessary  to  establish  indirect  cost 
rates,  and  the  institution  has  not  submit¬ 
ted  a  certified  proposal  for  establishing 
such  rates  in  accordance  with  the  require¬ 
ments  of  this  section,  the  Federal  Gov¬ 
ernment  shall  unilaterally  establish  such 
rates.  Such  rates  may  be  based  upon 
audited  historical  data  or  such  other  data 
that  have  been  furnished  to  the  cognizant 
Federal  agency  and  for  which  it  can  be 
demonstrated  that  all  unallowable  costs 
have  been  excluded.  When  indirect  cost 
rates  are  unilaterally  established  by  the 
Federal  Government  because  of  failure  of 
the  institution  to  submit  a  certified  pro¬ 
posal  for  establishing  such  rates  in  accor¬ 
dance  with  this  section,  the  rates  estab¬ 


lished  will  be  set  at  a  level  low  enough  to 
ensure  that  potentially  unallowable  costs 
will  not  be  reimbursed. 

b.  Certificate.  The  certificate  required 
by  this  section  shall  be  in  the  following 
form: 

Certificate  of  Indirect  Costs 

This  is  to  certify  that  to  the  best  of  my 
knowledge  and  belief: 

(1)  I  have  reviewed  the  indirect  cost 
proposal  submitted  herewith; 

(2)  All  costs  included  in  this  proposal 
[identify  date]  to  establish  billing  or  final 
indirect  costs  rate  for  [identify  period 
covered  by  rate]  are  allowable  in  accor¬ 
dance  with  the  requirements  of  the  Fed¬ 
eral  agreement(s)  to  which  they  apply  and 
with  the  cost  principles  applicable  to 
those  agreements. 

(3)  This  proposal  does  not  include  any 
costs  which  are  unallowable  under  appli¬ 
cable  cost  principles  such  as  (without 
limitation):  advertising  and  public  rela¬ 
tions  costs,  contributions  and  donations, 
entertainment  costs,  fines  and  penalties, 
lobbying  costs,  and  defense  of  fraud 
proceedings;  and 

(4)  All  costs  included  in  this  proposal 
are  properly  allocable  to  Federal  agree¬ 
ments  on  the  basis  of  a  beneficial  or 
causal  relationship  between  the  expenses 
incurred  and  the  agreements  to  which 
they  are  allocated  m  accordance  with 
applicable  requirements. 

I  declare  under  penalty  of  perjury  that 
the  foregoing  is  true  and  correct. 

Institution:  _ 

Signature:  _ 

Name  of  Official:  _ 

Title:  _ 

Date  of  Execution:  _ 
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Exhibit  A 


List  of  Colleges  and  Universities  Subject  to  Section  J.12.F. 

of  Circular  A-21 


1.  Johns  Hopkins  University 

2.  Stanford  University 

3.  Massachusetts  Institute  of  Technology 

4.  University  of  Washington 

5.  University  of  Califomia-Los  Angeles 

6.  University  of  Michigan 

7.  University  of  Califomia-San  Diego 

8.  University  of  Califomia-San  Francisco 

9.  University  of  Wisconsin-Madison 

10.  Columbia  University 

11.  Yale  University 

12.  Harvard  University 

13.  Cornell  University 

14.  University  of  Pennsylvania 

15.  University  of  California-Berkeley 

16.  University  of  Minnesota 

17.  Pennsylvania  State  University 

18.  University  of  Southern  California 

19.  Duke  University 

20.  Washington  University 

21.  University  of  Colorado 

22.  University  of  Illinois-Urbana 

23.  University  of  Rochester 

24.  University  of  North  Carolina-Chapel  Hill 

25.  University  of  Pittsburgh 

26.  University  of  Chicago 

27.  University  of  Texas-Austin 

28.  University  of  Arizona 

29.  New  York  University 

30.  University  of  Iowa 

31.  Ohio  State  University 

32.  University  of  Alabama-Birmingham 

33.  Case  Western  Reserve 

34.  Baylor  College  of  Medicine 

35.  California  Institute  of  Technology 

36.  Yeshiva  University 

37.  University  of  Massachusetts 

38.  Vanderbilt  University 

39.  Purdue  University 

40.  University  of  Utah 

41.  Georgia  Institute  of  Technology 

42.  University  of  Maryland-College  Park 

43.  University  of  Miami 
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44.  University  of  Califomia-Davis 

45.  Boston  University 

46.  University  of  Florida 

47.  Carnegie-Mellon  University 

48.  Northwestern  University 

49.  Indiana  University 

50.  Michigan  State  University 

51.  University  of  Virginia 

52.  University  of  Texas-SW  Medical  Center  Dallas 

53.  University  of  California-Irvine 

54.  Princeton  University 

55.  Tulane  University  of  Louisiana 

56.  Emory  University 

57.  University  of  Georgia 

58.  Texas  A  &  M  University  all  campuses 

59.  New  Mexico  State  University 

60.  North  Carolina  State  University-Raleigh 

61.  University  of  lllinois-Chicago 

62.  Utah  State  University 

63.  Virginia  Commonwealth  University 

64.  Oregon  State  University 

65.  SUNY-Stony  Brook 

66.  University  of  Cincinnati 

67.  CUNY-Mount  Sinai  School  of  Medicine 

68.  University  of  Connecticut 

69.  Louisiana  State  University 

70.  Tufts  University 

71.  University  of  Califomia-Santa  Barbara 

72.  University  of  Hawaii-Manoa 
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73.  Rutgers  State  University  of  New  Jersey 

74.  Colorado  State  University 

75.  Rockefeller  University 

76.  University  of  Maryland-Baltimore 

77.  Virginia  Polytechnic  Institute  &  State  University 

78.  SUNY-Buffalo 

79.  Brown  University 

80.  University  of  Medicine  &  Dentistry  of  New  Jersey 

81.  University  of  Texas-Health  Science  Center  San  Antonio 

82.  University  of  Vermont 

83.  University  of  Texas  Health  Science  Center-Houston 

84.  Florida  State  University 

85.  University  of  Texas-Md  Anderson  Cancer  Center 

86.  University  of  Kentucky 

87.  Wake  Forest  University 

88.  Wayne  State  University 

89.  Iowa  State  University  of  Science  &  Technology 

90.  University  of  New  Mexico 

91.  Georgetown  University 

92.  Dartmouth  College 

93.  University  of  Kansas 

94.  Oregon  Health  Sciences  University 

95.  University  of  Texas  Medical  Branch-Galveston 

96.  University  of  Missouri-Columbia 

97.  Temple  University 

98.  George  Washington  University 

99.  University  of  Dayton 
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EXECUTIVE  OFFICE  OF  THE  PRESIDENT 
OFFICE  OF  MANAGEMENT  AND  BUDGET 
[Seal]  WASHINGTON,  D.C.  20503 

July  15,  1993 

CIRCULAR  NO.  A-21,  Revised  Transmittal  Memorandum  No.  5 

TO  THE  HEADS  OF  EXECUTIVE  DEPARTMENTS  AND  ESTABLISHMENTS 

SUBJECT:  Cost  Principles  for  Educational  Institutions 

This  transmittal  memorandum  revises  OMB  Circular  No.  A-21,  “Cost  Principles 
for  Educational  Institutions.”  This  revision  further  clarifies  and  standardizes  the 
Circular’s  principles  for  determining  costs  applicable  to  grants,  contracts,  and  other 
agreements  with  educational  institutions. 

The  revisions  to  the  Circular  shall  be  implemerted  with  the  establishment  of 
indirect  cost  rates  for  all  fiscal  years  beginning  on  or  after  January  1,  1994.  Earlier 
implementation  is  encouraged. 


/s/  Leon  E.  Panetta 
Director 


The  following  are  revisions  to  Sections  B,  C,  D,  F,  G,  H,  and  J  of  the  Attachment  to 
Circular  A-21: 

1.  Section  B.l.b.(2)  University  Research  is  revised  to  read  as  follows: 

(2)  University  research  means  all  research  and  development  activities  that  are 
separately  budgeted  and  accounted  for  by  the  institution  under  an  internal  application 
of  institutional  funds.  University  research,  for  purposes  of  this  document,  shall  be 
combined  with  sponsored  research  under  the  function  of  organized  research. 

2.  A  new  subsection  d.  is  added  to  Section  C.4.  Allocable  costs  to  read  as  follows: 
d.  Allocation  and  documentation  standard. 

(1)  Cost  principles.  The  recipient  institution  is  responsible  for  ensuring  that 
costs  charged  to  a  sponsored  agreement  are  allowable,  allocable,  and  reasonable  under 
these  cost  principles. 

(2)  Internal  controls.  The  institution’s  financial  management  system  shall  ensure 
that  no  one  person  has  complete  contiol  over  all  aspects  of  a  financial  transaction. 

(3)  Direct  cost  allocation  principles.  If  a  cost  benefits  two  or  more  projects  or 
activities  m  proportions  that  can  be  determined  without  undue  effort  or  cost,  the  cost 
should  be  allocated  to  the  projects  based  on  the  proportional  benefit.  If  a  cost  benefits 
two  or  more  projects  or  activities  in  proportions  that  cannot  be  determined  because  of 
the  interrelationship  of  the  work  involved,  then,  notwithstanding  subsection  C.4.b., 
the  costs  may  be  allocated  or  transferred  to  benefitted  projects  on  any  reasonable 
basis,  consistent  with  d.(l)  and  (2). 

(4)  Documentation.  Federal  requirements  for  documentation  are  specified  in 
this  Circular,  Circular  A-110,  and  specific  agency  policies  on  cost  transfers.  If  the 
institution  a.^thorizes  the  principal  investigator  or  other  individual  to  have  primary 
responsibility,  given  the  requirements  of  d.(2),  for  the  management  of  sponsored 
agreement  funds,  then  the  institution’s  documentation  requirements  for  the  actions  of 
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those  individuals  (e.g.,  signature  or  initials  of  the  principal  investigator  or  designee  or 
use  of  a  password)  will  normally  be  considered  sufficient. 

3.  Section  D.l.  Direct  costs-General  is  revised  to  read  as  follows: 

1.  General.  Direct  costs  are  those  costs  that  can  be  identified  specifically  with  a 
particular  sponsored  project,  an  instructional  activity,  or  any  other  institutional 
acfivity,  or  that  can  be  directly  assigned  to  such  activities  relatively  easily  with  a  high 
degree  of  accuracy.  Costs  incurred  for  the  same  purpose  in  like  circumstances  must  be 
treated  consistently  as  eithei  direct  or  indirect  costs.  Where  an  institution  treats  a 
particular  type  of  cost  as  a  direct  cost  of  sponsored  agreements,  all  costs  incurred  for 
the  same  purpose  in  like  circumstances  shall  be  treated  as  direct  costs  of  all  activities 
of  the  institution. 

4.  A  new  Section  F.l.  Definition  of  Facilities  and  Administration  is  added  to  read  as 
follows: 

1.  Definition  of  Facilities  and  Administration.  Indirect  costs  are  classified  within 
two  broad  categories:  “Facilities”  and  “Administration.”  “Facilities”  is  defined  as 
depreciation  and  use  allowances,  interest  on  debt  associated  with  certain  buildings, 
equipment  and  capital  improvements,  operations  and  maintenance  expenses,  and 
library  expenses.  “Administration”  is  defined  as  general  administration  and  general 
expenses;  departmental  administration;  sponsored  projects  administration;  student 
administration  and  services;  and  all  other  types  of  expenditures  not  listed  specifically 
under  one  of  the  subcategories  of  Facilities  (including  cross  allocations  from  other 
pools). 

5.  Previously  numbered  Section  F.l.  Depreciation  and  use  allowances  is  renumbered 
F.2.  and  revised  to  read  as  follows: 

2.  Depreciation  and  use  allowances. 

a.  The  expenses  under  this  heading  are  the  portion  of  the  costs  of  the 
institution’s  buildings,  capital  improvements  to  land  and  buildings,  and  equipment 
which  are  computed  in  accordance  with  Section  J.12. 

b.  In  the  absence  of  the  alternatives  provided  for  in  Section  E.2.d.,  the  expenses 
included  in  this  category  shall  be  allocated  in  the  following  manner: 

(1)  Depreciation  or  use  allowances  on  buildings  used  exclusively  in  the  conduct 
of  a  single  function,  and  on  capital  improvements  and  equipment  used  in  such 
buildings,  shall  be  assigned  to  that  function. 

(2)  Depreciation  or  use  allowances  on  buildings  used  for  more  than  one 
function,  and  on  capital  improvements  and  equipment  used  in  such  buildings,  shall  be 
allocated  to  the  individual  functions  performed  in  each  building  on  the  basis  of  usable 
square  feet  of  space,  excluding  common  areas  such  as  hallways,  stairwells,  and  rest 
rooms. 

(3)  Depreciation  or  use  allowances  on  buildings,  capital  improvements  and 
equipment  related  to  space  (e.g.,  individual  rooms,  laboratories)  used  jointly  by  more 
than  one  function  (as  determined  by  the  users  of  the  space)  shall  be  treated  as  follows. 
The  cost  of  each  jointly  used  unit  of  space  shall  be  allocated  to  the  benefiting  functions 
on  the  basis  of: 

(a)  the  employee  FTEs  or  salaries  and  wages  of  those  individual  functions 
benefiting  from  the  use  of  that  space;  or 

(b)  institution-wide  employee  FTEs  or  salaries  and  wages  applicable  to  the 
benefiting  Major  Functions  (see  B.l)  of  the  institution. 

(4)  Depreciation  or  use  allowances  on  certain  capital  improvements  to  land, 
such  as  paved  parking  areas,  fences,  sidewalks,  and  the  like,  not  included  in  the  cost  of 
buildings,  shall  be  allocated  to  user  categories  of  students  and  employees  on  a  fuh-time 
equivalent  basis.  The  amount  allocated  to  the  student  category  shall  be  assigned  to  the 
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instruction  function  of  the  institution.  The  amount  allocated  to  the  employee  category 
shall  be  further  allocated  to  the  major  functions  of  the  institution  in  proportion  to  the 
salaries  and  wages  of  all  employees  applicable  to  those  functions. 

6.  Previously  numbered  Section  F.2.  Operation  and  maintenance  expenses  is 
renumbered  F.4.  and  revised  to  read  as  tbllows: 

4.  Operation  and  maintenance  expenses. 

a.  The  expenses  under  this  heading  are  those  that  have  been  incurred  for  the 
administration,  supervision,  operation,  maintenance,  preservation,  and  protection  of 
the  institution’s  physical  plant.  They  include  expenses  normally  incurred  for  such 
items  as  janitorial  and  utility  services;  repairs  and  ordinary  or  normal  alterations  of 
buildings,  furniture  and  equipment;  care  of  grounds;  maintenance  and  operation  of 
buildings  and  other  plant  facilities;  security;  earthquake  and  disaster  preparedness; 
environmental  safety;  hazardous  waste  disposal;  property,  liability  and  all  other 
insurance  relating  to  property;  space  and  capital  leasing;  facility  planning  and 
management;  and  central  receiving.  The  operation  and  maintenance  expense  category 
should  also  include  its  allocable  share  of  fringe  benefit  costs,  depreciation  and  use 
allowances,  and  interest  costs. 

b.  In  the  absence  of  the  alternatives  provided  for  in  Section  E.2.d.,  the  expenses 
included  in  this  category  shall  be  allocated  in  the  same  manner  as  described  in  Section 
F.2.b.  for  depreciation  and  use  allowances. 

7.  A  new  Section  F.3.  Interest  is  added  to  read  as  follows: 

3.  Interest.  Interest  on  debt  associated  with  certain  buildings,  equipment  and  capital 
improvements,  as  defined  in  Section  J.22.e.,  shall  be  classified  as  an  expenditure 
under  the  category  Facilities.  These  costs  shall  be  allocated  in  the  same  manner  as  the 
depreciation  or  use  allowances  on  the  buildings,  equipment  and  capital  improvements 
to  which  the  interest  relates. 

8.  Previously  numbered  Section  F.3.  General  administration  and  general  expenses  is 
renumbered  F.5.  and  revised  to  read  as  tbllows: 

5.  General  administration  and  general  expenses 

a.  The  expenses  under  this  heading  are  those  that  have  been  incurred  for  the 
general  executive  and  administrative  offices  of  educational  institutions  and  other 
expense  of  a  general  character  which  do  not  relate  solely  to  any  major  function  of  the 
institution,  i.e.,  solely  to  (1)  instruction,  (2)  organized  research,  (3)  other  sponsored 
activities,  or  (4)  other  institutional  activities.  The  general  administration  and  general 
expense  category  should  also  include  its  allocable  share  of  fringe  benefit  costs, 
operation  and  maintenance  expense,  depreciation  and  use  allowances,  and  interest 
costs.  Examples  of  general  administration  and  general  expenses  include:  those 
expenses  incurred  by  administrative  offices  that  serve  the  entire  university  system  of 
which  the  institution  is  a  part;  central  offices  of  the  institution  such  as  the  President’s 
or  Chancellor’s  office,  the  offices  for  institution-wide  financial  management,  business 
services,  budget  and  planning,  personnel  management,  and  safety  and  risk  manage¬ 
ment;  the  office  of  the  General  Counsel;  and,  the  operations  of  the  central 
administrative  management  information  systems.  General  administration  and  general 
expenses  shall  not  include  expenses  incurred  within  non-university-wide  deans’ 
offices,  academic  departments,  organized  research  units,  or  similar  organizational 
units.  (See  Section  F.6.,  Departmental  administration  expenses.) 

b.  In  the  absence  of  the  alternatives  provided  for  in  Section  E.2.d.,  the  expenses 
included  in  this  category  shall  be  grouped  first  according  to  common  major  functions 
of  the  institution  to  which  they  render  services  or  provide  benefits.  The  aggregate 
expenses  of  each  group  shall  then  be  allocated  to  serviced  or  benefitted  functions  on 
the  modified  total  cost  basis.  Modified  total  costs  consist  of  the  same  cost  elements  as 
those  in  Section  G.2.  When  an  activity  included  in  this  indirect  cost  category'  provides 
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a  service  or  product  to  another  institution  or  organization,  an  appropriate  adjustment 
must  be  made  to  either  the  expenses  or  the  basis  of  allocation  or  both,  to  assure  a 
proper  allocation  of  costs. 

9.  Previously  numbered  Section  F.4.  Departmental  administration  expenses  is 
renumbered  F.6.  and  previously  numbered  subsection  b.  is  renumbered  c.  and  a  new 
subsection  b.  is  added  to  read  as  follows: 

6.  Departmental  administration  expenses. 

b.  In  developing  the  departmental  administration  cost  pool,  special  care  should 
be  exercised  to  ensure  that  costs  incurred  for  the  same  purpose  in  like  circumstances 
are  treated  consistently  as  either  direct  or  indirect  costs.  For  example,  salari.is  of 
technical  staff,  laboratory  supplies  (e.g.,  chemicals),  telephone  toll  charges,  animals, 
animal  care  costs,  computer  costs,  travel  costs,  and  specialized  shop  costs  shall  be 
treated  as  direct  cost  wherever  identifiable  to  a  particular  cost  objective.  Direct 
charging  of  these  costs  may  be  accomplished  through  specific  identification  of 
individual  costs  to  benefiting  cost  objectives,  or  through  recharge  centers  or 
specialized  service  facilities,  as  appropriate  under  the  circumstances.  The  salaries  of 
administrative  and  clerical  staff  should  normally  be  treated  as  indirect  costs.  Direct 
charging  of  these  costs  may  be  appropriate  where  a  major  project  or  activity  explicitly 
budgets  for  administrative  or  clerical  services  and  individuals  involved  can  be 
specifically  identified  with  the  project  or  activity.  Items  such  as  office  supplies, 
postage,  local  telephone  costs,  and  memberships  shall  normally  be  treated  as  indirect 
costs. 

c.  In  the  absence  of  the  alternatives  provided  for  in  Section  E.2.d.,  the  expenses 
included  in  this  category  shall  be  allocated  as  follows: 

(1)  The  administrative  expenses  of  the  dean’s  office  of  each  college  and  school 
shall  be  allocated  to  the  academic  departments  within  that  college  or  school  on  the 
modified  total  cost  basis. 

(2)  The  administrative  expenses  of  each  academic  department,  and  the 
department’s  share  of  the  expenses  allocated  in  (1)  shall  be  allocated  to  the 
appropriate  functions  of  the  department  on  the  modified  total  cost  basis. 

10.  Section  G.2.  The  distribution  basis  is  revised  to  read  as  follows: 

2.  The  distribution  basis.  Indirect  costs  shall  be  distributed  to  applicable 
sponsored  agreements  and  other  benefiting  activities  within  each  Major  Function  (see 
B.l)  on  the  basis  of  modified  total  direct  costs,  consisting  of  all  salaries  and  wages, 
fringe  benefits,  materials  and  supplies,  services,  travel,  and  subgrants  and  subcon¬ 
tracts  up  to  the  first  $25,000  of  each  subgrant  or  subcontract  (regardless  of  the  period 
covered  by  the  subgrant  or  subcontract).  Equipment,  capital  expenditures,  charges  for 
patient  care  and  tuition  remission,  rental  costs,  scholarships,  and  fellowships  as  well  as 
the  portion  of  each  subgrant  and  subcontract  in  excess  of  $25,000  shall  be  excluded 
from  modified  total  direct  costs.  Other  items  may  only  be  excluded  where  necessary  to 
avoid  a  serious  inequity  in  the  distribution  of  indirect  costs.  For  this  purpose,  an 
indirect  cost  rate  should  be  determined  for  each  of  the  separate  indirect  cost  pools 
developed  pursuant  to  G.l.  The  rate  in  each  case  should  be  staled  as  the  percentage 
which  the  amount  of  the  particular  indirect  cost  pool  is  of  the  modified  total  direct 
costs  identified  with  such  pool. 

11.  Section  number  G.4.  Predetermined  fixed  rates  for  indirect  costs  is  revised  to  read 
as  follows: 

4.  Predetermined  rates  for  indirect  costs.  Public  Law  87-638  (76  Stat.  437) 
authorizes  the  use  of  predetermined  rates  in  determining  the  indirect  costs  applicable 
under  research  agreements  with  educational  institutions.  The  stated  objectives  of  the 
law  are  to  simplify  the  administration  of  cost-type  research  and  development 
contracts  (including  grants)  with  educational  institutions,  to  facilitate  the  preparation 
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of  their  budgets,  and  to  permit  more  expeditious  closeout  of  such  contracts  when  the 
work  is  completed.  In  view  of  the  potential  advantages  offered  by  this  procedure, 
negotiation  of  predetermined  rates  for  indirect  costs  for  a  period  of  two  to  four  years 
should  be  the  norm  in  those  situations  where  the  cost  experience  and  other  pertinent 
facts  available  are  deemed  sufficient  to  enable  the  parties  involved  to  reach  an 
informed  judgment  as  to  the  probable  level  of  indirect  costs  during  the  ensuing 
accounting  periods. 

12.  A  new  Section  G.6  Provisional  and  final  rates  for  indirect  costs  is  added  to  read  as 
follows: 

6.  Provisional  and  final  rates  for  indirect  costs.  Where  the  cognizant  agency 
determines  that  cost  experience  and  other  pertinent  facts  do  not  justify  the  use  of 
predetermined  rates,  or  a  fixed  rate  with  a  carry-forward,  or  if  the  parties  cannot  agree 
on  an  equitable  rate,  a  provisional  rate  shall  be  established.  To  prevent  substantial 
overpayment  or  underpayment,  the  provisional  rate  may  be  adjusted  by  the  cognizant 
agency  during  the  institution’s  fiscal  year.  Predetermined  or  fixed  rates  may  replace 
provisional  rates  at  any  time  prior  to  the  close  of  the  institution’s  fiscal  year.  If  a 
provisional  rate  is  not  replaced  by  a  predetermined  or  fixed  rate  prior  to  the  end  of  the 
institution’s  fiscal  year,  a  final  rate  will  be  established  and  upward  or  downward 
adjustments  will  be  made  based  on  the  actual  allowable  costs  incurred  for  the  period 
involved. 

13.  Previously  numbered  Section  G.6.  Limitation  on  reimbursement  of  administra¬ 
tive  costs  is  renumbered  G.7.  and  G.7.a.  is  revised  to  read  as  follows: 

7.  Limitation  on  reimbursement  of  administrative  costs. 

a.  Notwithstanding  the  provisions  of  G.l.a.,  the  administrative  costs  charged  to 
sponsored  agreements  awarded  or  amended  (including  continuation  and  renewal 
awards)  with  effective  dates  beginning  on  or  after  the  start  of  the  institution’s  first 
fiscal  year  which  begins  on  or  after  October  1,  1991,  shall  be  limited  to  26%  of 
modified  total  direct  costs  (as  defined  in  Section  G.2.)  for  the  total  of  General 
Administration  and  General  Expenses,  Departmental  Administration,  Sponsored 
Projects  Administration,  and  Student  Administration  and  Services  (including  their 
allocable  share  of  depreciation  and/or  use  allowances,  interest  costs,  operation  and 
maintenance  expenses,  and  fringe  benefits  costs  as  provided  by  Sections  F.5.,  F.6., 
F.7.,  and  F.9.)  and  all  other  types  of  expenditures  not  listed  specifically  under  one  of 
the  subcategories  of  facilities  in  Section  F. 

14.  A  new  Section  G.8.  is  added  to  read  as  follows: 

8.  Alternative  method  for  administrative  costs. 

a.  Notwithstanding  the  provisions  of  Section  G.l.a.,  an  institution  may  elect  to 
claim  a  fixed  allowance  for  the  “Administration”  portion  of  indirect  costs.  The 
allowance  could  be  either  24%  of  modified  total  direct  costs  or  a  percentage  equal  to 
95%  of  the  most  recently  negotiated  fixed  or  predetermined  rate  for  the  cost  pools 
included  under  “Administration”  as  defined  in  Section  F.I.,  whichever  is  less, 
provided  that  no  accounting  or  cost  allocation  changes  with  the  effects  described  in 
Section  G.7.d  have  occurred.  Under  this  alternative,  no  cost  proposal  need  be 
prepared  for  the  “Administration”  portion  of  the  indirect  cost  rate  nor  is  further 
identification  or  documentation  of  these  costs  required  (but  see  subsection  c.).  Where 
a  negotiated  indirect  cost  agreement  includes  this  alternative,  an  institution  shall 
make  no  further  charges  for  the  expenditure  categories  described  in  Sections  F.5.,  F.6., 
F.7.  and  F.9. 

b.  In  negotiations  of  rates  for  subsequent  periods,  an  institution  that  has  elected 
the  option  of  Section  G.8.a.  may  continue  to  exercise  it  at  the  same  rate  without 
further  identification  or  documentation  of  costs,  provided  that  no  accounting  or  cost 
allocation  changes  with  the  effects  described  in  Section  G.7.d.  have  occurred. 
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c.  If  an  institution  elects  to  accept  a  threshold  rate,  it  is  not  required  to  perform 
a  detailed  analysis  of  its  administrative  costs.  However,  in  order  to  compute  the 
facilities  components  of  its  indirect  cost  rate,  the  institution  must  reconcile  its  indirect 
cost  proposal  to  its  financial  statements  and  make  appropriate  adjustments  and 
reclassifications  to  identify  the  costs  of  each  major  function  as  defined  in  B.I.,  as  well 
as  to  identify  and  allocate  the  facilities  components.  Administrative  costs  that  are  not 
identified  as  such  by  the  institution’s  accounting  system  (such  as  those  incurred  in 
academic  departments)  will  be  classified  as  instructional  costs  for  purposes  of 
reconciling  indirect  cost  proposals  to  financial  statements  and  allocating  facilities 
costs. 

15.  Previously  numbered  section  G.7.  Individual  Rate  Components  is  renumbered 
G.9. 

16.  Section  H.l.  Simplified  method  for  small  institutions  is  revised  as  follows: 

1.  General 

a.  Where  the  total  direct  cost  of  work  covered  by  this  Circular  at  an  institution 
does  not  exceed  $10  million  in  a  fiscal  year,  the  use  of  the  simplified  procedure 
described  in  subsection  2.,  may  be  used  in  determining  allowable  indirect  costs.  Under 
this  simplified  procedure,  the  institution’s  most  recent  annual  financial  report  and 
immediately  available  supporting  information  with  salaries  and  wages  segregated 
from  other  costs,  will  be  utilized  as  a  basis  for  determining  the  indirect  cost  rate 
applicable  to  all  sponsored  agreements. 

17.  Section  J.8.f.(4)  Fringe  benefits  is  revised  to  read  as  follows; 

f.  Fringe  benefits. 

(4)  Fringe  benefits  may  be  assigned  to  cost  objectives  by  identifying  specific  benefits 
to  specific  individual  employees  or  by  allocating  on  the  basis  of  institution-wide 
salaries  and  wages  of  the  employees  receiving  the  benefits.  When  the  allocation 
method  is  used,  separate  allocations  must  be  made  to  selective  groupings  of 
employees,  unless  the  institution  demonstrates  that  costs  in  relationship  to  salaries 
and  wages  do  not  differ  significantly  for  different  groups  of  employees.  Fringe  benefits 
shall  be  treated  in  the  same  manner  as  the  salaries  and  wages  of  the  employees 
receiving  the  benefits.  The  benefits  related  to  salaries  and  wages  treated  as  direct  costs 
shall  also  be  treated  as  direct  costs;  the  benefits  related  to  salaries  and  wages  treated  as 
indirect  costs  shall  be  treated  as  indirect  costs. 

18.  A  new  subsection  g,  is  added  to  Section  J.21.  Insurance  and  indemnification  to 
read  as  follows: 

g.  Medical  liability  (malpractice)  insurance  is  an  allowable  cost  of  research 
programs  only  to  the  extent  that  the  research  involves  human  subjects.  Medical 
liability  insurance  costs  shall  be  treated  as  a  direct  cost  and  shall  be  assigned  to 
individual  projects  based  on  the  manner  in  which  the  insurer  allocates  the  risk  to  the 
population  covered  by  the  insurance. 
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CHAPTER  14 


14-000  OTHER  CONTRACT  AUDIT  ASSIGNMENTS 


14-001  Scope  of  Chapter 

This  chapter  provides  guidance  for 
certain  miscellaneous  or  special  audit 
assignments  related  to  the  contract  audit 
m'ssion.  It  covers  only  those  procedures 


that  are  special  to  accomplishing  a  partic¬ 
ular  assignment.  Auditing  concepts,  poli¬ 
cies,  and  procedures  having  general  ap¬ 
plication,  as  covered  in  other  chapters  of 
this  manual,  also  apply  to  assignments 
discussed  in  this  chapter. 


14-100  Section  1  —  Postaward  Audits  of  Contractor  Cost  or  Pricing  Data 


14-101  Introduction 

This  section  describes  postaward  au¬ 
dits  for  defective  pricing  and  provides 
specific  audit  guidelines  and  procedures 
related  to  this  type  of  audit.  General 
audit  procedures  that  are  equally  applica¬ 
ble  to  these  audits  are  in  other  chapters  of 
this  manual. 

14-102  The  DCAA  Defective  Pricing 
Program 

a.  Defective  pricing  occurs  when  a 
contractor  does  not  submit  or  disclose  to 
the  government  cost  or  pricing  data  that 
is  accurate,  complete,  and  current  prior 
to  reaching  a  price  agreement.  Generally, 
the  auditor  establishes  the  existence  of 
defective  pricing  in  a  postaward  audit  by 
examining  and  analyzing  the  records  and 
data  available  to  the  contractor  as  of  the 
date  of  prime  contract  price  agreement 
and  comparing  them  with  the  submitted 
cost  or  pricing  data. 

b.  The  objective  of  a  postaward  audit  is 
to  determine  if  the  negotiated  contract 
price  was  increased  by  a  significant 
amount  because  the  contractor  did.  not 
submit  or  disclose  accurate,  complete, 
and  current  cost  or  pricing  data.  To  show 
that  defective  pricing  exists,  the  audit 
must  establish  each  of  the  following  five 
points: 

(1)  The  information  in  question  fits  the 
definition  of  cost  or  pricing  data. 

(2)  Accurate,  complete,  and  current 
data  existed  and  were  reasonably  avail¬ 
able  to  the  contractor  before  the  agree¬ 
ment  on  price. 

(3)  Accurate,  complete,  and  current 
data  were  not  submitted  or  disclosed  to 


the  contracting  officer  or  one  of  the 
authorized  representatives  of  the  con¬ 
tracting  officer  and  that  these  individuals 
did  not  have  actual  knowledge  of  such 
data  or  its  significance  to  the  proposal. 

(4)  The  government  relied  on  the  de¬ 
fective  data  in  negotiating  with  the  con¬ 
tractor. 

(5)  The  government’s  reliance  on  the 
defective  data  caused  an  increase  in  the 
contract  price. 

Establishing  these  five  points  is  a  nec¬ 
essary  prerequisite  to  support  recom¬ 
mended  price  adjustments  and  provide 
the  contracting  officer  with  the  informa¬ 
tion  to  achieve  price  reductions  to  con- 
trdcts 

c.  Based  on  a  1965  GAO  audi*,  the 
DoD  developed  policy  designating 
DCAA  to  establish  and  conduct  a  pro¬ 
gram  for  performing  regularly  scheduled 
defective  pricing  (postaward)  audits  of 
selected  contracts,  modifications,  sub¬ 
contracts,  and  other  eligible  pricing  ac¬ 
tions.  Based  on  inter-agency  agreements, 
this  program  includes  contracts  awarded 
by  certain  non-DoD  agencies  as  well  as 
DoD  contracts. 

d.  Each  DCAA  branch  office,  resident 
office,  and  suboffice  performs  postaward 
audits  for  defective  pricing  based  on  (1) 
the  annual  requirements  and  selection 
plans  issued  by  Headquarters  and  (2) 
specific  requests  received  from  contract¬ 
ing  officers  or  other  authorized  persons 
or  activities.  Our  audit  effort  does  not 
stop  once  the  audit  is  completed  and  the 
report  is  issued.  The  auditor  is  also 
responsible  for  providing  negotiation 
support  to  the  contracting  officer  for 
timely  settlement  of  defective  pricing 
allegations.  This  audit  responsibility  con- 
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tinues  until  the  government  achieves  fi¬ 
nal  resolution  either  by  negotiation  or 
litigation. 

e.  Headquarters,  OPD  (Audit  Pro¬ 
grams  Division),  will  periodically  issue 
guidance  on  program  objectives. 

14-103  “Truth  in  Negotiations  Act” 

14-103.1  Purpose  of  TINA 

a.  The  purpose  of  the  TINA  (Truth  in 
Negotiations  Act)  is  to  put  the  govern¬ 
ment  on  equal  footing  with  contractors 
when  negotiating  contracts  requiring  cer¬ 
tified  cost  or  pricing  data.  The  TINA 
requires  contractors  to  submit  accurate, 
complete,  and  current  cost  or  pricing 
data  when  negotiating  contracts  with  the 
government.  It  also  provides  the  govern¬ 
ment  with  a  price  reduction  remedy  if  a 
contractor  fails  to  comply  and  includes 
provisions  for  interest  and  penalties.  The 
price  reduction  remedy  takes  effect  when 
the  contractor  does  not  submit  accurate, 
complete,  and  current  data  for  a  contract 
and  the  government  relied  on  that  defec¬ 
tive  data  in  determining  the  contract 
price. 

b.  Section  2306a  of  Title  10,  United 
States  Code,  contains  the  TINA  as  it 
applies  to  DoD,  NASA,  and  the  U.S. 
Coast  Guard  contracts  entered  into  on  or 
after  15  February  1987.  Before  15  Febru¬ 
ary  1987,  10  U.S.C.  2306(0  contained 
the  necessary  provisions.  Similar  provi¬ 
sions  for  other  executive  agencies  are 
contained  in  41  U.S.C.  254(d)  and  apply 
to  those  solicitations  for  bids  or  propos¬ 
als  issued  after  31  March  1985.  FAR 
Parts  15  and  52  implement  the  TINA. 

14-103.2  TINA  Applicability 

a.  The  TINA  applies  to  negotiated 
prime  contracts,  modifications,  and  sub¬ 
contracts  where  the  government  required 
cost  or  pricing  data.  (See  FAR  15.804-3 
and  DFARS  215.804-3  for  exemptions  to 
this  requirement.)  In  addition,  this  in¬ 
cludes  interdivisional  work,  final  price 
redeterminations,  equitable  adjustments, 
and  termination  settlements.  TINA  also 
applies  to  modifications  of  ad  ertised 
contracts  when  the  modification  exceeds 
the  applicable  dollar  threshold.  TINA 
also  applies  to  change  orders  when  the 


absolute  value  of  the  increase  and  de¬ 
crease  exceeds  the  applicable  dollar 
thresholds,  even  though  the  net  change  in 
price  itself  is  under  the  threshold. 

b.  Recent  legislation  (P.L.  101-510, 
Section  803;  P.L.  102-25,  Section  701; 
and  P.L.  102-190.  ^ection  804)  has  estab¬ 
lished  the  dollar  thresholds  for  requiring 
cost  or  pricing  data  as  follows: 

•  $1(10,000  for  prime  contracts 
awarded  on  or  before  5  December 
1990  and  for  any  subcontracts  or 
modifications  under  those  prime 
contracts  that  are  expected  to  ex¬ 
ceed  $100,000,  unless  the  prime 
contract  has  been  modified  as  pro¬ 
vided  below. 

•  $500,000  for  contract  modifications 
made  after  5  December  1991  to 
prime  contracts  entered  into  on  or 
before  5  December  1990,  when  the 
prime  contract  has  been  modified  to 
incorporate  the  $500,000  threshold. 

•  $500,000  for  subcontracts  or  sub¬ 
contract  modifications  entered  into 
after  5  December  1991  under  prime 
contracts  entered  into  on  or  before  5 
December  1990,  if  the  prime  con¬ 
tract  has  been  modified  to  incorpo¬ 
rate  the  $500,000  threshold. 

•  $500,000  for  prime  contracts 
awarded  after  5  December  1990  and 
for  any  subcontracts  or  modifica¬ 
tions  under  those  prime  contracts 
that  are  expected  to  exceed 
$500,000.  (However,  see  FAR 
15.804-3(i)  and  DFARS  15.804-3(il 
for  certain  exceptions.) 

(Note:  These  thresholds  apply  to  DoD, 
NASA,  and  U.S.  Coast  Guard  contracts 
only.  The  threshold  for  civilian  agencies 
remains  $100,000.) 

The  operative  date  is  the  date  of  prime 
contract  award.  The  higher  threshold 
does  not  apply  to  modifications  or  sub¬ 
contracts  (or  to  modifications  or  changes 
to  subcontracts)  awarded  after  5  Decem¬ 
ber  1990  if  the  prime  contract  was  award¬ 
ed  on  or  before  5  December  1990  and  the 
prime  contract  was  not  subsequently 
modified  to  incorporate  the  higher 
threshold.  Also,  the  higher  threshold  does 
not  apply  to  undefinitized  contract  ac¬ 
tions  issued  on  or  before  5  December 
1990,  even  though  negotiations  were 
completed  after  5  December  1990  unless 
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the  prime  contract  was  subsequently 
modified  to  incorporate  the  higher 
threshold.  However,  contracting  officers 
may  modify  Basic  Ordering  Agreements 
to  reflect  the  higher  thresholds  for  orders 
issued  after  5  December  1990.  Notwith¬ 
standing  these  prescribed  dollar  thresh¬ 
olds,  contracting  officers  can  request  cost 
or  pricing  data  below  these  thresholds. 
For  older  contract  actions  note  that  Pub¬ 
lic  Law  97-86  increased  the  original 
$100,000  threshold  to  $500,000  on  1 
December  1981.  Public  Law  98-369  re¬ 
turned  it  to  $100,000  on  1  April  1985. 
For  older  contract  actions  (including 
modifications)  affected  by  these  public 
laws,  use  the  1981  and  1985  dates  to 
determine  the  appropriate  dollar  thresh¬ 
old  unless  the  prime  contract  was  subse¬ 
quently  modified  to  incorporate  the  high¬ 
er  threshold. 

c.  Contractors  may  obtain  exemptions 
from  submitting  cost  or  pricing  data 
when  the  price  is  based  on  adequate  price 
competition,  established  catalog  or  mar¬ 
ket  price  of  commercial  items  sold  in 
substantial  quantities  to  the  general  pub¬ 
lic,  or  prices  set  by  law  or  regulation 
(FAR  1^804-3).  If  the  contractor  obtains 
an  exemption  by  the  submission  of  inac¬ 
curate  data,  the  action  may  be  subject  to 
TINA.  Under  an  untested  legal  theoiy,  if 
the  contractor  is  not  entitled  to  any  of  the 
available  exemptions,  then  the  incorrect¬ 
ly  granted  exemption  is  void.  On  the 
other  hand,  if  the  contractor  submits 
accurate  data  and  the  contracting  officer 
erroneously  grants  an  exemption,  case 
law  seems  to  preclude  any  possible  recov¬ 
ery. 

14-104  Cost  or  Pricing  Data 

14-104.1  Legislative  and  Regulatory 
Background 

The  TINA,  when  enacted  in  1962,  did 
not  originally  define  cost  or  pricing  data. 
The  definition  was  established  through 
legislative  intent,  regulations,  and  in  de¬ 
cisions  by  the  courts  and  BCA  (Board  of 
Contract  Appeals).  Congress’  initial  con¬ 
cern  in  1962  was  to  assure  the  disclosure 
of  historical  cost  facts  that  can  be  verified 
objectively  to  assure  that  the  disclosure 
of  such  facts  is  accurate,  complete,  and 


current.  The  Armed  Services  Procure¬ 
ment  Regulations  in  1964  specified  that 
such  cost  or  pricing  data  are  factual  only, 
but  also  expanded  the  concept  to  include 
more  than  just  historical  accounting  data. 
These  regulations  also  emphasized  dis¬ 
tinctions  between  facts  and  judgment. 
Court  and  Board  cases  often  attempt  to 
distinguish  between  cost  or  pricing  data 
and  judgment,  and  frequently  address 
other  concepts  such  as  disclosure,  govern¬ 
ment  reliance,  and  increase  in  contract 
price.  Court  and  Board  decisions  are 
based  on  the  specific  issues  of  each 
particular  case,  but  do  establish  prece¬ 
dent  for  current  audit  work.  Observing 
the  principles  established  in  those  deci¬ 
sions  improves  the  chances  for  sustaining 
issues  in  our  current  work.  Results  of 
appeals  are  determined  on  a  case-by-case 
basis,  but  those  results  are  reached 
throu^  application  of  fairly  constant 
principles  established  throu^  statutes, 
regulations,  and  case  law.  Congress  even¬ 
tually  amended  the  TINA  in  1986  and 
again  in  1987  to  provide  a  statutory 
definition  of  cost  or  pricing  data. 

14-104.2  TINA  Definition 

TINA  defines  the  term  “cost  or  pricing 
data”  to  n  ean  all  facts  that,  as  of  the  date 
of  agreement  on  the  price  of  a  contract 
(or  the  price  of  a  contract  modification), 
a  prudent  buyer  or  seller  would  reason¬ 
ably  expect  to  affect  price  negotiations 
significantly.  Such  term  does  not  include 
information  that  is  judgmental,  but  does 
include  the  factual  information  from 
which  a  judgment  was  derived. 

14-104.3  FAR  Definition 

FAR  15.801  states  that  “cost  or  pricing 
data”  mean  all  facts  as  of  the  date  of 
price  agreement  that  prudent  buyers  and 
sellers  would  reasonably  expect  to  affect 
price  negotiations  significantly.  Cost  or 
pricing  data  are  factual,  not  judgmental, 
and  are  therefore  verifiable.  While  they 
do  not  indicate  the  accuracy  of  the  pro¬ 
spective  contractor’s  judgment  about  es¬ 
timated  future  costs  or  projections,  they 
do  include  the  data  forming  the  basis  for 
that  judgment.  Cost  or  pricing  data  are 
more  than  historical  accounting  data; 
they  are  all  facts  that  can  be  reasonably 
expected  to  contribute  to  the  soundness 
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of  estimates  of  future  costs  and  to  the 
validity  of  determinations  of  costs  al¬ 
ready  incurred. 

14-104.4  Determining  What  Data  are 
Cost  or  Pricing  Data 

Distinguishing  between  data  that  are 
cost  or  pricing  data  and  data  that  are  not 
requires  careful  analysis  in  each  case.  The 
auditor  must  separate  facts  from  judg¬ 
ment  when  analyzing  data.  Consider  the 
following  issues: 

a.  A  purchase  order  or  vendor  quote 
for  material  is  generally  considered  cost 
or  pricing  data.  Escalation  applied  to  the 
purchase  order  or  vendor  quote  is  most 
likely  an  estimate.  However,  the  contrac¬ 
tor  may  have  based  the  escalation  on 
prior  purchases  or  usage.  Any  judgments 
the  contractor  applies  to  such  prior  pur¬ 
chases  or  usage  to  estimate  escalation  are 
not  cost  or  pricing  data,  but  the  actual 
purchases  or  usage  are. 

b.  Are  contemplated  management  ac¬ 
tions  cost  or  pricing  data  and,  if  so,  when 
do  such  contemplated  actions  become 
facts  subject  to  disclosure?  At  the  time  a 
decision  to  act  was  made  or  when  the 
decision  was  acted  upon?  To  assess  con¬ 
templated  management  actions  and  busi¬ 
ness  strategies  begin  with  the  definitions 
of  cost  or  pricing  data  and  then  assess  the 
facts  in  each  circumstance  in  relation  to 
the  contract  price  agreement. 

What  management  decisions  have  been 
made? 

When  were  the  management  decisions 
made? 

When  were  the  management  decisions 
carried  out  or  acted  upon? 

How  do  such  decisions  affect  the  con¬ 
tract  price? 

For  example,  management  discussions 
about  whether  or  not  to  modernize  a 
production  line  would  not  be  cost  or 
pricing  data.  It  is  a  fact  that  discussions 
have  been  held,  but  a  decision  to  act  has 
not  yet  happened.  On  the  other  hand,  a 
decision  to  modernize,  even  though  the 
particular  method  of  modernization  has 
not  been  established,  is  cost  or  pricing 
data  which  must  be  disclosed. 

14-104.5  Judgments  Intertwined  With 
Facts 

Judgments  are  not  cost  or  pricing  data 
and  do  not  become  cost  or  pricing  data 


when  intertwined  with  facts.  However, 
when  data  contains  judgments  and  facts 
that  are  so  intertwined  they  cannot  prac¬ 
tically  be  segregated,  then  the  entire  data 
is  subject  to  disclosure,  but  only  the  facts 
require  certification.  For  example,  a  pro¬ 
duction  planning  schedule  shows  both 
estimated  production  on  potential  orders 
not  yet  received  and  actual  production  on 
orders  received.  The  schedule  is  subject 
to  disclosure,  but  the  contractor  will  only 
certify  to  the  actual  production  for  orders 
received. 

14-104.6  Reasonably  Available  Cost  or 
Pricing  Data 

Regulations  require  the  contractor  to 
submit  or  disclose  to  the  government  cost 
or  pricing  data  that  are  reasonably  avail¬ 
able  as  of  date  of  agreement  on  price.  The 
concept  of  reasonably  available  data  de¬ 
pends  on  the  type  of  cost  or  pricing  data, 
contractor  accounting  or  estimating  sys¬ 
tems,  and  closing  or  cutoff  dates  agreed 
to  at  negotiations.  The  auditor  must 
establish  whether  the  cost  or  pricing  data 
were  reasonably  available  based  on  the 
facts  and  circumstances  for  each  specific 
contractor  and  audit.  FAR  15.804-4(c) 
deals  with  the  time  at  which  cost  or 
pricing  data  become  reasonably  available 
to  the  contractor.  Normally,  data  such  as 
actual  indirect  costs  and  production  rec¬ 
ords  may  not  be  reasonably  available 
except  on  normal  periodic  closing  dates. 
However,  the  FAR  also  points  out  that 
data  within  the  contractor’s  or  subcon¬ 
tractor’s  organization  on  matters  signifi¬ 
cant  to  management  and  to  the  govern¬ 
ment  will  be  treated  as  being  reasonably 
available  on  the  date  of  agreement  on 
price. 

14-105  Submission  or  Disclosure  of 
Cost  or  Pricing  Data 

14-105.1  TINA  Requirements 

Prime  contractors  subject  to  TINA 
must  submit  accurate,  complete,  and 
current  cost  or  pricing  data  to  the  con¬ 
tracting  officer  or  to  the  “designated 
representative”  of  the  contracting  officer. 
Subcontractors  subject  to  TINA  (at  any 
tier)  must  make  their  submissions  to  the 
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prime  contractors  or  higher-tier  subcon¬ 
tractors. 

14-105.2  FAR  Requirements 

The  contracting  officer  must  obtain 
cost  or  pricing  data  from  the  contractor 
before  awarding  any  contract  or  modifi¬ 
cation  meeting  the  cost  or  pricing  data 
criteria  of  FAR  15.804-2.  The  contractor 
must  actually  submit  the  cost  or  pricing 
data  with  its  SF  1411,  Contract  Pricing 
Proposal,  or  specifically  identify  the  data 
in  writing.  The  requirement  for  submis¬ 
sion  of  cost  or  pricing  data  is  met  when 
all  accurate  cost  or  pricing  data  reason¬ 
ably  available  to  the  offeror  have  been 
submitted,  either  actually  or  by  specific 
identification.  FAR  15.804-6  (Table  15- 
2)  details  the  procedural  requirements  for 
submitting  a  proposal  and  the  required 
supporting  cost  or  pricing  data. 

14-105.3  Submission  Versus  Availability 
of  Data 

The  mere  availability  of  books,  rec¬ 
ords,  and  other  documents  for  review 
does  not  constitute  submission  of  cost  or 
pricing  data.  The  regulations  make  a 
clear  distinction  between  submitting  cost 
or  pricing  data  and  merely  making  avail¬ 
able  books,  records,  and  other  documents 
without  identification.  The  adequacy  of  a 
given  submission  or  disclosure  depends 
on  whether  the  cost  or  pricing  data  is 
disclosed  in  a  way  that  places  the  govern¬ 
ment  on  essentially  equal  footing  with  the 
contractor  in  regard  to  making  the  pric¬ 
ing  decisions  and  must  be  determined  on 
a  case-by-case  basis. 

14-105.4  Contractor  Analysis  of  Cost  or 
Pricing  Data 

The  contractor  does  not  have  to  ana¬ 
lyze  data  solely  for  the  benefit  of  the 
government.  On  the  other  hand,  if  the 
government  is  unable  to  analyze  the  data 
and  the  contractor  can  do  so  and  does, 
that  information  must  be  disclosed.  The 
government  is  entitled  to  the  best  cost  or 
pricing  data  available  to  the  contractor, 
not  second  best.  An  example  of  disclosing 
only  second  best  would  be  if  the  contrac¬ 
tor  has  prepared  an  analysis  of  cost  or 
pricing  data  to  better  understand  the  raw 
cost  or  pricing  data,  but  discloses  only 
the  raw  data  which  the  government  was 


unable  to  analyze.  However,  see  14-108d 
regarding  prime  contractor  or  higher-tier 
subcontractor  analyses  of  subcontract 
costs.  This  concept  can  also  relate  to  the 
meaningful  disclosure  of  cost  or  pricing 
data  to  the  government  (i.e.,  submission 
versus  availability). 

14-105.5  Updating  Cost  or  Pricing  Data 

a.  The  contractor  must  update  its  cost 
or  pricing  data,  not  its  proposal.  TINA 
requires  cost  or  pricing  data  to  be  submit¬ 
ted  prior  to  contract  award,  but  the  data 
must  be  accurate,  complete,  and  current 
as  of  the  date  of  agreement  on  price.  It  is 
DoD  policy  to  accept  cost  or  pricing  data 
after  agreement  on  price  but  before  con¬ 
tract  award,  if  the  data  existed  before 
agreement  on  price.  See  14-120.4  on 
Defective  Pricing  “Sweeps.”  The  SF 
1411  is  the  vehicle  used  for  submitting 
cost  or  pricing  data  to  the  government. 
The  attachments  to  the  SF  1411  include 
the  cost  or  pricing  data  supporting  the 
cost  elements  proposed  by  the  contractor. 
Table  15-2  of  FAR  15.804-6  explains  that 
the  contractor  should  promptly  submit  to 
the  contracting  officer  later  information 
as  it  comes  info  the  offeror’s  possession. 
The  requirement  for  submission  of  cost 
or  pricing  data  continues  up  to  the  time 
of  final  agreement  on  price.  Future  addi¬ 
tions  or  revisions,  up  to  date  of  agree¬ 
ment  on  price,  must  be  annotated  on  a 
supplemental  index. 

b.  In  postaward  audits,  the  auditor  and 
contracting  officer  must  assess  whether 
the  updated  cost  or  pricing  data  was 
adequately  disclosed.  The  auditor  can 
provide  the  contracting  officer  with  in¬ 
formation  about  data  which  we  believe 
was  not  adequately  disclosed  by  the  con¬ 
tractor.  However,  it  is  the  contracting 
officer  who  must  ultimately  determine 
whether  the  contractor’s  disclosure  was 
adequate  and  affected  the  price  negotia¬ 
tions.  For  example,  material  is  proposed 
at  $100  a  unit  based  on  a  $75  vendor 
quote  plus  escalation.  The  contractor 
provides  updated  cost  or  pricing  data  for 
a  purchase  order  of  $80  with  no  escala¬ 
tion  applicable.  Merely  providing  updat¬ 
ed  cost  or  pricing  data  without  its  effect 
on  a  bill  of  material  (also  cost  or  pricing 
data)  doesn’t  appear  to  provide  meaning¬ 
ful  disclosure.  However,  if  the  contract- 
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ing  officer  received  the  updated  informa¬ 
tion  and  that  information  was  provided 
in  an  adequate  way,  the  fact  that  the  bill 
of  material  was  not  adjusted  by  the 
contractor  is  not  a  noncompliance  with 
TINA.  Moreover,  adequate  disclosure 
does  not  mean  contractors  have  to  give  a 
monetary  impact  of  updated  cost  or 
pricing  data  or  revise  a  part  of  their 
proposal. 

14-106  Contracting  Officer’s 
Designated  Representatives  for 
Receiving  Cost  or  Pricing  Data 

a.  Submission  or  disclosure  of  cost  or 
pricing  data  to  the  contracting  officer  is 
generally  easy  to  establish.  Who  a  con¬ 
tracting  officer’s  designated  representa¬ 
tive  is  and  when  that  designation  begins 
or  ends  requires  further  analysis.  The 
BCA  has  held  that  the  contracting  offi¬ 
cer’s  representative  is  someone  who  is 
substantially  involved  in  the  proposal 
evaluation  or  contract  negotiation  pro¬ 
cess.  Accordingly,  such  designation  may 
be  by  specific  direction  or  implied 
through  field  pricing  support/audit  sup¬ 
port  under  FAR  15.805.  During  the  field 
pricing  support  process,  consider  the  tim¬ 
ing  of  any  government  assistance  given  to 
the  contracting  officer.  To  support  price 
negotiations,  a  contracting  officer  can  use 
the  buying  command  administration  staff 
(pricing,  contract  administration,  techni¬ 
cal),  the  contract  administration  staff 
responsible  for  activity  at  the  contractor’s 
location  (pricing,  contract  administra¬ 
tion,  technical),  and  DCAA.  The  organi¬ 
zational  staff  that  provides  support  to  the 
contracting  officer  and  the  timing  of  that 
support  depends  on  the  nature  of  the 
procurement  and  is  not  the  same  in  every 
situation. 

b.  Auditors  must  address  this  issue 
with  the  contracting  officer  to  determine 
if  the  contractor  made  an  appropriate 
submission  of  cost  or  pricing  da»a.  The 
active  involvement  of  the  parties  sup¬ 
porting  the  contracting  officer  on  a  spe¬ 
cific  procurement  generally  establishes 
when  such  designation  begins  or  ends.  As 
a  member  in  the  procurement  process, 
DCAA  can  provide  audit  support  in 
evaluating  a  price  proposal  that  enables  it 


to  obtain  information  as  the  contracting 
officer’s  representative.  Once  that  audit 
is  complete,  those  services  may  no  longer 
be  required.  At  this  point,  the  auditor 
would  not  normally  be  a  representative  of 
the  contracting  officer  for  receiving  cost 
or  pricing  data  on  that  procurement. 
However,  if  the  auditor  subsequently 
becomes  aware  of  additional  cost  or 
pricing  data  and  recognizes  its  relation¬ 
ship  to  a  specific  proposal,  the  auditor 
need  not  perfoim  any  analysis  of  the  data 
but  must  immediately  make  the  contract¬ 
ing  officer  aware  of  the  data.  Additional¬ 
ly,  if  the  auditor  is  involved  in  supporting 
negotiations  after  issuing  the  proposal 
audit  report,  he  or  she  is  a  proper  repre¬ 
sentative  for  receiving  cost  or  pricing 
data.  The  same  considerations  apply  for 
any  of  the  contracting  officer’s  support¬ 
ing  groups. 

c.  Case  law  has  held  that  the  entity 
responsible  for  establishing  indirect  cost 
rates  is  an  appropriate  recipient  of  cost  or 
pricing  data  relating  to  indirect  costs. 
Frequently  DCAA  is  such  an  entity.  Even 
though  that  entity  may  not  have  any 
active  involvement  in  the  negotiations, 
disclosure  of  such  cost  or  pricing  data  to 
it  would  be  to  a  proper  representative. 
Because  there  is  a  government  entity 
responsible  for  establishing  indirect  cost 
rates,  the  ASBCA  has  held  that  the  con¬ 
tracting  officer  must  rely  on  that  entity 
for  evaluation  of  indirect  cost  rates,  prior 
to  agreeing  on  price,  to  ensure  all  field 
support  data  is  considered. 

14-107  Certificate  of  Current  Cost  or 
Pricing  Data 

a.  As  soon  as  practicable  after  reaching 
agreement  on  price,  FAR  15.804-4  re¬ 
quires  the  contractor  to  submit  a  Certifi¬ 
cate  of  Current  Cost  or  Pricing  Data 
certifying  to  the  accuracy,  completeness, 
and  currentness  of  the  cost  or  pricing 
data.  The  Certificate  of  Current  Cost  or 
Pricing  Data  covers  all  cost  or  pricing 
data  reasonably  available  to  the  contrac¬ 
tor  as  of  the  date  of  final  price  agreement. 
Also,  the  contractor’s  responsibility  is  not 
limited  to  the  personal  knowledge  of  the 
contractor’s  negotiator.  It  extends  to  all 
information  reasonably  available  within 
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the  contractor’s  organization  at  the  time 
of  price  agreement. 

b.  Absence  of  a  Certificate  of  Current 
Cost  or  Pricing  Data  does  not  prevent  the 
auditor  from  doing  a  defective  pricing 
audit,  since  the  contractor  is  statutorily 
liable  if  it  furnishes  defective  data.  (10 
U.S.C.  2306a(d)(3)(D)).  However,  the  au¬ 
ditor  must  confirm  the  date  of  price 
agreement  with  the  contracting  officer  in 
order  to  determine  if  defective  data  ex¬ 
ists. 

c.  When  submitting  the  certificate  re¬ 
quired  by  FAR  15.804-4,  the  contractor 
certifies  that  as  of  the  date  of  the  price 
agreement,  the  cost  or  pricing  data  are 
accurate,  complete,  and  current.  The  Cer¬ 
tificate  addresses  the  concept  of  submit¬ 
ting  or  disclosing  required  cost  or  pricing 
data  (facts)  to  the  government  as  of  the 
date  of  price  agreement.  The  certification 
itself  usually  does  not  identify  the  cost  or 
pricing  data  by  specific  dollar  amounts  or 
cost  elements.  The  auditor  is  the  one  who 
establishes  dollars  or  amounts  associated 
with  the  certified  cost  or  pricing  data  in 
order  to  perform  the  audit. 

d.  Subcontract  cost  or  pricing  data 
must  be  accurate,  complete,  and  current 
as  of  the  same  date  specified  in  the  prime 
contractor’s  certificate.  Dates  other  than 
that  of  the  prime  contractor’s  certifica¬ 
tion  may  be  relevant  to  the  cost  or  pricing 
data  provided  by  the  subcontractor  de¬ 
pending  on  the  timing  of  subcontract 
award  and/or  the  type  of  prime  contract. 
(See  14-119.3  for  significant  dates.) 

14-108  Subcontractor  Cost  or  Pricing 
Data 

a.  Any  contractor  required  to  submit 
certified  cost  or  pricing  data  and  a  certifi¬ 
cate  also  must  obtain  certified  cost  or 
pricing  data  from  subcontractors  and 
prospective  subcontractors.  This  require¬ 
ment  applies  for  any  subcontract,  pur¬ 
chase  order,  or  modification  expected  to 
exceed  the  dollar  thresholds  for  required 
cost  or  pricing  data  (see  14-103.2). 

b.  Regulations  also  require  the  prime 
contractor  to  submit  subcontractor  data 
to  the  government  if  one  of  the  following 
conditions  applies:  (1)  the  subcontract 
cost  estimate  is  $1  million  or  more,  (2) 
the  estimate  is  more  than  the  applicable 


dollar  threshold  for  required  cost  or 
pricing  data  and  more  than  10  percent  of 
the  prime  contractor’s  proposed  price,  or 
(3)  the  contracting  officer  considers  sub¬ 
mission  necessary  for  adequately  pricing 
the  prime  contract. 

c.  Submitting  cost  or  pricing  data  from 
more  than  one  subcontractor,  for  the 
same  subcontract  item,  is  not  usually 
required  when  (1)  the  subcontractor  pro¬ 
viding  the  data  is  the  one  most  likely  to 
receive  the  subcontract  and  (2)  the  pro¬ 
spective  prime  contractor’s  subcontract 
cost  estimate  for  such  item  is  based  on 
the  data  obtained. 

d.  A  subcontractor  or  a  prospective 
subcontractor  must  submit  cost  or  pric¬ 
ing  data  to  the  prime  contractor  or  high¬ 
er-tier  subcontractor.  The  prime  contrac¬ 
tor  or  higher-tier  subcontractor  is  respon¬ 
sible  for  conducting  price  or  cost  analysis 
of  the  subcontract  (see  FAR 
1 5.806(a)(2)).  The  results  of  this  analysis 
are  furnished  to  the  government  as  part 
of  its  cost  or  pricing  data  submission  up 
to  the  date  of  price  agreement.  Therefore, 
defective  cost  or  pricing  data  of  a  subcon¬ 
tract  cost  or  item  may  be  attributable  to 
the  prime  contractor  or  higher-tier  con¬ 
tractor,  subcontractor,  or  both. 

14-109  Natural  and  Probable 
Consequence  of  Defective  Data 

DFARS  215.804-7(b)(2)  does  not  re¬ 
quire  contracting  officers  to  reconstruct 
negotiations  in  determining  the  effect  of 
defective  data  on  the  contract  price. 
Unless  evidence  suggests  otherwise,  the 
natural  and  probable  consequence  of  de¬ 
fective  data  is  presumed  to  be  an  increase 
in  the  contract  price  of  the  defective 
amount  plus  related  burden  and  profit  or 
fee.  However,  a  contractor  may  offer  a 
rebuttal  to  this  presumption  and  present 
information  showing  that  the  result  was 
not  a  contract  price  increase.  The  con¬ 
tracting  officer  may  require  a  DCAA 
analysis  of  the  contractor’s  support  for  its 
rebuttal. 

14-110  Government’s  Right  of  Access 
to  Records 

a.  The  TINA  provides  the  government 
with  the  right  to  examine  contractor 
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records  to  evaluate  the  accuracy,  comple¬ 
teness,  and  currency  of  the  cost  or  pricing 
data  required  to  be  submitted.  This  right 
relates  to  the  following: 

(1)  Proposal  for  the  contract  or  subcon¬ 
tract, 

(2)  Discussions  conducted  on  the  pro¬ 
posal, 

(3)  Pricing  of  the  contract  or  subcon¬ 
tract,  or 

(4)  Performance  of  the  contract  or 
subcontract. 

b.  The  right  to  examine  contractor 
records  expires  3  years  after  final  pay¬ 
ment  under  the  contract  or  subcontract. 
Therefore,  the  auditor  should  plan  to 
complete  postaward  audits  before  the 
right  of  access  expires.  If  the  auditor  has 
not  obtained  the  necessary  records  before 
the  access  rights  have  expired,  the  gov¬ 
ernment  may  have  lost  its  legal  entitle¬ 
ment  to  the  records.  If  the  access  rights 
are  expiring  soon,  consult  Headquarters, 
OPD,  to  determine  whether  there  is  a 
legal  recourse  available  to  extend  the 
rights. 

14-111  Contracting  Officer’s  Record 
of  Price  Negotiations 

a.  FAR  15.808  provides  that  after 
concluding  each  negotiation  of  an  initial 
or  a  revised  price,  the  contracting  officer 
shall  promptly  prepare,  or  have  prepared, 
a  PNM  (price  negotiation  memorandum) 
giving  the  principal  elements  of  the  price 
negotiation.  If  we  provided  field  pricing 
assistance  (i.e.,  a  preaward  audit  report), 
the  contracting  ofilcer  shall  forward  one 
copy  of  the  memorandum  to  the  cogni¬ 
zant  auditor. 

b.  When  the  contractor  submitted  cost 
or  pricing  data  and  a  Certificate  of  Cur¬ 
rent  Cost  or  Pricing  Data  was  required, 
the  PNM  shall  reflect  the  extent  to  which 
the  contracting  officer: 

(1)  Relied  on  the  cost  or  pricing  data 
submitted. 

(2)  Used  the  cost  or  pricing  data  in 
negotiating  the  final  price. 

(3)  Recognized  as  inaccurate,  incom¬ 
plete,  or  noncurrent  any  cost  or  pricing 
data  submitted  by  the  contractor. 

(4)  Took  action  as  a  result  of  the 
defective  data  and  the  contractor’s  action 
on  such  data. 


(5)  Determined  the  effect  of  such  de¬ 
fective  data  on  the  price  negotiated. 

c.  In  June  1989,  the  Director  for  De¬ 
fense  Procurement  issued  policy  guid¬ 
ance  to  contracting  officers  for  situations 
where  contractors  provide  cost  or  pricing 
data  after  price  agreement.  In  these  situa¬ 
tions,  the  contracting  officer  must  also 
include  in  the  PNM  a  list  of  all  data 
submitted  by  the  contractor  after  price 
agreement  and  the  extent  to  which  these 
data  were  relied  on  in  order  to  establish  a 
fair  and  reasonable  price. 

d.  If  the  contractor  was  not  required  to 
submit  cost  or  pricing  data,  the  PNM  will 
provide  the  exemption  or  waiver  used 
and  the  basis  for  claiming  or  granting  it. 

e.  Subcontract  auditors  will  obtain  in¬ 
formation  on  the  prime  contractor’s  cer¬ 
tification  of  subcontract  cost  or  pricing 
data  or  prime/subcontractor  negotiations 
from  the  prime  contract  auditor. 

14-112  Contract  Clauses 

14-112.1  Price  Reduction  for  Defective 
Cost  or  Pricing  Data 

a.  The  contract  clauses  entitled  Price 
Reduction  for  Defective  Cost  or  Pricing 
Data  are  in  FAR  52.215-22,  23,  24,  and 
25.  These  clauses  provide  for  a  reduction 
in  the  contract  price  whenever  the  con¬ 
tracting  officer  determines  that  the  con¬ 
tract  price  increased  by  a  significant 
amount  because  the  contractor  furnished 
inaccurate,  incomplete,  or  noncurrent 
cost  or  pricing  data  as  certified  in  the 
contractor’s  Certificate  of  Current  Cost 
or  Pricing  Data.  However,  the  TINA  and 
regulations  do  not  define  what  is  a  “sig¬ 
nificant  amount”  of  increase  to  a  con¬ 
tract  price.  (See  14-120.1  for  further 
discussions  on  materiality.) 

b.  Absence  of  the  price  reduction 
clause  in  a  contract  that  requires  such  a 
clause  does  not  prevent  the  government 
from  performing  a  postaward  audit  for 
defective  pricing.  Under  a  well-estab¬ 
lished  legal  principle  (the  so-called 
“Christian  doctrine”)  a  contractor  is 
bound  by  a  required  clause  even  though 
the  clause  is  omitted  from  the  contract. 


DCAA  Contract  Audit  Manual 


January  1995 


1409 

1114-112.2 


14-112.2  Examination  of  Records 

FAR  52.214-26  and  52.215-2  set  forth 
the  audit  and  records  clauses  to  be  insert¬ 
ed  in  prime  contracts  and  subcontracts 
subject  to  defective  pricing.  10  U.S.C. 
2306a  grants  audit  access  to  contractor  or 
subcontractor  records  for  evaluation  of 
cost  or  pricing  data  for  three  years  after 
final  payment  under  the  contract  or  sub¬ 
contract.  (See  14-110  for  the  statutory 
language  regarding  the  government’s 
right  of  access  to  contractor  records.) 

14-113  Defective  Pricing 
Requirements  and  Program  Plan 

14-113.1  Requirements  Plan 
Development 

FAOs  and  regions  develop  their  annual 
defective  pricing  requirements  plan  using 
the  POD  (Program  Objective  Document) 
and  specific  instructions  issued  by  Head¬ 
quarters.  FAOs  develop  and  maintain  a 
universe  of  eligible  actions  from  which 
they  select  actions  for  audit.  The  specific 
Headquarters  instructions  explain  how  to 
estimate  contractor  risk  and  determine 
the  number  of  pricing  actions  for  posta¬ 
ward  audit.  Auditors  should  be  familiar 
with  these  Headquarters  instructions  pri¬ 
or  to  starting  a  programmed  audit. 

14-113.2  Program  Plan  Coordination 
with  Government  and  Contractor 
Personnel 

a.  To  foster  the  exchange  of  useful 
information  and  r.:hieve  maximum  coop¬ 
eration,  FAOs  vrill  provide  a  list  of  all 
programmed  postaward  audits  to  affect¬ 
ed  government  personnel  (contracting 
officers  and  prime  contract  auditors)  at 
the  beginning  of  the  program  year.  This 
type  of  coordination  with  other  govern¬ 
ment  personnel  establishes  contact  points 
for  communication..,  provides  informa¬ 
tion  for  planning  and  prioritizing  work¬ 
load,  and  offers  the  chance  to  obtain 
pertinent  information  that  may  affect  the 
planning  and  performance  of  the  posta¬ 
ward  audits.  Coordination  and  commu¬ 
nication  with  contracting  officers  and 
prime  contract  auditors  throughout  all 
phases  of  the  audit  will  enable  the  gov¬ 
ernment  to  achieve  timely  resolution  of 
defective  pricing  findings.  Send  written 


notification  of  programmed  postaward 
audits  on  primecontracts  or  modifica¬ 
tions  to  the  PCO,  with  a  copy  to  the 
onsite  PLA,  if  applicable  (see  1 5-303).  On 
subcontract  audits,  send  written  notifica¬ 
tion  to  the  prime  auditor.  Identify  for  the 
PCO  or  prime  auditor,  at  a  minimum, 
such  information  as  the  PCO  code,  sym¬ 
bol  and  case  number,  the  prime  contract 
number  or  modification  number,  the 
contractor  name,  the  product  name,  and 
subcontract  purchase  order  number.  The 
notification  can  complement  an  initial 
request  for  the  price  negotiation  memo¬ 
randum  (Attachment  3  to  the  Postaward 
Audit  Program). 

b.  At  those  contractors  where  you  have 
programmed  significant  defective  pricing 
activity,  discuss  the  defective  pricing 
program  plan  with  contractor  representa¬ 
tives  for  effective  planning  and  audit 
coordination.  This  coordination  will  in¬ 
clude  discussions  on  the  contractor  risk 
designation  and  reasons  for  such  deter¬ 
mination,  which  contracts  were  selected 
and  how,  the  timing  of  our  audits,  out¬ 
standing  estimating  system  deficiencies, 
and  internal  control  weaknesses. 

14-113.3  Timing  of  Audit 

a.  Promptly  audit  and  report  on  pricing 
actions  selected  for  postaward  audit. 
Each  audit  is  part  of  the  FAO’s  annual 
program  plan  for  the  fiscal  year.  To 
effectively  accomplish  the  plan,  phase  the 
audits  for  completion  throughout  the 
fiscal  year.  Furthermore,  Headquarters 
requirements  planning  instructions  re¬ 
quire  audits  on  all  fixed  price  and  incen¬ 
tive  actions  over  $100  million  to  start  as 
soon  as  the  office  is  aware  of  the  award 
and  to  be  completed  no  later  than  one 
program  year  after  the  year  of  award. 

b.  The  government  has  the  right  of 
access  to  records  for  three  years  from  the 
date  of  final  payment  under  the  contract 
or  subcontract.  However,  it  is  better  to 
report  on  any  apparent  defective  pricing 
before  prime  contract  completion,  or  at 
the  latest,  before  the  due  date  of  the  final 
audit  report  on  incurred  costs  under  the 
contract. 

14-114  Audit  Program  for  Defective 
Pricing  Audits 

a.  Use  the  APPOST  standard  audit 
program  for  doing  postaward  audits  for 
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defective  pricing.  The  audit  program  con¬ 
sists  of  three  groups  of  audit  steps:  pre¬ 
liminary,  detailed,  and  concluding.  Pre¬ 
liminary  audit  steps  allow  the  auditor  to 
compile  basic  information  needed  to  con¬ 
duct  the  audit.  Complete  the  preliminary 
audit  steps,  discuss  with  the  supervisor 
the  planned  scope  for  further  effort,  and 
obtain  supervisory  approval  of  any  addi¬ 
tional  effort  before  beginning  any  de¬ 
tailed  audit  steps. 

b.  Detailed  audit  steps  in  the  program 
allow  the  auditor  to  document  audit 
procedures  applied  to  specific  cost  ele¬ 
ments  and  support  evidence  obtained  for 
an  audit  conclusion.  The  auditor  plans 
the  detailed  steps  based  on  the  informa¬ 
tion  from  the  preliminary  steps.  Success¬ 
ful  accomplishment  of  the  detailed  steps 
requires  auditors  to  fully  establish  the 
five  points  detailed  in  14- 102b  to  prove 
defective  pricing  (see  also  the  APPOST). 

c.  Concluding  audit  steps  identify  the 
administrative  requirements  upon  com¬ 
pletion  of  field  work.  These  steps  include 
communicating  the  issues  and  findings 
with  the  contracting  officer;  reporting 
estimating  system  findings,  CAS  find¬ 
ings,  and  potential  irregularities;  con¬ 
ducting  exit  conferences  with  the  contrac¬ 
tor;  and  preparing  the  audit  report. 

d.  The  audit  program  also  includes 
sections  on  contract  brief  schedules,  in¬ 
formation  request  guides,  schedule  for 
chronology  of  events,  and  audit  notifica¬ 
tion  to  the  contractor. 

14-115  Obtaining  Price  Negotiation 
Memorandums  and  Requesting  Data 
for  the  Audit 

a.  The  PNM  is  the  most  important 
government  document  for  the  successful 
completion  of  any  postaward  audit.  The 
auditor  must  review  the  PNM  to  deter¬ 
mine  what  cost  or  p’ icing  data  the  con¬ 
tractor  provided  and  when,  whether  the 
government  relied  on  such  data,  what 
considerations  the  contracting  officer 
made  during  negotiations,  and  other  fac¬ 
tual  considerations  that  may  have  influ¬ 
enced  the  negotiations.  FAR  15.808(b) 
details  the  minimum  information  includ¬ 
ed  in  the  PNM  and  requires  contracting 
officers  to  provide  auditors  with  a  copy 


of  the  PNM  (see  14-111).  Notwithstand¬ 
ing  the  FAR  requirements,  the  auditor  is 
still  responsible  for  communicating  or 
coordinating  issues  with  the  contracting 
officer.  Sole  reliance  on  the  PNM  without 
communicati^  with  the  contracting  offi¬ 
cer  is  not  sufficient. 

b.  Follow  the  procedures  outlined  be- 
jow  for  requesting  data  from  the  contract¬ 
ing  officer  when  doing  postaward  audits. 

(1)  Determine  what  required  data  is 
available  from  the  DCAA  FAO  files,  the 
contractor,  or  the  ACO.  Do  not  request 
data  from  the  PCD  until  you  determine  it 
is  not  available  locally. 

(2)  Review  available  data  to  determine 
if  additional  information  is  required  to 
perform  the  audit.  Proper  planning  for 
any  postaward  audit  begins  with  the 
PNM.  Specifically,  review  the  PNM  to 
establish  the  audit  scope  and  determine 
what  data  may  be  needed  to  do  the  audit. 
If  we  do  not  have  the  PNM  and  cannot 
obtain  it  from  the  ACO,  we  should  ini¬ 
tially  request  only  the  PNM  from  the 
PCO.  Also,  the  PLA  can  assist  in  obtain¬ 
ing  required  PNMs  and  other  data. 

(3)  Requests  for  data  or  clarification  on 
significant  issues  should  be  made  to  the 
PCO  in  writing  during  the  audit.  Re¬ 
questing  specific  data  as  needed  during 
the  audit  will  enhance  communication 
with  the  PCO  and  result  in  a  better  audit 
and  a  more  effective  report.  Effective 
communication  with  the  PCOs  shows 
that  we  arc  sensitive  to  their  resource 
constraints  and  are  taking  prudent  steps 
to  develop  sustainable  audit  recommen¬ 
dations. 

(4)  Use  the  standard  request  letter 
(Attachment  3  to  the  APPOST)  as  a  guide 
when  writing  to  the  PCO.  Specific  expla¬ 
nations  or  reasons  for  the  data  requested 
should  be  set  forth.  The  standard  request 
letter  was  designed  to  notify  the  contract¬ 
ing  officer  of  the  planned  audit  and 
request  specific  data  that  was  not  already 
available  from  DCAA  FAO  files,  the 
contractor,  or  the  ACO. 

c.  In  rare  instances  the  auditor  may 
have  to  travel  to  the  buying  office  for  a 
personal  review  of  the  contract  file  before 
starting  the  audit.  Also  consider  request¬ 
ing  the  contractor’s  negotiation  log 
and/or  record  of  negotiation.  The  lack  of 
a  PNM  should  not  delay  the  start  of  a 
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scheduled  audit.  However,  it  becomes 
increasingly  diflicult  to  support  an  audit 
baseline,  disclosure  of  cost  or  pricing 
data,  and  reliance  without  the  PNM. 

d.  If  inadequate  negotiation  documen¬ 
tation,  lack  of  PNMs,  or  chronic  late 
receipt  is  jeopardizing  the  defective  pric¬ 
ing  program,  notify  the  PLA  at  the  buy¬ 
ing  office  and  the  regional  office.  The 
regional  office  should  work  with  the  PLA 
to  resolve  PNM  deficiencies  with  the 
buying  offices. 

e.  For  subcontracts,  determine  what 
cost  or  pricing  data  of  the  subcontractor 
the  government  relied  on  in  pricing  the 
prime  contract.  The  auditor  at  the  sub¬ 
contractor  location  will  contact  the  audi¬ 
tor  at  the  prime  contractor  location  to 
obtain  the  prime  contractor’s  PNM  in 
order  to  identify  the  data  relied  on  in 
pricing  the  prime  contract.  Use  the  PLA 
to  assist  in  this  internal  DCAA  coordina¬ 
tion  to  obtain  the  necessary  information. 

14-116  Establishing  the  Baseline  for 
Audit,  Determining  the  Defective 
Data,  and  Calculating  the 
Recommended  Price  Adjustment 

The  auditor  must  (1)  establish  the 
appropriate  baseline  for  audit,  (2)  deter¬ 
mine  the  potential  defective  data,  and  (3) 
calculate  the  total  recommended  price 
adjustment. 

14-116.1  Communicating  with  the 
Contracting  Officer  and  Contractor 

During  the  course  of  the  audit,  the 
auditor  should  communicate  with  the 
PCO  uS  necessary  to  clarify  factual  mat¬ 
ters  regarding  the  baseline  and  recom¬ 
mended  price  adjustment.  The  auditor 
should  obtain  the  contractor’s  responses 
to  audit  findings  as  they  are  developed  or 
presented  at  the  exit  conference  and 
carefully  consider  the  responses  when 
calculating  the  final  recommended  price 
adjustment.  If  the  contractor  refuses  to 
provide  comments  on  the  draft  findings, 
request  the  assistance  of  the  PCO.  Use 
the  PLA  to  assist  as  necessary. 

14-1 16.2  Baseline  for  Audit 

a.  When  contractors  certify  cost  or 
pricing  data  (facts)  and  execute  the  Cer¬ 


tificate  of  Current  Cost  or  Pricing  Data, 
they  do  not  specifically  identify  the 
amounts  or  elements  of  costs  that  are 
certified.  Therefore,  to  evaluate  certified 
cost  or  pricing  data  for  compliance  with 
TINA,  the  auditor  must  establish  an 
audit  baseline  as  a  starting  point  in  order 
to  determine  if  the  certified  cost  or 
pricing  data  were  accurate,  complete,  and 
current.  The  audit  baseline  for  determin¬ 
ing  if  defective  pricing  exists  is  (1)  the 
contractor’s  last  SF  1411  proposal  before 
price  negotiations  began  and  (2)  adjust¬ 
ment  for  any  additional  cost  or  pricing 
data  up  to  the  time  of  price  agreement  or 
disclosure  of  sweeps  data  (see  14-120.4) 
for  which  the  contractor  addresses  its 
significance  on  the  proposal  and  submits 
it  to  the  government.  Since  the  baseline 
starts  with  the  contractor’s  proposal,  it 
will  include  both  cost  or  pricing  data  and 
judgments. 

DEFECTIVE  PRICING  AUDIT 
BASELINE 

$$$  Contractor’s  last  SF  1 4 1 1  proposal 
by  cost  element  before  price  nego¬ 
tiations  began 

H —  (Plus  or  Minus)  Additional  cost  or 
pricing  data  up  to  the  time  of 
agreement  on  price,  to  include 
sweeps  data,  for  which  the  con¬ 
tractor  addresses  its  significance 
on  the  proposal  and  submits  it  to 
the  government 

$$$  (Equals)  Baseline  for  determining 
if  defective  pricing  exists 

b.  Examine  the  PNM  first  to  determine 
if  the  contractor  updated  its  SF  1411 
proposal  or  submitted  additional  cost  or 
pricing  data  before  negotiations  of  the 
contract  price  began.  Sources  of  data 
other  than  the  PNM  include  the  buying 
olfice’s  contract  file  and  the  contractor’s 
PNM  and  contract  file.  Depending  on  the 
circumstances,  the  auditor  may  need  to 
pursue  one  or  more  of  these  alternative 
data  sources.  Follow  the  procedures  in 
14-1 15  to  obtain  the  PNM  or  other  data 
needed  if  it  is  not  available  locally. 

c.  The  PNM  should  clearly  identify  the 
cost  or  pricing  data  the  contracting  offi¬ 
cer  relied  on  to  negotiate  the  prime 
contract  price  (FAR  15.808(a)(5)).  If  not 
specifically  addressed  in  the  PNM,  coor- 


DCAA  Contract  Audit  Manual 


1412 

1114-1 16.2c. 


January  1995 


dinate  with  the  contracting  officer  and 
obtain  a  written  statement  as  to  what 
data  were  relied  on.  If  the  contracting 
officer  will  not  provide  a  written  state¬ 
ment  on  reliance  and  the  FAO’s  review  of 
the  contracting  officer’s  file  discloses  no 
contrary  evidence,  assume  that  the  gov¬ 
ernment  relied  on  all  data  submitted  by 
the  contractor  in  negotiating  the  contract 
price. 

d.  Sometimes  the  contractor  does  not 
submit  additional  cost  or  pricing  data, 
but  the  costs  negotiated  by  the  contract¬ 
ing  officer  are  less  than  the  amounts 
shown  in  the  contractor’s  proposal. 
Unless  the  PNM  discusses  additional 
data  provided  at  negotiations,  the  con¬ 
tractor’s  SF  1411  proposal  is  the  baseline 
for  audit. 

14-116.3  Determining  the  Potential 
Defective  Data 

Once  the  auditor  has  established  the 
baseline  for  audit,  the  next  step  is  to 
compare  the  cost  or  pricing  data  in  the 
audit  baseline  to  all  accurate,  complete, 
and  current  cost  or  pricing  data  reason¬ 
ably  available  to  the  contractor  prior  to 
agreement  on  price.  Differences  found 
identify  potential  defective  pricing.  For 
such  differences  the  auditor  must  estab¬ 
lish  the  five  points  identified  at  14-102.  If 
the  auditor  cannot  establish  or  support 
these  points,  he  or  she  has  not  developed 
evidence  to  support  that  potential  defec¬ 
tive  pricing  exists. 


IDENTIFICATION  OF  POTEN¬ 
TIAL  DEFECTIVE  PRICING 

$$$  Cost  or  pricing  data  in  audit 
baseline  (14-116.2) 

—  (Less)  Accurate,  complete,  and 
current  cost  or  pricing  data  rea¬ 
sonably  available  at  price  agree¬ 
ment  pricing  data  up  to  the 
time  of  agreement  on  price,  to 
include  sweeps  data,  for  which 
the  contractor  addresses  its  sig¬ 
nificance  on  the  proposal  and 
submits  it  to  the  government 


—  (Less)  Adjustment  for  contract¬ 
ing  officer  nonreliance,  contrac¬ 
tor  disclosures  or  government’s 
actual  knowledge,  and  specific 
adjustment  by  the  contracting 
officer  for  the  effect  of  factual 
information  on  the  negotiated 
price 

$$$  (Equals)  Potential  defective 
pricing 

14-116.4  Calculating  the  Recommended 
Price  Adjustment 

a.  The  recommended  price  adjustment 
is  the  total  amount  the  contract  price 
increased  because  the  contractor  submit¬ 
ted  defective  cost  or  pricing  data.  It 
includes  not  only  the  defective  data,  but 
also  the  associated  costs  and  profit.  Com¬ 
pute  all  applicable  indirect  costs  and 
profit  using  the  negotiated  rates  or  rates 
considered  negotiated  as  set  forth  in  the 
PNM.  If  the  auditor  cannot  determine 
the  negotiated  rates,  use  the  rates  devel¬ 
oped  in  the  audit  baseline.  To  accomplish 
this,  compute  and  include  the  allocable 
portion  of  all  applicable  indirect  costs 
and  profit  in  the  total  recommended 
price  adjustment  for  the  contract  or  sub¬ 
contract. 

b.  If  the  defective  pricing  involves  a 
subcontract,  the  prime  contract  auditor 
will  compute  the  allocable  portion  of 
prime  indirect  costs  and  profit  applicable 
to  the  subcontract  defective  pricing  and 
include  this  amount  in  the  total  recom¬ 
mended  price  adjustment  for  the  prime 
contract.  The  prime  contract  auditor’s 
report  will  include  prime  add-ons  (indi¬ 
rect  costs  and  profit  or  fee)  to  the  subcon¬ 
tract  defect  to  reflect  the  total  amount  of 
the  subcontract  defective  pricing  on  the 
prime  contract  price. 

c.  The  following  paragraphs  provide 
guidelines  on  how  to  apply  indirect  rates 
and  factors  using  the  concept  of  natural 
and  probable  consequences  as  defined  in 
14-109. 

(1)  When  the  indirect  rates  and  factors 
are  not  defective  and  negotiated  rates  are 
known,  apply  these  negotiated  rates  to  all 
defective  base  costs  in  determining  the 
recommended  price  adjustment. 

(2)  When  the  indirect  rates  and  factors 
are  not  defective  and  the  negotiated  rates 
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cannot  be  determined,  apply  the  baseline 
rates  (see  14-1 16.1a)  to  all  defective  base 
costs  in  determining  the  recommended 
price  adjustment. 

(3)  Regardless  of  the  nature  of  negotia¬ 
tions,  when  an  audit  discloses  defective 
indirect  rates,  the  recommended  price 
adjustme*'^  will  include  both: 

(a)  the  defective  costs  which  result 
from  applying  the  defective  indirect  rate 
to  the  negotiated  base  amounts.  If  the 
negotiated  base  amounts  cannot  be  deter¬ 
mined  from  the  PNM,  use  the  baseline 
amounts  as  developed  in  accordance  with 
14-1 16.1a. 

(b)  the  defective  indirect  costs  which 
result  from  applying  the  recommended 
indirect  rate  to  the  defective  base. 

d.  The  same  guidelines  apply  to  direct 
cost  elements.  For  example,  assume  the 
defective  pricing  audit  reveals  a  defect  of 
$2.00  per  hour  in  a  proposed  labor  rate. 
Also  assume  that  the  contractor  proposed 
1 1 ,000  hours  but  negotiated  10,000  hours 
despite  not  providing  any  additional  cost 
or  pricing  data.  The  audit  disclosed  no 
defect  in  hours.  The  defective  amount 
would  be  $20,000  (10,000  hours  X  $2). 
As  with  indirect  rates,  apply  the  defective 
element  to  the  negotiated  base  in  com¬ 
puting  the  recommended  price  adjust¬ 
ment. 

14-117  Possible  Defective  Pricing 
Indicators 

To  effectively  achieve  the  basic  objec¬ 
tives  of  the  DCAA  defective  pricing 
program,  audit  procedures  must  be  de¬ 
signed  to  identify  and  explore  conditions 
suggesting  possible  defective  pricing.  The 
audit  procedures  should  also  consider 
specific  information  furnished  by  the 
contracting  officer  when  applicable. 
Items  normally  examined  for  indications 
of  defective  pricing  are  historical  unit 
cost  records,  vendor  quotes,  purchase 
orders,  voluntary  refunds  or  credits  from 
suppliers,  cost  trend  records,  sales  and 
manufacturing  volume  projections,  profit 
and  loss  statements,  and  product  cost  and 
profit  analyses.  The  following  examples 
are  possible  defective  pricing  indicators: 

a.  Significantly  lower  actual  cost  of 
individual  items  and  cost  elements  as 
compared  with  the  amounts  included  in 


the  audit  baseline  as  explained  in  14- 
116.2.  When  this  condition  exists,  per¬ 
form  additional  tests  to  determine  wheth¬ 
er  the  lower  costs  reflect  defective  data. 

b.  Operations  not  actually  performed 
or  items  of  cost  not  incurred,  although 
included  in  the  contractor’s  proposal. 
(For  example,  changes  made  in  the  make- 
or-buy  program,  a  special  testing  pro¬ 
gram  not  performed,  or  govemment- 
owr.  'd  equipment  rental  not  paid.)  Ex¬ 
plore  the  reasons  for  not  incurring  the 
cost. 

c.  Items  of  direct  cost  included  in  the 
contract  pricing  proposal  at  prices  higher 
than  appropriate  based  on  information 
available  to  the  contractor  (and  not  dis¬ 
closed  to  the  government)  at  the  time  of 
contract  price  agreement.  Examples  are 
as  follows: 

(1)  After  submitting  the  original  pro¬ 
posal  but  before  price  agreement,  the 
contractor  receives  a  firm  quote  from  an 
established  source  which  is  significantly 
below  the  cost  included  in  the  original 
proposal. 

(2)  A  previously  used  supplier  not 
solicited  this  time  but  who  normally 
submits  a  low  bid.  The  contractor  later 
purchases  the  material  from  this  vendor 
at  a  price  lower  than  proposed. 

When  detecting  the  above  or  similar 
situations,  evaluate  the  circumstances  in¬ 
volved  to  reach  a  conclusion  on  whether 
defective  pricing  exists.  A  contract  price 
is  not  defective  simply  because  subse¬ 
quent  market  price  declines  allow  the 
contractor  to  obtain  lower  material  prices 
than  the  quotations  obtained  before 
award. 

d.  Closing  or  cutoff  dates  for  recording 
transactions  or  for  computing  summary 
indirect  cost  rates  or  production  cost  data 
that  did  not  coincide  with  the  date  nego¬ 
tiations  concluded.  For  instance,  the  con¬ 
tractor’s  proposal  included  indirect  or 
other  cost  data  as  of  a  prior  cutoff  period. 
In  this  case,  the  contractor  is  responsible 
for  the  currentness  of  its  cost  or  pricing 
data.  So  even  though  the  contractor  may 
have  reached  a  prior  understanding  with 
the  contracting  officer  on  closing  or  cut¬ 
off  dates,  the  government  would  consider 
significant  matters  in  the  books  or  rec¬ 
ords  on  the  date  of  price  agreement  as 
reasonably  available  to  the  contractor  for 
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TABLE  l3-I-l(Ref.  13-102) 


EDUCATIONAL  INSTITUTIONS  ASSIGNED  TO  DCAA  AUDIT 

COGNIZANCE 
by  0MB  Circular  A-88 


DCAA  CENTRAL  REGION 
College  of  Lake  County 
Colorado  School  of  Mines 
New  Mexico  Institute  of  Mining  and  Technology 
New  Mexico  State  University 
University  of  Denver 
University  of  Illinois-Chicago 
University  of  Illinois-Urbana 
University  of  New  Mexico 

DCAA  EASTERN  REGION 
College  of  William  and  Maiy 
Southeastern  Ctr.  for  Electrical  Engineering  Education 
Georgia  Institute  of  Technology 
University  of  Dayton 
University  of  Notre  Dame 
Virginia  Institute  of  Marine  Sciences 
Virginia  Military  Institute 
Wright  State  University 

DCAA  MID-ATLANTIC  REGION 
Camegie-Mellon  University 
Cornell  University-Main 

Smithsonian  Institution  (Astrophysical  Observatory) 
Smithsonian  Institution 
Pennsylvania  State  University 
Stevens  Institute  of  Technology 

DCAA  NORTHEASTERN  REGION 
Brown  University 
Columbia  University 
Cornell  University-Medical 
Emmanuel  College 

Massachusetts  Institute  of  Technology 
Polytechnic  Institute  of  New  York 
Regis  College 
Syracuse  University 
University  of  Rhode  Island 
University  of  Rochester 
Wentworth  Institute  of  Technology 

DCAA  WESTERN  REGION 
California  Institute  of  Technology 
Stanford  University 
University  of  Alaska 
University  of  Hawaii 


DCAA  Contract  Audit  Manual 


1414 

1114-1 17d. 


January  1995 


purposes  of  defective  pricing.  This  is  true 
even  if  the  data  had  not  yet  been  summa¬ 
rized  (see  14-104.6). 

e.  Less  obvious  defective  pricing  indi¬ 
cators  may  include  the  contractor’s  fail¬ 
ure  to  reflect  in  the  proposal  decisions 
expected  to  lower  costs  on  prospective 
contracts.  This  usually  relates  to  budgets, 
production,  automation,  time  and  mo¬ 
tion  studies  on  labor,  and  management 
decisions  when  the  decisions  were  made 
and  the  information  was  available  before 
price  agreement.  Facts  underlying  con¬ 
tractor  opinions,  and  projections  are  cost 
or  pricing  data;  but  judgments  based  on 
those  facts  are  not  (see  14-104). 

14-118  Treatment  of  Offsets 

a.  The  1987  Defense  Authorization  Act 
amended  the  TINA  to  give  statutory 
recognition  to  contractor  offsets  for  de¬ 
fective  cost  or  pricing  data  that  result  in 
understated  costs.  The  amended  TINA 
places  the  burden  of  proof  for  such 
offsets  on  the  contractor  and  disallows 
using  any  intentional  understatements  to 
offset  defective  cost  or  pricing  data  that 
resulted  in  a  price  increase.  This  amend¬ 
ment  applies  only  to  contracts  or  modifi¬ 
cations  to  contracts  entered  into  on  or 
after  15  February  1987  (10  U.S.C. 
2306a).  As  a  result,  the  following  guide¬ 
lines  apply  to  offsets. 

(1)  For  contracts  entered  into  before  15 
February  1987,  offsets  are  usually  appro¬ 
priate  against  defective  cost  or  pricing 
data  and  should  be  considered  during  the 
normal  course  of  audit.  This  includes 
inadvertent  understatements  in  the  con¬ 
tractor’s  cost  or  pricing  data  and  inten¬ 
tional  understatements  by  the  contractor 
that  were  known  to  the  government  and 
were  not  misleading  or  deceptive.  Exam¬ 
ples  of  these  offsets  are  mathematical 
errors  and  intentional  reductions  in  indi¬ 
rect  rates  disclosed  to  the  government  at 
the  time  of  negotiations.  It  does  not 
include  unsupported  “bottom-line”  man¬ 
agement  adjustments. 

(2)  For  contracts  or  modifications  to 
contracts  entered  into  on  or  after  15 
February  1987,  offsets  against  defective 
cost  or  pricing  data  are  allowable  if  the 
contractor: 


(a)  certifies  to  the  contracting  officer 
that,  to  the  best  of  the  contractor’s  knowl¬ 
edge  and  belief,  the  contractor  is  entitled 
to  the  offset  in  the  amount  requested;  and 

(b)  proves  that  the  cost  or  pricing  data 
were  available  before  the  date  of  agree¬ 
ment  on  the  price  of  the  contraet  (or  price 
of  the  modification)  and  that  the  data 
were  not  submitted  before  such  date. 

(3)  However,  an  offset  shall  not  be 
allowed  if: 

(a)  the  understated  data  was  known  by 
the  contractor  to  be  understated  when  the 
Certificate  of  Current  Cost  or  Pricing 
Data  was  signed;  or 

(b)  the  government  proves  that  the 
facts  demonstrate  that  the  contract  price 
would  not  have  increased  in  the  amount 
to  be  offset  even  if  the  available  data  had 
been  submitted  before  the  date  of  agree¬ 
ment  on  price. 

(4)  The  first  exception  prohibits  an 
offset  if  the  contractor  intentionally  with¬ 
held  from  the  government  information 
showing  a  higher  cost  for  an  item  or 
service.  To  deny  an  offset  for  this  reason, 
it  is  not  enough  that  someone  in  the 
contractor’s  organization  was  aware  of 
the  true  cost  of  the  item  or  service. 
Rather,  the  government  must  establish 
that  the  contractor  made  an  intentional 
decision  not  to  revise  the  proposed  price 
upward  based  on  known  cost  or  pricing 
data  that  would  justify  the  increase. 

(5)  The  government  permits  offsets 
among  and  within  the  various  line  items 
of  the  certified  cost  or  pricing  data,  but 
only  up  to  the  maximum  of  defective 
overstated  costs  in  the  same  pricing  ac¬ 
tion.  For  example,  the  contractor  may 
offset  understated  material  costs  against 
overstated  labor,  overhead,  and  G&A. 
However,  offsets  apply  only  within  the 
same  pricing  action,  e.g.,  for  an  initial 
pricing  action  or  for  the  pricing  of  a 
change  order. 

b.  Prior  to  your  evaluation  of  any 
contractor  offset  submission  (or  potential 
offsets  you  have  found)  for  contracts 
entered  into  on  or  after  15  February 
1987,  the  contractor  must  provide  an 
appropriate  certification  in  support  of  its 
claim.  Although  you  should  not  specifi¬ 
cally  design  audit  procedures  to  seek  out 
understatements,  you  should  notify  the 
contractor  and  the  contracting  officer  in 
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writing  of  potential  offsets  you  have 
found  to  obtain  the  required  certifica¬ 
tion.  However,  the  auditor  must  exercise 
good  judgment  when  the  audit  discloses 
evidential  data  that  clearly  identifies  an 
apparent  offset  that  significantly  affects 
the  recommended  price  adjustment.  Un¬ 
til  the  contractor  provides  the  required 
certification  for  its  submission,  we 
should  neither  adjust  our  findings  nor 
expend  additional  resources  on  the  al¬ 
leged  offsets.  It  is  important  that  the 
contractor  certify  to  the  apparent  offset 
to  ensure  its  allowability  as  stated  in  14- 
118a.(3),  (4),  and  (5).  For  example,  the 
contractor’s  review  of  a  potential  offset 
that  you  have  found  during  your  review 
of  a  statistical  sample  of  a  bill  of  material 
may  disclose  that  the  cost  or  pricing  data 
related  to  the  higher  price  was  known  and 
considered  by  the  contractor  prior  to 
agreement  on  price.  If  the  contractor 
refuses  to  submit  such  certification,  in¬ 
form  the  contracting  officer  and  request 
assistance  in  obtaining  certified  offsets 
prior  to  issuing  the  report  to  ensure 
timely  consideration  of  probable  offsets. 
If  you  are  unable  to  obtain  certified 
offsets,  state  in  your  report  that  the 
contractor  (or  auditor)  has  identified 
offset  amounts,  but  the  contractor  re¬ 
fused  to  provide  any  certification  of 
offsets  and,  therefore,  we  will  not  express 
an  opinion  on  the  validity  of  the  claimed 
offsets.  However,  if  the  contracting  offi¬ 
cer  requests  us  to  evaluate  the  uncertified 
offsets,  we  should  comply  with  that  re¬ 
quest  and  include  the  supplementary 
information  in  a  separate  appendix  to  the 
postaward  report. 

(1)  When  the  contractor  contends  that 
tneie  are  understated  costs  for  contracts 
entered  into  before  15  Februa^  1987, 
but  does  not  provide  specific  informa¬ 
tion,  request  in  writing  that  the  contrac¬ 
tor  submit  specific  information.  Also 
solicit  contracting  officer  assistance  so 
you  can  confirm  data  supporting  the 
alleged  offsets  and  give  appropriate  con¬ 
sideration  in  the  audit  report.  If  the 
contractor  does  not  submit  this  offset 
information  within  a  reasonable  time, 
normally  30  days  or  as  agreed  among  the 
FAO,  contracting  officer,  and  contractor, 
issue  the  audit  report.  Present  available 
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information  concerning  alleged  offsets  in 
the  audit  report. 

(2)  When  the  contractor  contends  that 
there  are  understated  costs  for  contracts 
entered  into  on  or  after  15  February 
1987,  but  does  not  provide  a  certified 
offset  submission,  request  in  writing  that 
the  contractor  submit  its  certified  offsets 
so  you  can  confirm  data  supporting  the 
alleged  offsets.  If  the  contractor  does  not 
submit  this  offset  information  within  a 
reasonable  time,  normally  30  days,  pro¬ 
ceed  as  discussed  in  paragraph  b. 

(3)  When  the  contractor  submits  offset 
data  t.  the  auditor  after  issuing  the  audit 
report,  Ml  the  contracting  officer  of  this 
additional  submission,  fiimish  a  copy 
should  he  or  she  not  hai'e  one,  and 
request  his  or  her  views  on  the  need  for 
auditing  the  additional  data. 

14-119  Subcontract  Audit  Procedures 

The  “Price  Reduction  for  Defective 
Cost  or  Pricing  Data”  clauses  in  FAR 
provide  that  when  the  government  finds 
defective  pricing  on  a  subcontract  after 
the  prime  contractor  and  the  government 
have  agreed  on  the  contract  price,  the 
prime  contractor  is  liable  to  the  govern¬ 
ment  for  the  amount  of  the  defective 
pricing.  The  subcontractor  is  liable  to  the 
prime  contractor.  Additionally,  because 
the  prime  contractor  is  responsible  under 
FAR  15.806-2(d)  for  obtaining  accurate, 
complete,  and  current  subcontractor  cost 
or  pricing  data  and  for  updating  the  data, 
the  prime  contractor  is  liable  for  subcon¬ 
tract  price  reductions  even  when  it  had 
no  knowledge  of  the  defective  data. 

14-119.1  Prime  and  Subcontract  Auditor 
Responsibilities  for  Subcontract  Costs 

a.  Auditors  at  the  prime  contractors, 
higher-tier  subcontractors,  and  subcon¬ 
tractors  are  responsible  for  determining 
whether  the  certified  subcontract  cost  or 
pricing  data  was  accurate,  complete,  and 
current.  Defects  in  subcontract  cost  or 
pricing  data  may  be  attributable  to  the 
prime  contractor  or  higher-tier  contrac¬ 
tor,  subcontractor,  or  both.  The  auditor’s 
job  is  to  mcover  defects  in  subcontract 
costs  regardless  of  who  caused  the  defect. 
However,  auditors  at  each  level  of  cost 
(prime,  higher-tier,  subcontractor)  have 
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slightly  different  administrative  responsi¬ 
bilities. 

b.  Prime  contract  auditors  are  respon¬ 
sible  for  reporting  on  the  prime  pricing 
action  as  a  whole,  including  subcontract 
costs.  The  prime  auditor  evaluates  certi¬ 
fied  cost  or  pricing  data  as  of  the  date  of 
price  agreement  with  the  government. 
The  prime  auditor  reports  the  results  of 
the  postaward  audit,  including  any  sub¬ 
contract  audit  results,  to  the  contracting 
officer.  Even  though  the  DCAA  posta¬ 
ward  selection  process  requires  each  FAO 
to  establish  pricing  actions  for  audit,  the 
prime  auditor  is  still  responsible  for  all 
costs  under  the  prime  contract.  The 
prime  auditor  also  serves  as  the  focal 
point  for  providing  subcontract  auditors 
with  the  necessary  information  to  do  the 
subcontract  audit.  To  properly  manage 
the  prime  contract  audit  and  its  subcon¬ 
tract  costs,  the  prime  auditor  must; 

(1)  Establish  the  subcontract  cost  or 
pricing  data  certified  to  by  the  prime 
contractor. 

(2)  Assess  the  certified  cost  or  pricing 
data  to  identify  leads  or  potential  defec¬ 
tive  pricing  related  to  specific  subcon¬ 
tractors  or  subcontract  parts. 

(3)  Request  necessary  assist  audits 
based  on  the  assessment  of  the  certified 
cost  or  pricing  data. 

(4)  Coordinate  and  provide  relevant 
facts  and  information  to  the  subcontract 
auditor  doing  the  subcontract  postaward 
audit. 

f5)  Ensure  that  subcontract  audit  re¬ 
ports  support  defective  pricing  and  that 
such  defects  actually  affected  prime  con¬ 
tract  price. 

(6)  Calculate  the  full  effect  of  subcon¬ 
tract  defects  on  the  prime  contract  price 
by  including  prime  add-ons. 

(7)  Report  the  audit  results  to  the 
contracting  officer.  Contact  the  contract¬ 
ing  officer  to  establish  the  most  effective 
approach  for  issuing  completed  subcon¬ 
tract  findings  when  the  prime  report  is 
not  completed  (see  1 0-604.  Ic). 

c  Subcontract  auditors  are  responsible 
for  evaluating  the  subcontractor  cost  or 
pricing  data  submitted  and/or  certified  to 
the  prime  contractor.  The  relevant  dates 
for  auditing  the  subcontractor’s  cost  or 
pricing  data  vary  and  should  be  estab¬ 
lished  at  the  beginning  of  the  audit  (see 


14-119.3).  The  subcontract  auditor  ob¬ 
tains  necessary  information  through  the 
prime  auditor  and  issues  its  report  direct¬ 
ly  to  the  prime  auditor,  unless  otherwise 
directed.  The  subcontract  auditor  must: 

(1)  Coordinate  with  the  prime  auditor 
to  understand  why  the  subcontract  pric¬ 
ing  action  was  requested  for  audit  or  to 
explain  why  the  action  was  selected  for 
audit. 

(2)  Obtain  from  the  prime  auditor,  not 
the  contracting  officer,  the  necessary 
facts  and  information  to  do  the  subcon¬ 
tract  postaward  audit. 

(3)  Establish  the  relevant  dates  to  de¬ 
termine  the  existence  of  defective  pricing 
and  confirm  such  with  the  prime  auditor. 

(4)  Report  the  audit  results  to  the 
prime  auditor,  unless  directed  otherwise. 

14-119.2  Release  of  Subcontractor  Data 
to  Highei  tier  Contractors 

FAR  15.804-7(0  governs  the  release  of 
information  necessary  to  support  a  re¬ 
duction  in  prime  contract  or  higher-tier 
subcontract  prices.  FAR  provides  for 
contracting  officer  release  of  informa¬ 
tion,  on  request,  to  prime  contractors  or 
higher-tier  subcontractors  as  necessary  to 
secure  a  prime  contract  price  reduction. 
However,  if  the  information  includes 
trade  secrets  or  confidential  business  in¬ 
formation,  the  contracting  officer  must 
protect  it  from  improper  disclosure.  To 
assist  the  contracting  officer,  the  auditor 
will  determine  if  the  subcontractor  ob¬ 
jects  to  the  release  of  the  information  in 
the  audit  report  to  the  higher-tier  con¬ 
tractor.  Present  contractor  objections  in 
the  audit  report  as  shown  in  10-603.3. 
Follow  the  procedures  m  6-801.2  in  re¬ 
solving  any  objections  to  unrestricted 
release  of  information  to  the  higher-tier 
contractor. 

14-119.3  Subcontract  Defective  Pricing  - 
Significant  Dates 

Depending  on  the  circumstances,  two 
different  dates  may  be  relevant  when 
determining  subcontract  defective  pric¬ 
ing.  These  dates  are:  (1)  the  date  of 
negotiation  between  the  government  and 
the  prime  contractor  and  (2)  the  date  of 
negotiation  between  the  prime  contractor 
and  subcontractor.  Three  factors  deter¬ 
mine  whether  one  or  both  dates  should 


DCAA  Contn..ct  Audit  Manual 


January  1995 


apply:  (1)  timing  of  the  subcontract 
award  (whether  awarded  before  or  after 
the  prime  contract),  (2)  type  of  prime 
contract,  and  (3)  type  of  subcontract. 

a.  When  a  subcontract  is  awarded 
before  the  prime  contract,  subcontractor 
cost  or  pricing  data  must  be  accurate, 
complete,  and  current  as  of  the  date  of 
final  agreement  on  subcontract  price.  As 
a  practical  matter,  later  data  would  have 
no  impact  on  final  subcontract  negotia¬ 
tions.  Nevertheless,  the  prime  contractor 
must  still  furnish  the  government  with 
data  it  becomes  aware  of  which  may  have 
an  impact  on  final  subcontract  cost  to  the 
prime  contractor,  e.g.,  a  subsequent  de¬ 
crease  in  a  flexibly  priced  subcontractor’s 
labor  rates.  Such  information  is  cost  or 
pricing  data  bearing  on  the  negotiation  of 
the  prime  contract,  and  the  failure  to 
provide  the  data  may  lead  to  defective 
pricing. 

b.  If  the  subcontract  is  awarded  after  a 
firm-fixed-price  prime  contract,  all  prime 
and  subcontractor  cost  or  pricing  data 
existing  as  of  the  date  of  the  price  agree¬ 
ment  between  the  prime  and  the  govern¬ 
ment  must  be  accurate,  complete,  and 
current.  Defective  subcontractor  data  oc¬ 
curring  after  the  prime  and  government 
price  agreement  cannot  affect  the  prime 
contract  negotiated  price,  since  there  is 
no  right  of  recovery  by  the  government. 
Therefore,  in  this  case,  only  the  date  of 
prime  contract  final  price  agreement  is 
relevant  for  subcontractor  defective  pric¬ 
ing. 

c.  If  a  subcontract  is  awarded  after  a 
flexibly  priced  prime  contract,  defective 
subcontractor  data  occurring  between  the 
prime  and  subcontract  price  agreement 
date  will  affect  the  prim*’  contract  final 
price  (FPl)  or  total  cost  (CPFF/CPAF/- 
CPIF)  paid  by  the  government.  Accord¬ 
ingly,  both  dates  (prime/govemm  nt  and 
pnme/subcontractor)  are  relevant  to  de¬ 
termine  defective  pricing  of  the  subcon¬ 
tract.  In  this  situation,  defective  pricing 
could  occur  at  (1)  the  prime  level  if  the 
prime  did  not  provide  the  government 
with  accurate,  complete,  and  current  cost 
or  pricing  data  -.s  of  prime  and  govern¬ 
ment  price  agreement  and/or  (2)  the 
subcontractor  level  if  the  subcontractor 
did  not  provide  the  prime  with  accurate, 
complete,  and  current  cost  or  pricing 
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data  as  of  prime  and  subcontractor  price 
agreement. 

14-119.4  Handling  Subcontract  Price 
Adjustments 

Subcontract  cost  or  pricing  data  may 
be  defective  regarding  either  the  prospec¬ 
tive  subcontractor,  the  actual  subcontrac¬ 
tor,  or  both. 

a.  When  the  prospective  and  actual 
subcontractor  are  the  same,  and  the  sub¬ 
contractor’s  proposal  as  a  prospective 
subcontractor  is  defective,  the  recom¬ 
mended  reduction  in  the  prime  contract 
price  is  the  recommended  subcontract 
price  adjustment  plus  the  prime  contrac¬ 
tor’s  additives.  When  a  prospective  sub¬ 
contractor’s  data  is  defective,  and  the 
actual  subcontractor  for  the  item  was  an 
organization  other  than  the  prospective 
subcontractor,  this  limits  the  recom¬ 
mended  reduction  in  the  prime  contract 
price  to  the  difference  between  the  pro¬ 
spective  subcontractor’s  cost  estimate 
and  the  actual  subcontract  price,  plus  the 
prime  contractor’s  additives  (FAR 
15.804-7(0(1)). 

b.  Defective  pricing  adjustments  for 
subcontracts  under  flexibly  priced  prime 
contracts  require  different  treatment  and 
reporting,  depending  on  the  timing  of  the 
subcontract  award. 

(1)  Defects  in  subcontracts  negotiated 
prior  to  the  date  of  prime  contract  price 
agreement  and  defects  in  subcontractor 
cost  or  pricing  data  at  the  time  of  prime 
contract  price  agreement  affect  the  prime 
contract  price.  Subcontract  defects  in 
these  situations,  whether  caused  by  the 
subcontractor  or  the  prime  contractor, 
require  recommended  prime  contract 
price  adjustments  that  include  indirect 
costs  at  the  rates  negotiated  in  the  prime 
contract  plus  the  application  of  negotiat¬ 
ed  profit. 

(2)  Defects  found  in  subcontracts  nego¬ 
tiated  after  the  prime  contract  price 
agreement,  but  which  did  not  exist  as  of 
the  date  of  prime  contract  price  agree¬ 
ment,  do  not  affect  the  prime  contract 
price  agreement.  Subcontractor  defects  in 
these  circumstances  require  disallowance 
(for  cost-type  contracts)  or  nonrecogni¬ 
tion  (for  final  pricing  of  redeterminable 
and  incentive-type  contracts)  of  costs  on 
the  prime  contract  that  will  include 
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prime  contractor  loadings  at  the  rates 
actually  applied  by  the  prime  contractor 
to  the  incurred  costs.  No  adjustment  is 
required  to  the  profit  on  the  prime  con¬ 
tract. 

(a)  Payments  to  subcontractors  under 
flexibly  priced  prime  contracts  that  are 
higlier  than  they  would  be  had  there  been 
no  defective  subcontractor  cost  or  pricing 
data  shall  be  the  basis  for  disallowance  or 
nonrecognition  of  costs.  Under  flexibly 
priced  prime  contracts  the  goverament 
has  a  continuing  interest  in  such  overpay¬ 
ments  to  subcontractors  that  is  unaffect¬ 
ed  by  the  initial  agreement  on  prime 
contract  price.  Accordingly,  the  disallo¬ 
wance  or  nonrecognition  of  costs  will  be 
accomplished  under  the  contract  clauses 
prescribed  in  FAR  15.804-8  (also  see 
FAR  15.804-7(0(2)). 

(b)  Until  the  contract  closing  or  final 
pricing  is  completed,  the  disallowance  or 
nonrecognition  of  costs  should  be  effect¬ 
ed  through  reductions  in  the  prime  con¬ 
tractor’s  billings.  If  the  prime  contractor 
has  reduced  its  own  billings  for  the 
subcontractor  defects,  determine  if  the 
reduction  is  comparable  to  the  audit 
findings. 

(3)  Separately  present  findings  in  the 
prime  audit  report  “Summary  of  Audit 
Results”  section  and  exhibits  for  (a) 
recommended  price  adjustments  and  (b) 
recommended  disallowance  or  nonrecog¬ 
nition  of  incurred  costs. 

c.  A  firm-fixed-price  contractor  may 
obtain  a  refund  for  a  defectively  priced 
subcontract  even  if  the  subcontract  cost 
or  pricing  data  was  not  defective  at  the 
time  the  prime  was  negotiated.  In  this 
situation,  the  government  has  no  contrac¬ 
tual  right  to  a  price  adjustment.  How¬ 
ever,  we  should  review  the  facts  to  deter¬ 
mine  if  an  audit  report  recommendation 
for  voluntary  refund  is  appropriate  (see 
4-802). 

14-120  Other  Audit  Considerations 

14-120.1  Materiality  of  the  Defective 
Pricing  Findings 

a.  The  TINA  and  regulations  do  not 
define  what  is  a  “significant  amount”  by 
which  a  contract  price  was  increased 
because  the  contractor  furnished  defec¬ 


tive  cost  or  pricing  data.  The  Courts  and 
the  BCA  have  made  differing  decisions 
regarding  what  is  a  significant  amount. 
Whether  or  not  the  amount  of  defective 
pricing  findings  is  presented  as  a  recom¬ 
mended  price  adjustment  in  a  report 
should  be  determined  based  upon  the 
auditor’s  judgment  for  each  defective 
pricing  audit. 

b.  The  government  expends  a  substan¬ 
tial  amount  of  resources  finding,  pursu¬ 
ing,  and  settling  claims  of  defective  pric¬ 
ing.  Accordingly,  materiality  should  be 
one  of  the  underlying  factors  when  doing 
postaward  audits.  In  determining  the 
significance  of  defective  pricing,  consider 
the  magnitude  of  the  defective  data  in¬ 
cluding  all  applicable  burdens  (see  10- 
103.3j(2)).  Make  this  judgment  consider¬ 
ing  surrounding  circumstances  including 
both  the  absolute  defective  amount  and 
its  relationship  to  the  total  contract 
amount.  Auditors  should  base  their  ma¬ 
teriality  considerations  on  the  dollar 
amount  of  the  findings,  collectively  and 
singularly  by  element,  and  the  value  of 
the  specific  contract. 

c.  DCAA  has  not  established  a  materi¬ 
ality  level  for  its  defective  pricing  pro¬ 
gram.  The  recommended  price  adjust¬ 
ments  must  consider  the  significance  of 
each  issue  and  what  caused  the  defects. 
Findings  may  be  immaterial  to  a  particu¬ 
lar  pricing  action,  but  indicative  of  sys¬ 
tem  deficiencies  or  suspected  irregular 
conduct,  and  should  be  reported  as  such. 
On  the  other  hand,  system  deficiencies 
may  have  an  impact  on  all  contract 
actions  thereby  influencing  the  decision 
for  reporting  the  systemic  defect. 

14-120.2  Defective  Pricing  from  CAS 
Noncompliances 

a.  Generally,  a  CAS  noncompliance 
found  in  a  postaward  audit  does  result  in 
the  certification  of  inaccurate  cost  or 
pricing  data.  However,  the  auditor  will 
report  CAS  noncompliances  revealed  in 
postaward  audits  to  the  ACO  who  has  the 
authority  to  make  determinations  of  non- 
compliance.  Regulations  provide  that  the 
ACO,  not  the  PCO,  shall  perform  CAS 
administration  for  all  contracts.  Further, 
regulations  require  the  DCAA  auditor  to 
make  CAS-related  recommendations  to 
the  ACO.  Therefore,  do  not  include  a 
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price  adjustment  for  the  amount  of  the 
noncompliance  in  the  postaward  audit 
report,  but  do  briefly  explain  in  the  notes 
to  the  exhibit:  (1)  the  noncompliance,  (2) 
its  effect  on  the  pricing  action,  and  (3)  its 
status. 

b.  Issuing  a  CAS  noncompliance  report 
permits  the  ACO  to  adjust  all  affected 
contracts  that  are  both  CAS  noncompli- 
ant  and  defectively  priced.  Whether  the 
violation  causes  a  defect  on  multiple 
pricing  actions  or  just  one,  the  responsi¬ 
bility  for  adjustment  belongs  to  the  ACO. 
Also,  systemic  noncompliance  issues, 
while  significant  in  the  aggregate,  may 
not  be  significant  on  individual  pricing 
actions.  The  responsible  ACO  has  a 
greater  chance  to  obtain  consistent  recov¬ 
ery  on  all  affected  pricing  actions  through 
CAS  than  the  individual  PCOs  do  under 
defective  pricing. 

c.  For  subcontracts,  regulations  require 
that  the  ACO  cognizant  of  the  subcon¬ 
tractor  shall  make  the  noncompliance 
determination  and  advise  the  ACO  cog¬ 
nizant  of  the  prime  or  next  higher-tier 
subcontractor  of  such  decision.  The  sub¬ 
contractor  ACO’s  determination  will  not 
be  reversed  by  the  ACO  at  the  prime  or 
next  higher-tier  subcontractor.  Accord¬ 
ingly,  the  government  should  receive  ad¬ 
justment  for  the  subcontract  noncompli- 
ance  and  for  the  prime  contractor’s  mark¬ 
ups  applied  to  the  subcontract. 

d.  If  the  ACO  determines  the  finding  is 
not  a  CAS  noncompliance,  do  not  report 
the  finding  later  to  the  PCO  as  defective 
pricing.  Once  the  ACO  has  made  such  a 
determination,  the  finding  would  be  dif¬ 
ficult  to  support  as  defective  pricing. 

14-120.3  Systemic  Defective  Pricing 
Issues  (Non-CAS) 

a.  Non-CAS-related  defects  attribut¬ 
able  to  breakdowns  in  the  contractor’s 
systems  may  affect  multiple  pricing  ac¬ 
tions.  The  defects  may  be  relatively  small 
on  each  individual  action,  but  significant 
in  the  aggregate.  The  defects  may  also 
affect  many  contracting  officers  from  the 
various  services.  The  best  way  for  the 
government  to  achieve  consistent  and 
maximum  recovery  of  systemic  defects  is 
for  one  designated  official  to  settle  the 
issue  on  all  affected  contracts. 


b.  To  promote  consistent  and  maxi¬ 
mum  recovery  for  systemic  issues  the 
auditor  must  do  the  following: 

(1)  identify  systemic  defects,  affected 
pricing  actions,  and  applicable  contract¬ 
ing  officers; 

(2)  notify  the  affected  contracting  offi¬ 
cers,  explain  the  systemic  defects,  and 
suggest  they  designate  or  establish  one 
individual  to  negotiate  with  the  contrac¬ 
tor; 

(3)  separate  systemic  findings  from 
other  specific  defective  pricing  allega¬ 
tions  found  in  the  audits  of  the  individu¬ 
al  pricing  actions; 

(4)  report  the  systemic  findings  in  a 
single  report  that  identifies  all  affected 
pricing  actions  and  contracting  officers; 
and 

(5)  address  the  report  to  each  affected 
contracting  officer.  If  a  focal  point  has 
been  designated  to  resolve  the  systemic 
issue,  address  the  report  to  that  individu¬ 
al  with  copies  furnished  to  each  affected 
contracting  officer. 

c.  Set  up  the  assignment  for  the  system¬ 
ic  defect  as  an  audit  lead  and  include  a 
description  of  the  systemic  defect. 

14-120.4  Defective  Pricing  “Sweeps” 

a.  A  defective  pricing  sweep  is  a  pro¬ 
cess  whereby  a  contractor  reviews  its 
records  to  determine  if  more  current  cost 
or  pricing  data  exist  and  need  to  be 
disclosed  to  the  government.  The  sweep 
usually  occurs  after  price  agreement  and 
the  contractor  submits  this  additional 
data  to  the  government  with  its  executed 
Certificate  of  Current  Cost  or  Pricing 
Data.  The  additional  data  reflect  cost  or 
pricing  data  that  were  reasonably  avail¬ 
able  at  the  time  of  price  agreement  but 
not  submitted  or  disclosed  before  price 
agreement. 

b.  Sweep  data  appear  defective  in  that 
the  cost  or  pricing  data  were  not  submit¬ 
ted  or  disclosed  to  the  government  before 
the  price  agreement.  However,  if  the 
government  receives  cost  or  pricing  data 
with  the  certificate  before  the  contract 
award,  the  contracting  officer  has  the 
opportunity  to  adjust  the  contract  price 
for  such  data.  In  addition,  procurement 
policy  issued  by  the  DoD  in  June  1989 
(see  14-1 11c)  requires  contracting  offi¬ 
cers  to  reflect  such  data  in  the  PNM  and 


DCAA  Contract  Audit  Manual 


1420 

1|14-120.4b. 


January  1995 


the  extent  to  which  they  relied  on  it  in 
establishing  the  contract  price. 

c.  In  situations  involving  sweeps,  con¬ 
tact  the  contracting  officer  to  fully  under¬ 
stand  the  type  of  data  included  with  the 
Certificate,  what  the  contracting  officer 
did  with  the  data,  and  the  effect  the  data 
had  on  the  negotiated  contract  price.  The 
auditor  should  not  recommend  a  price 
adjustment  simply  because  the  data  were 
provided  with  the  certificate  after  price 
agreement  because  this  is  not  defective 
pricing. 

d.  The  auditor  must  assess  whether  a 
contractor’s  sweep  practices  reflect  defi¬ 
ciencies  in  estimating  systems  or  proce¬ 
dures.  For  example,  a  contractor  continu¬ 
ally  delays  submitting  cost  or  pricing  data 
until  after  price  agreement  or  the  cost  or 
pricing  data  were  available  to  the  con¬ 
tractor  for  some  time  before  price  agree¬ 
ment  (aging  of  the  availability  of  cost  or 
pricing  data).  In  those  cases,  the  auditor 
must  take  appropriate  steps  to  report  the 
deficiencies  or  irregularities. 

14-120.5  Statistical  Sampling  Techniques 
in  Postaward  Audits 

a.  Agency  policy  supports  the  use  of 
statistical  sampling  and  professional 
standards  recognize  audit  sampling  as  a 
proper  audit  practice  to  provide  eviden¬ 
tial  matter.  While  statistical  sampling 
provides  evidential  matter,  can  it  be  used 
to  support  a  projection  of  a  recommend¬ 
ed  price  adjustment  for  defective  pricing? 
Neither  the  Courts  nor  the  BCA  has  ruled 
on  the  propriety  of  sampling  evidence  to 
support  recommended  price  adjustments. 

b.  The  government  has  the  burden  of 
proving  its  case  by  the  preponderance  of 
the  evidence.  Absolute  certainty  is  not 
required.  The  evidence  need  only  show 
that  the  validity  of  the  claim  is  more 
probable  than  not.  The  statistical  sam¬ 
pling  techniques  which  are  applied  with¬ 
in  DCAA  provide  admissible  evidence  of 
the  amount  of  the  impact  of  defective 
data.  The  issue  for  the  judge  is  to  deter¬ 
mine  whether  the  sampling  evidence  will 
satisfy  the  standard  of  proof  for  the 
whole  amount  claimed.  Therefore,  the 
government  will  be  successful  in  litiga¬ 
tion  only  if  judges  are  persuaded  that 
sampling  has  sufficient  weight  to  comply 
with  the  “preponderance  of  evidence” 


test.  The  test  does  not  require  absolute 
certainty;  it  does  require  a  weighting  of 
the  evidence  and  a  determination  of  the 
probability  of  accuracy.  In  evaluating 
whether  statistical  sampling  is  a  proper 
audit  practice  for  determining  the 
amount  of  overpricing,  the  Courts  or  the 
BCA  will  have  to  examine  this  audit 
technique  in  the  context  of  professional 
standards,  professional  custom,  and  au¬ 
dit  necessity.  The  weight  which  a  judge 
will  give  to  sampling  evidence  will  de¬ 
pend  upon  the  facts  of  the  case. 

c.  The  auditor  can  use  sampling  tech¬ 
niques  for  postaward  audits  to  establish 
that  defective  pricing  exists.  However, 
projecting  sample  results  for  the  recom¬ 
mended  price  adjustment  requires  satis¬ 
fying  the  “preponderance  of  evidence” 
test.  The  auditor  must  properly  develop 
and  document  the  sample  plan,  assess  the 
reasons  for  defects  found,  evaluate  the 
sample,  and  expand  the  sample  as  neces¬ 
sary  to  reach  the  desired  confidence  level 
and  precision.  Successfully  projecting 
sample  results  for  defective  pricing  re¬ 
quires  high  confidence  levels  and  low 
precision.  To  achieve  such  results,  the 
sample  may  have  to  be  expanded  even 
more  than  once  after  evaluation. 

d.  Address  offsets  in  accordance  with 
14-118. 

(1)  Offsets  the  auditor  finds  during  the 
audit  of  contracts  awarded  before  15 
February  1987  are  considered  as  part  of 
the  normal  course  of  audit  sampling, 

(2)  Offsets  the  auditor  finds  during  the 
audit  of  contracts  awarded  on  or  after  1 5 
February  1987  must  be  certified  prior  to 
considering  them  in  the  sampling  pro¬ 
cess.  The  auditor  will  make  a  reasonable 
attempt  to  obtain  certification  of  possible 
offsets  prior  to  evaluating  and  projecting 
sample  results  (see  CAM  14-118  b.). 

(3)  If  the  contractor  will  not  certify  to 
offsets  identified  during  our  audit  of 
sampled  items,  take  the  following  steps: 

(a)  Evaluate  the  sample,  excluding  the 
effect  of  any  offsets  the  auditor  discovers, 
to  assess  the  confidence  level  and  preci¬ 
sion  and  expand  the  sample  as  necessary 
to  achieve  the  desired  confidence  level 
and  precision.  If  certification  of  offsets  is 
likely,  the  auditor  should  also  evaluate 
the  sample  including  the  offsets,  and 
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notify  the  PCO  of  the  effect  of  the  offsets 
on  the  sample. 

(b)  Project  the  amount  excluding  any 
uncertified  offsets  from  the  sample  find¬ 
ings.  Use  this  projection  for  the  amount 
of  the  recommended  price  adjustment  to 
be  presented  in  the  audit  report. 

(c)  Use  the  guidance  in  CAM  14-1 18  b. 
to  report  potential  offsets  that  the  con¬ 
tractor  would  not  certify. 

14-120.6  Obtaining  Third  Party 
Confirmations 

Obtain  third  party  confirmations  as 
appropriate  when  performing  postaward 
audits.  Confirmation  of  initial  contract 
dates  and  price  quotes  to  prime  or  high¬ 
er-tier  subcontractors  is  a  valid  audit  step 
in  conducting  defective  pricing  reviews. 
For  instance,  confirming  purchase  orders 
issued  within  six  months  after  certifica¬ 
tion  at  a  price  significantly  lower  than 
that  certified  to  may  disclose  existence  of 
defective  pricing.  Vendor  confirmations 
will  also  help  determine  if  the  prime  or 
higher-tier  subcontractors  were  aware  of 
reduced  prices  before  certification.  Nor¬ 
mally,  use  positive  (rather  than  negative) 
confirmations.  Begin  with  informal  ven¬ 
dor  contact  and  follow  up  with  a  formal 
confirmation  letter. 

14-120.7  Other  Administrative  Audit 
Considerations 

a.  Significant  defective  pricing  find¬ 
ings,  direct  or  indirect,  may  affect  other 
contracts  of  the  contractor.  The  FAO  will 
coordinate  the  selection  of  contracts  for 
audit  in  addition  to  the  current  FAO 
program  plan  with  the  regional  office  if  it 
is  likely  to  involve  a  major  increase  in  the 
programmed  workload  level  for  posta¬ 
ward  audits. 

b.  Do  not  issue  a  DCAA  Form  ! 
instead  of  an  audit  report  for  apparent 
defective  pricing  findings  on  a  cost-type 
contract. 

c.  During  a  postaward  audit,  request 
any  necessary  technical  advice  and  assis¬ 
tance  from  the  AGO  or  PCO  as  appropri¬ 
ate. 

d.  Determine  whether  defective  pricing 
findings  suggest  estimating  system  defi¬ 
ciencies.  Unless  the  defective  pricing  was 
caused  by  a  breakdown  in  internal  con¬ 
trols,  the  problem  usually  relates  to  an 


estimating  system  deficiency.  Promptly 
report  those  deficiencies  using  the  flash 
reporting  procedures  outlined  in  9-310. 

14-121  Findings  and  Conditions 
Requiring  Further  Flirsuit  as 
Potential  Cases  of  Fraud 

During  postaward  audits  of  cost  or 
pricing  data,  be  constantly  alert  to  identi¬ 
fy  any  condition  which  might  suggest 
wrongdoing  against  the  government.  Sec¬ 
tion  14-121.2  provides  examples  found 
during  defective  pricing  reviews.  When 
finding  any  of  these  or  similar  condi¬ 
tions,  refer  them  to  the  responsible  inves¬ 
tigative  organization  following  the  proce¬ 
dures  in  4-702. 

14-121.1  Statutory  Provisions 

a.  Defective  pricing  may  result  in  crim¬ 
inal  acts  under  two  statutory  sections:  1 8 
U.S.C.  1001  false  Statements  and  18 
U.S.C.  287  False  Claims.  A  false  state¬ 
ment  results  when  a  contractor  willfully 
makes  a  statement  knowing  that  it  con¬ 
tains  false  information.  Certification  by 
use  of  the  Certificate  of  Current  Cost  or 
Pricing  Data  is  an  example  of  a  statement 
subject  to  18  U.S.C.  1001.  No  filing  of  a 
claim  is  required. 

b.  A  violation  of  18  U.S.C.  287  occurs 
when  a  contractor  willfully  submits  a 
claim  for  money  or  property  knowing 
that  the  claim  is  false,  fictitious,  or  fraud¬ 
ulent.  Thus,  submitting  an  invoice  on  a 
contract  that  is  defectively  priced  can  be 
a  violation. 

14-121.2  Examples  of  Conditions 
Warranting  Consideration  of  a  Fraud 
Referral 

The  following  are  examples  of  condi¬ 
tions  found  during  defective  pricing  au¬ 
dits  which  warrant  additional  review  to 
determine  if  there  is  a  reasonable  basis 
for  suspecting  fraud. 

a.  High  incidence  of  persistent  defec¬ 
tive  pricing. 

b.  Repeated  defective  pricing  involving 
similar  patterns  or  conditions. 

c.  Continued  failure  to  correct  known 
system  deficiencies. 

d.  Consistent  failure  to  update  cost  or 
pricing  data  with  knowledge  that  past 
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activity  showed  that  prices  have  de¬ 
creased. 

e.  Undisclosed  specific  knowledge  re¬ 
garding  significant  cost  issues  that  will 
reduce  proposal  cost.  Two  examples  are  a 
revision  in  the  price  of  a  major  subcon¬ 
tract  and  settlement  of  union  negotia¬ 
tions  resulting  in  lower  increases  in  labor 
rates. 

f.  Denial  by  responsible  contractor 
employees  of  the  existence  of  historical 
records  that  are  later  found. 

g.  Repeated  use  of  unqualified  person¬ 
nel  to  develop  cost  or  pricing  data  used  in 
the  estimating  process. 

h.  Indications  of  falsification  or  alter¬ 
ation  of  supporting  data. 

i.  Distortion  of  the  overhead  accounts 
or  base  information  by  transferring 
charges  or  accounts  that  have  a  material 
impact  on  government  contracts. 

j.  Continued  failure  to  make  complete 
disclosure  to  the  government  of  data 
known  to  responsible  contractor  person¬ 
nel. 

k.  Continued  prolonged  delay  in  re¬ 
lease  of  data  to  the  government  to  pre¬ 
vent  possible  price  reductions. 

l.  Employing  people  known  to  have 
previously  committed  fraud  against  the 
government. 

14-122  Discussing  Audit  Findings 

We  must  coordinate  and  communicate 
with  contracting  officers  and  prime  con¬ 
tract  auditors  on  a  regular  basis  to  enable 
the  government  to  achieve  timely  and 
maximum  resolution  of  defective  pricing 
findings.  The  accomplishment  of  the 
DCAA  defective  pricing  program  (in 
terms  of  completing  planned  audits,  sup¬ 
porting  audit  findings,  and  helping  con¬ 
tracting  officers  achieve  price  reductions) 
requires  a  DCAA  commitment  to  coordi¬ 
nation  and  communication  with  govern¬ 
ment  personnel. 

a.  When  apparent  defective  pricing  is 
found,  thoroughly  discuss  these  findings 
with  the  contracting  officer.  Do  this 
during  the  course  of  the  audit  to  ensure 
mutual  understanding  of  the  facts  (e.g., 
confirm  reliance  on  and  disclosure  of  cost 
or  pricing  data),  resolve  differences  in 
method  of  computation,  and  present  a 
unified  position  to  the  contractor.  Signif¬ 


icant  factual  issues  should  be  confirmed 
with  the  PCO  as  early  as  possible  to 
avoid  wasted  effort  and  incorrect  conclu¬ 
sions.  Also,  auditors  should  provide  the 
PCO  with  the  draft  report  exhibit(s)  and 
explanatory  notes  on  the  audit  position, 
along  with  copies  of  disputed  documents 
and  other  significant  audit  evidence,  to 
obtain  his  or  her  comments  on  the  factual 
matters  involved.  This  is  especially  im¬ 
portant  if  the  PNM  is  the  source  of  the 
audit  opinion  regarding  reliance  on  and 
disclosure  of  cost  or  pricing  data.  Coordi¬ 
nation  does  not  require  that  the  auditor 
provide  a  complete  draft  report  to  the 
PCO  or  obtain  PCO  approval  before 
report  issuance.  On  subcontracts,  the 
subcontract  auditor  should  have  the 
prime  auditor  contact  the  PCO  to  deter¬ 
mine  whether  the  PCO  wants  to  review 
the  draft  subcontract  findings.  If  the  PCO 
wants  to  review  the  draft  subcontract 
findings,  the  subcontract  auditor  will 
forward  the  draft  findings  to  the  PCO.  If 
the  PCO  doesn’t  want  to  review  the  draft 
subcontract  findings,  the  subcontract  au¬ 
ditor  will  prepare  the  report  and  forward 
it  to  the  prime  auditor. 

b.  Discuss  pertinent  factual  matters 
with  the  contractor  throughout  and  at  the 
conclusion  of  the  audit  as  suggested  by  4- 
303.1  and  4-304.3.  Draft  copies  of  the 
report  exhibits  and  explanatory  notes, 
along  with  copies  of  disputed  documents 
and  other  significant  audit  evidence 
should  be  provided  to  the  contractor. 
However,  do  not  give  the  contractor  any 
government  documents,  including  Price 
Negotiation  Memorandums  (PNMs)  or 
portions  of  PNMs,  without  permission 
from  the  cognizant  PCO.  Refer  to  and 
comply  with  4-702.4  if  there  is  suspected 
fraud  or  unlawful  activity.  Generally,  the 
contractor’s  responses  to  audit  findings 
and  the  auditor’s  comments  on  those 
responses  should  be  included  in  the  audit 
report  in  order  to  minimize  delays  in 
resolution.  If  the  contractor  refuses  to 
provide  a  response  to  the  audit  findings, 
the  auditor  should  request  the  assistance 
of  the  PCO.  Normally,  no  more  than  30 
days  (after  the  exit  conference)  should  be 
allowed  for  receipt  of  contractor  com¬ 
ments. 

c.  If  the  PCO  provides  information 
which  does  not  appear  in  the  PNM  or 
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clarifies  the  PNM  content  regarding  the 
cost  or  pricing  data  relied  on,  written 
confirmation  should  be  obtained  for  pur¬ 
poses  of  working  paper  documentation. 
Copies  of  data  and  written  confirmation 
should  also  be  obtained  when  PCOs 
confirm  receipt  of  cost  or  pricing  data  not 
otherwise  documented  in  the  PNM  or  the 
contractor’s  Certificate  of  Current  Cost 
or  Pricing  Data.  If  PCOs  are  unwilling  to 
provide  written  confirmation,  the  FAO 
should  confirm  its  understanding  of  the 
PCO’s  orally  provided  information  in 
writing,  noting  that  the  information  will 
be  relied  on  in  the  final  audit  position 
unless  notified  to  the  contrary  in  10  days. 
The  assistance  of  the  PLA  may  also  be 
sought  if  the  circumstances  (such  as  ma¬ 
teriality,  uncertainty  of  PCO  data,  and 
complexity)  warrant  it. 

14-123  Reporting  Results  of  Audit 

a.  An  audit  report  is  required  for  all 
(positive  and  negative)  postaward  audits. 
Prepare  and  distribute  postaward  audit 
reports  using  the  guidance  in  10-600.  See 

14- 118  for  a  discussion  of  the  proper 
treatment  of  offsets. 

b.  Each  audit  report  with  a  recom¬ 
mended  price  adjustment  must  specifi¬ 
cally  address  the  five  points  for  establish¬ 
ing  defective  pricing  in  the  notes  to  the 
report  exhibit  (14- 102b  and  APPOST). 

c.  Furnish  copies  to  the  responsible 
Plant  Representative/ACO.  Distribute 
additional  copies  as  shown  in  10-6S1  and 

15- 6S1.  The  working  papers  file  will 
contain  a  summary  describing  audit  work 
performed,  the  basis  for  the  audit  conclu¬ 
sion,  and  the  rationale  for  any  reduction 
in  the  audit  scope.  (For  example,  if 
reporting  negative  findings  after  review¬ 
ing  only  a  bill  of  materials,  the  summary 
would  explain  why  the  auditor  did  not 
review  other  cost  elements.)  The  summa¬ 
ry  will  also  reflect  supervisory  review  and 
endorsement  of  the  audit  conclusion. 

14-124  Charging  Interest  When 
Defective  Pricing  is  Found 

a.  Section  952  of  the  1987  Defense 
Authorization  Act  amended  10  U.S.C. 
2306a  to  allow  the  government  to  recover 
interest  on  overpayments  to  contractors 


resulting  from  defective  cost  or  pricing 
data  on  DoD  contracts  or  modifications 
dated  after  7  November  1985.  In  addi¬ 
tion,  these  contracts  are  subject  to  a 
penalty  payment  equal  to  the  overpay¬ 
ment  if  prior  to  price  agreement  the 
contractor  knew  the  data  was  defective. 
FAR  extended  the  interest  provision  to 
all  government  agencies  for  contracts  or 
modifications  entered  into  on  or  after  22 
January  1991  (FAR  15.804-7(b)(7)). 
Reimbursements  by  the  contractor  for 
defective  pricing  must  include  interest 
computed  from  the  date  of  overpayment 
to  the  date  of  repayment.  Interest  rates 
are  those  prescribed  by  the  Secretary  of 
the  Treasury  under  Section  6621  of  the 
1986  Internal  Revenue  Code  (see  d.  be¬ 
low). 

b.  Overpayments  occur  only  from  pay¬ 
ments  made  for  supplies  and  services 
accepted  by  the  government,  or  in  the 
case  of  subcontracts,  accepted  by  the 
prime  contractor  (see  paragraph  c.(l) 
below.  They  do  not  result  from  “contract 
financing  payments”  as  defined  at  FAR 
32.902.  Basically,  contract  financing  pay¬ 
ments  include  advance  payments,  inter¬ 
im  payments  on  cost-type  contracts,  and 
progress  payments  other  than  those  made 
on  fixed-price,  architect-engineering  con¬ 
tracts. 

c.  To  assist  the  contracting  officer  in 
carrying  out  the  responsibility  for  collect¬ 
ing  interest  on  overpayments  resulting 
from  defective  pricing,  applicable  reports 
(see  a.  above)  at  the  prime  level  will 
include  the  statement  given  at  10-605. 3d 
as  part  of  the  “Summary  of  Audit  Re¬ 
sults”  portion  of  the  report.  Subcontract 
audit  reports  will  include  the  statement 
given  at  10-605. 3.e.  In  addition,  when  the 
interest  amount  is  expected  to  be  $  10,000 
or  more,  an  exhibit  similar  to  Figure  14- 
1-1  will  be  added  to  the  report.  (If 
interest  is  expected  to  be  under  $10,000, 
only  include  the  exhibit  if  requested  by 
the  contracting  officer.)  In  developing  the 
information  for  the  exhibit,  use  the  fol¬ 
lowing  method  for  both  prime  and  sub¬ 
contract  defective  pricing  findings. 

(1)  Information  developed  for  the  ex¬ 
hibit  will  be  based  on  the  premise  that 
interest  on  defective  pricing  begins  to 
accrue  whenever  some  part  of  delivery 
payment  to  a  contractor  under  a  FFP/FPl 
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contract  includes  the  defective-related 
amount  (price).  For  cost  type  contracts, 
interest  will  be  computed  on  any  fee 
payments,  made  to  the  contractor,  if  the 
fee  was  overstated  based  on  defective 
cost  or  pricing  data.  A  public  voucher 
payment  of  costs  to  a  prime  which  in¬ 
cludes  prices  or  fees  paid  on  a  defectively 
priced  subcontract  is  the  triggering  event 
for  subcontract  interest  computation. 
Likewise,  a  progress  payment  of  costs  to  a 
prime  which  includes  payments  for  deliv¬ 
eries  on  a  defectively  priced  subcontract 
is  the  triggering  event  for  subcontract 
interest  computation. 

(2)  Instead  of  a  detailed  calculation 
based  on  each  overpayment  event 
throughout  the  year,  auditors  can  obtain 
reasonably  accurate  interest  calculations 
using  a  single  computation  date  for  each 
fiscal  year  (including  partial  periods)  of 
prime  contract  performance.  Although 
this  method  is  reasonably  equitable  in 
most  cases,  make  sure  it  does  not  result 
in  a  significant  inequity.  Whenever  this 
appears  to  be  the  case,  the  auditor  should 
refine  the  approach  to  achieve  greater 
precision. 

(3)  The  computation  date  in  each  fiscal 
period  will  be  the  date  when  50  percent 
of  the  total  value  of  items  delivered  in 
that  period  is  reached.  Refer  to  this  date 
as  the  “period  midpoint  date.” 

(4)  For  each  “period  midpoint  date,” 
the  FAO  will  determine  an  applicable 
base  predicated  on  a  pro-rata  base-alloca¬ 
tion  factor  applied  to  the  total  value  of 
items  delivered  in  each  period.  This 
factor  is  the  ratio  of  total  value 
(prime/subcontract)  recommended  price 
adjustment  (numerator)  to  total  contract 
price  (denominator).  The  responsible 
procuring  official  then  may  compute  sim¬ 
ple  interest  by  applying  to  each  cumula¬ 
tive  base  the  corresponding  Treasury 
Department  rate. 

d.  The  Treasury  rates  in  effect  since  1 
July  1985  are  as  follows: 

Period  Rate 

1985 

July  -  December  11 


1986 


January  -  June 

10 

July  -  December 

9 

1987 

January  -  March 

9 

April  -  June 

9 

July  -  September 

9 

October  -  December 

10 

1988 

January'  -  March 

11 

April  -  June 

10 

July  -  September 

10 

October  -  December 

11 

1989 

January  -  March 

11 

April  -  June 

12 

July  -  September 

12 

October  -  December 

11 

1990 

January  -  March 

11 

April  -  June 

11 

July  -  September 

11 

October  -  December 

11 

1991 

January  -  March 

11 

April  -  June 

10 

July  -  September 

10 

October  -  December 

10 

1992 

January  -  March 

9 

April  -  June 

8 

July  -  September 

8 

October  -  December 

7 

1993 

January  -  March 

7 

April  -  June 

7 

July  -  September 

7 

October  -  December 

7 

1994 

January  -  March 

7 

April  -  June 

7 

July  -  September 

8 

October  -  December 

9 

1995 

January  -  March 

9 
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FIGURE  14-1-1  (Ref.  14-124) 

Example  of  an  Exhibit  Used  to  Determine  the  Base 
for  Interest  Computation  on  a  Firm-Fixed-Price  Contract  Action 
Required  Under  Section  952  of  the  FY 1987  Authorization  Act  and 

FAR  I5.804-7(bK7) 

Audit  Report  No _  EXHIBITS 

Page  1  of  I 

ABC  Corporation 
Anytown,  Virginia 

BASE  FOR  INTEREST  COMPUTATION  UNDER  SECTION  952 
OF  THE  FY  1987  DEFENSE  AUTHORIZATION  ACT/FAR  15.804-7(b)(7) 


Fiscal  Period 

Period 

Midpoint 

Date 

Total  Value 
of  Items 
Delivered 

Pro-Rata  Base- 
Allocation 
Factor 

Period  Base 

Cumulative 
Base  For 
Interest 

11/10/85  - 

(Note  1) 

12/23/85 

$  50,000 

(Note  2) 

5  % 

$  2,500 

(Note  3) 

$  2,500 

03/31/86 
04/01/86  - 

09/21/86 

200,000 

5 

10,000 

12,500 

03/31/87 
04/01/87  - 

12/13/87 

250,000 

5 

12,500 

25,000 

03/31/88 
04/01/88  - 

05/02/88 

100,000 

5 

5,000 

30,000 

03/31/89 

Totals 

Explanatory  Notes: 

$  600,000 

(Note  4) 

$  30,000 

1.  Period  Midpoint  Date 


Date  on  which  50  percent  of  the  total  value  of  items  delivered  in  each  period  is  reached.  For  a 
single  delivery  under  a  contract,  the  ovci  payment  date  is  the  delivery  date. 

2.  Pro-Rata  Factor 

Computation  of  the  Pro-Rata  Base-Allocation  Factor  follows: 


Total  Contract  Price 

(A) 

$600,000 

Recommended  Price  Adjustment 

(B) 

$  30,000 

Pro-Rata  Base-Allocation  Factor 

(B/A) 

5% 

.1  Period  Base 

Interest  shall  be  applied  to  the  cumulative  period  bases  at  the  applicable  rates  prescribed  by 
the  Secretary  of  the  Treasury  under  Section  6621  of  the  Internal  Revenue  Code  of  1986  from  the 
dates  of  overpayment  (period  midpoint)  to  the  date  the  government 

4.  Total  Value 

Total  dollar  amount  will  differ  from  contract  price  if  performance  has  not  been  completed. 
(Note:  for  cost-type  actions,  the  value  of  this  column  will  relate  to  the  total  amount  of  defective 
fee  and/or  the  amount  of  the  subcontract  defect.) 
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14-125  Resolution  of  Audit  Findings 

a.  The  auditor  must  continue  to  coordi¬ 
nate  and  communicate  with  the  contract¬ 
ing  offi^"  after  postaward  audit  reports 
are  ib.  order  to  enable  the  govern¬ 
ment  to  icnieve  a  timely  and  favorable 
resolution  either  by  negotiation  or  litiga¬ 
tion  of  the  defective  pricing  findings. 
During  periodic  discussions  with  the  con¬ 
tracting  officer,  the  auditor  should  always 
determine  the  status  of  open  defective 
pricing  issues.  In  addition,  the  auditor 
should  continuously  offer  assistance  such 
as  commentiM  on  data  received  by  the 
contracting  officer  after  the  audit  report 
was  issued  and  offer  to  attend  negotiation 
conferences.  When  assistance  is  request¬ 
ed  by  the  contracting  officer,  it  should  be 
given  high  priority. 


b.  If  the  receipt  of  additional  informa¬ 
tion  or  audit  effort  results  in  a  revised 
audit  position,  issue  a  supplemental  audit 
report  (10-216).  However,  if  the  addi¬ 
tional  information  or  audit  effort  does 
not  result  in  a  change  to  the  audit  posi¬ 
tion,  write  a  memorandum  to  the  PCO 
describing  the  scope  of  additional  audit 
effort  and  why  there  is  no  change  in  the 
audit  position. 

c.  If  the  contracting  officer  informally 
advises  the  auditor  of  a  disagreement 
with  the  audit  position,  every  effort 
should  be  made  to  resolve  the  differences 
before  a  final  determination  is  made.  If 
the  difference  cannot  be  resolved,  elevate 
the  matter  to  management  for  resolution. 
In  some  cases  it  may  also  be  necessary  to 
obtain  legal  advice. 
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I  14-200  Section  2  -  Review  of  Progress  Payments 


14-201  Introduction 

a.  Interim  contract  financing  is  avail¬ 
able  on  certain  fixed  price  contracts  dur¬ 
ing  the  predelivery  period  as  a  percentage 
of  allowable  costs  adjusted  as  discussed 
in  this  section.  Financing  is  interest-free, 
but  the  amount  is  subject  to  limitations 
specified  in  the  contract. 

b.  Interim  financing  helps  stabilize  the 
contractor’s  cash  flow  and  reduces  the 
need  for  outside  financing.  The  reduced 
financial  burden  increases  the  number  of 
qualified  bidders  and  can  result  in  a 
better  price  to  the  government. 

c.  The  risk  to  the  government  of  inter¬ 
im  financing  is  the  time  value  of  money  if 
the  contractor  is  provided  premature 
payments  or  is  overpaid.  The  govern¬ 
ment  is  also  at  risk  if  the  contractor  does 
not  deliver  or  delivers  goods  and  services 
that  do  not  meet  contractual  specifica¬ 
tions.  The  DCAA/CAO  review  process 
must  monitor  and  limit  these  risks. 

d.  This  section  provides  guidance  for 
performing  audits  of  contractor  progress 
payment  requests  based  on  cost.  The 
DIIS  includes  a  standard  audit  program 
for  performing  these  reviews  (entitled 
APPAYCOS).  Since  progress  payment 
requests  based  on  percentage  of  comple¬ 
tion,  are  infrequently  encountered,  they 
are  not  addressed  in  this  section.  How¬ 
ever,  the  DIIS  includes  a  standard  audit 
program  for  reviewing  these  requests.  It 
is  entitled  APPAYPCT. 

14-202  FAR/DFARS  Provisions 

14-202.1  Customary  or  Unusual. 

a.  Progress  payments  are  considered 
customary  (see  FAR  32.5/DFARS  232.5) 
when  the  contract  includes  the  progress 
payment  clause  (FAR  52.232-16)  estab¬ 
lishing  the  uniform  rate  for  calculating 
progress  payments. 

b.  Effective  31  December  1991, 
DFARS  232.502-1-71  provided  criteria 
for  the  use  of  flexible  rates  to  calculate 
customary  progress  payments.  For  those 
progress  payment  requests  using  those 
rates,  our  review  should  include  proce¬ 
dures  to  review  the  flexible  rates.  (See 


CAM  9-1400.)  For  new  contracts  or  mod¬ 
ifications  for  new  work  awarded  after  1 1 
November  1993,  flexible  rates  are  no 
longer  authorized. 

c.  Any  other  progress  payments  are 
considered  unusual,  and  may  be  used 
only  in  exceptional  cases  when  author¬ 
ized  in  accordance  with  FAR  32.501- 
2/DFARS  232.501-2. 

d.  The  uniform  rates  for  customary 
progress  payments  for  foreign  military 
sales,  small  businesses,  or  small  disad¬ 
vantaged  businesses  are  shown  in 
DFARS  232.501-1.  The  rates  for  all  other 
businesses  are  based  on  the  contract 
award  date  and  are  listed  below.  (Table 
32-1,  DFARS  232.502-1-71). 

Contract  Award  Date  Uniform  Rate 

Prior  to  May  1,  1985  90% 

May  1,  1985  through  Octo¬ 
ber  17,  1986  80% 

October  18,  1986  through 
September  30,  1988  75% 

October  1,  1988  through 
June  30,  1991  80% 

July  1,  1991  through  No¬ 
vember  10,  1993  85% 

On  or  after  November  1 1 , 

1993  75% 

e.  The  contractor  can  request  progress 
payments  as  work  progresses,  but  not 
more  frequently  than  monthly.  The 
amount  of  each  progress  payment  is 
computed  by  (i)  applying  the  rate  stipu¬ 
lated  in  the  progress  payment  clause  of 
the  contract  (DFARS  252.232-7004)  to 
the  cumulative  total  allowable  costs  un¬ 
der  the  contract  as  shown  in  the  contrac¬ 
tor’s  books  and  records  (see  14-202.4); 
(ii)  plus  progress  payments  to  subcontrac¬ 
tors  or  other  divisions  of  the  contractor’s 
corporate  office  (see  14-205h);  (iii)  less 
the  sum  of  all  previous  progress  pay¬ 
ments.  The  contracting  officer  is  respon¬ 
sible  for  approving  progress  payment 
requests. 

f.  The  contractor  is  responsible  for 
maintaining  reliable  accounting  and  bill¬ 
ing  systems  with  adequate  internal  con¬ 
trols  for  the  proper  administration  of 
progress  payments.  If  the  systems  or 
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controls  are  deemed  inadequate,  the  au¬ 
ditor  should  recommend  that  the  con¬ 
tracting  officer  suspend  progress  pay¬ 
ments  (or  suspend  the  portion  of  progress 
payments  associated  with  the  unaccept¬ 
able  portion  of  the  contractor’s  systems) 
until  the  necessary  corrections  have  been 
made. 

g.  As  contract  items  are  delivered  and 
accepted,  progress  payment  amounts  are 
recovered  (liquidated)  by  reducing  pay¬ 
ments  to  the  contractor  for  completed 
contract  items.  The  liquidated  amount  is 
computed  by  applying  the  liquidation 
rate  in  the  progress  payment  clause  to  the 
contract  price  of  items  delivered  and 
accepted  (FAR  32.503-8  and  32.503-9). 

(1)  At  the  beginning  of  a  contract,  the 
liquidation  rate  is  generally  the  same  as 
the  progress  payment  rate  unless  the 
liquidation  rate  was  adjusted  for  the  CAS 
limitations  in  FAR  32.503-7  on  G&A 
eligible  for  progress  payments. 

(2)  As  the  contract  progresses,  the 
contracting  officer  may  adjust  the  liqui¬ 
dation  rate  (FAR  32.5()3-9)  to  permit  the 
contractor  to  retain  the  earned  profit 
element  of  the  contract  price  for  com¬ 
pleted  items  in  the  liquidation  process. 

14-202.2  Approval  of  Progress  Payment 
Requests 

The  ACO  will  normally  approve  prog¬ 
ress  payment  requests  as  a  matter  of 
course,  if  recent  audit  experience  (within 
the  last  12  months)  shows  that  the  con¬ 
tractor  is: 

(i)  reliable,  competent,  and  capable  of 
satisfactory  performance; 

(ii)  possesses  adequate  accounting  and 
billing  system  controls;  and 

(iii)  in  sound  financial  condition. 

As  long  as  these  favorable  conditions 
exist,  the  ACO  will  sample  progress  pay¬ 
ment  requests  for  audit.  If  the  contractor 
has  poor  or  inadequate  accounting  and 
billing  system  controls,  or  there  is  reason 
to  believe  that  the  contract  will  involve  a 
loss,  the  ACO  may  ask  for  more  frequent 
audits  of  the  contractor’s  progress  pay¬ 
ment  requests  (FAR  32.503-4). 

14-202.3  Contract  Price  and  Rate 
Limitations 

a.  Contract  price  is  a  significant  factor 
for  determining  the  limitations  on  prog¬ 


ress  payments  (FAR  32.501-3).  The  con¬ 
tract  price  for  progress  payment  purposes 
is  as  follows: 

(1)  Firm  fixed  price  contracts  —  the 
current  contract  price  including  any  un¬ 
priced  modifications  with  obligated 
funds. 

(2)  Redeterminable  or  Ec.inomic  Price 
Adjustment  contracts  —  tlie  initial  con¬ 
tract  price  until  modified. 

(3)  Fixed  Price  Incentive  —  target 
price  plus  unpriced  modifications  with 
obligated  funds.  However,  in  certain  cir¬ 
cumstances,  the  ACO  may  provisionally 
increase  the  price  to  the  ceiling  or  maxi¬ 
mum  price. 

b.  Contract  price  is  limited  to  the  funds 
obligated  under  the  contract,  as  amend¬ 
ed.  For  progress  payments,  the  contract 
price  should  exclude  any  part  of  the 
contract  where  costs  are  being  reim¬ 
bursed  by  other  means  (e.g.,  cost  reim¬ 
bursable  line  items). 

c.  Multiple  Order  Contracts.  Generally, 
progress  payments  made  under  multiple 
order  contracts  should  be  administered 
under  each  individual  order  as  if  the 
order  constituted  a  separate  contract. 
However,  if  the  contractor  requests  it  and 
the  contracting  officer  approves,  the  ad¬ 
ministration  of  progress  payments  may 
be  based  on  the  overall  contract  or  agree¬ 
ment.  Under  this  method,  the  contractor 
shall  include  a  supporting  schedule  to 
identify  the  costs  applicable  to  each  order 
[FAR  32.503-5(c)]. 

d.  Unpriced  Contract  Actions.  The 
contracting  officer  may  include  unpriced 
contract  actions  as  part  of  the  contract 
orice  for  purposes  of  computing  progress 
payments  (FAR  32.501-3).  The  amount 
for  unpriced  contract  actions  must  not 
exceed  the  funds  obligated  for  the  un¬ 
priced  contract  action  or  the  estimated  or 
target  prices. 

e.  Undefinitized  Contract  Actions.  Ef¬ 
fective  24  August  1987,  the  progress 
payment  rate  applicable  to  the  work 
accomplished  on  undefinitized  contract 
actions  is  limited  to  80  percent.  A  higher 
rate  is  not  authorized  under  unusual  or 
flexible  progress  payments  for  undefini¬ 
tized  actions  [see  FAR  32.501-l(d)]. 

(1)  Additional  Limits.  In  an  effort  to 
encourage  definitization  of  contract  ac¬ 
tions  and  to  protect  the  government’s 
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interests,  DFARS  217.7400  limits  DoD 
expenditures  on  undefinitized  contract 
actions  to  50  percent  of  the  not-to-exceed 
orice  without  a  qualifying  proposal  and 
75  percent  of  the  not-to-exceed  price 
without  a  defmitized  contract.  This  limi¬ 
tation  will  be  applied  prior  to  the  80 
percent  limitation  covered  by  FAR 
32.501-l(d),  or  any  other  limitation  of 
payment  that  may  be  imposed  by  the 
contract.  If  a  prepress  payment  request 
includes  both  defmitized  and  undefmi- 
tized  work,  the  cost  must  be  broken  out 
separately.  Computations  of  the  limita¬ 
tion  of  payments  must  be  made  for  each. 

(2)  Exceptions.  For  DoD  contracts, 
DFARS  217.7402  exempts  undefinitized 
actions  from  these  limits  if  they  represent 
purchases  of  less  than  $25,000,  or  pur¬ 
chases  involving  special  access  programs, 
or  foreign  military  sales,  or  congression- 
ally  mandated  long-lead  procurement 
contracts.  DFARS  217.7404-5  exempts 
purchases  of  initial  spares. 

(3)  Price  Ceiling  Clause.  This  clause 
(DFARS  252.217-7027)  establishes  a  not 
to  exceed  ceiling  amount  which  the  unde¬ 
finitized  contract  action  (UCA)  cannot 
exceed  upon  definitization. 

(4)  Limitation  of  Government  Liability 
Clause.  This  clause  (FAR  52-216-24) 
establishes  a  ceiling  over  which  the  con¬ 
tractor  is  not  authorized  to  expend  or 
incur  obligations.  Generally  the  dollar 
value  in  this  clause  is  a  percentage  of  the 
price  ceiling  which  was  established  in  the 
Price  Ceiling  Clause.  DFARS  216.603-4 
requires  this  clause  be  included  in  all 
UCAs.  Togethfir  the  Limitation  of  Gov¬ 
ernment  Liability  Clause  and  the  Price 
Ceiling  Clause  establishes  the  dollar  val¬ 
ue  of  the  limitation  and  limits  the 
amount  the  contractor  can  bill  on  prog¬ 
ress  payments.  If  the  clauses  are  in  con¬ 
flict  with  the  DFARS,  the  contract  provi¬ 
sions  would  take  precedence,  but  tne 
contracting  officer  should  be  notified. 

14-202.4  Timing  of  Eligible  Costs  in 
Progres.«  Payment  Requests 

The  following  conditions  apply  to  the 
timing  for  including  eligible  costs  in 
progress  payment  requests: 

a.  Direct  Materials.  The  costs  of  sup¬ 
plies  and  services  purchased  by  the  con¬ 
tractor  directly  for  the  contract  may  be 


included  only  after  actual  payment.  How¬ 
ever,  unaer  Alternate  I  to  FAR  52.232- 
1 6,  this  does  not  apply  if  the  contractor  is 
a  small  business  concern.  Title  to  materi¬ 
als,  as  defined  in  the  progress  payment 
clause,  is  vested  in  the  government  when 
the  material  is  properly  chargeable  to  the 
contract.  Accordingly,  both  large  and 
small  business  concerns  must  have  clear 
title  before  charging  materials  to  the 
contract. 

b.  Incurred  Costs.  The  following  types 
of  costs  may  be  included  when  meurred, 
even  before  payment,  when  the  contrac¬ 
tor  is  not  delinquent  m  payment  of  the 
costs  of  contract  performance  in  the 
ordinary  course  of  business: 

(1)  Materials  issued  from  the  contrac¬ 
tor’s  stores  inventory  and  placed  in  the 
production  process  for  use  on  a  specific 
contract.  However,  the  inventory  allocat¬ 
ed  to  the  contract  should  not  exceed 
reasonable  requirements  including  a  rea¬ 
sonable  accumulation  of  inventory  for 
continuity  of  operations. 

(2)  Direct  labor,  direct  travel,  and 
other  direct  in-house  costs  associated 
with  the  specific  contract. 

(3)  Properly  allocable  and  allowable 
indirect  costs  associated  with  eligible 
direct  costs.  Indirect  costs  are  ineligible 
for  progress  payment  reimbursement  un¬ 
til  the  direct  costs  with  which  they  are 
associated  are  eligible  for  progress  pay¬ 
ment  reimbursement  (e.g.,  indirect  costs 
applicable  to  unpaid  material  costs  for 
large  businesses). 

c.  Accrued  costs  of  contractor  contribu¬ 
tions  under  employee  pension,  profit 
sharing,  stock  ownership  plans,  and  other 
post-retirement  benefit  (PRB)  plans  shall 
be  excluded  until  actually  paid,  unless: 

(1)  the  contractor’s  practice  is  to  con¬ 
tribute  to  the  plans  quarterly  or  more 
frequently  and 

(2)  the  contribution  does  not  remain 
unpaid  30  days  after  the  end  of  the 
applicable  quarter  (any  contributions  re¬ 
maining  unpaid  shall  be  excluded  from 
the  contractor’s  total  costs  for  progress 
payments  until  paid). 

d.  Cost  of  money  that  would  be  allow¬ 
able  under  FAR  31.205-10  shall  be 
deemed  an  incurred  cost  for  progress 
payment  purposes. 
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e.  Total  costs  for  progress  payment 
purposes  shall  not  include  any  costs  that 
are  not  reasonable,  allocable,  and  allow¬ 
able  to  the  contract,  or  are  inconsistent 
with  generally  accepted  accounting  prin¬ 
ciples. 

14-203  Audit  Responsibility 

a.  The  purpose  of  a  progress  payment 
audit  is  to: 

(1)  verify  the  amounts  included  on  the 
progress  payment  form  to  the  contrac¬ 
tor’s  accounting  books  and  records, 

(2)  evaluate  the  propriety  of  the  prog¬ 
ress  payment  request  in  accordance  with 
the  provisions  of  the  contract,  and 

(3)  determine  whether  undue  financial 
risk  to  the  government  will  result  if  the 
request  is  granted. 

b.  Audits  will  usually  be  made  upon  the 
request  of  the  contracting  officer;  how¬ 
ever,  auditors  should  coordinate  with  the 
contracting  officer  to  initiate  an  audit 
whenever  they  have  a  valid  reason  to 
believe  that  one  is  necessary  to  protect 
the  interest  of  the  government.  Examples 
of  conditions  requiring  coordination  are: 

(1)  unsatisfactory  financial  conditions, 

(2)  weak  or  inadequate  accounting 
and/or  billing  system  controls, 

(3)  evidence  of  inadequate  cost  repre¬ 
sentations,  or 

(4)  indications  of  contract  losses  (FAR 
32.503-6(^)).  To  ensure  adequate  audit 
coverage,  it  is  important  to  identify  con¬ 
tractors  and  contracts,  early  in  the  audit 
planning  process,  where  these  conditions 
exist  or  where  there  is  a  high  risk  they 
will  develop.  The  assessment  of  the  con¬ 
tractor’s  accounting  and  billing  system 
internal  controls  will  determine  areas  of 
risk  to  be  pursued  during  progress  pay¬ 
ment  audits  and  the  frequency  of  these 
audits.  At  major  contractors  this  assess¬ 
ment  is  documented  on  the  Internal 
Control  Audit  Planning  Summary  sheets. 
This  assessment  should  be  coordinated  at 
least  annually  with  the  ACO. 

14-204  Audit  Scope 

a.  The  scope  of  a  progress  payment 
audit  depends  on  our  experience  with  the 
contractor’s  operations;  the  reliance  that 
can  be  placed  on  the  contractor’s  ac¬ 


counting  and  billing  systems  internal 
controls,  cost  representations,  estimate  to 
complete  the  contract,  and  financial  con¬ 
dition;  and  whether  current  billing  rates 
have  been  established. 

b.  At  major  contractors,  accounting 
and  billing  system  audits  are  performed 
on  a  cyclical  basis  and  serve  as  the  basis 
for  determining  the  extent  of  testing 
needed  on  each  individual  progress  pay¬ 
ment  request.  The  auditor  should  review 
the  Internal  Control  Audit  Planning 
Summary  sheets  for  the  accounting  and 
billing  systems  to  determine  the  risk 
associated  with  the  systems  and  adjust 
the  scope  of  audit  accordingly.  At  non¬ 
major  contractors,  the  preaward  account¬ 
ing  system  review  and  the  annual  updates 
provide  the  basis  for  determining  the 
scope  of  audit  needed  on  each  request. 
The  auditor  should  review  the  internal 
control  questionnaire  and  other  related 
permanent  file  data  to  determine  the 
scope  of  audit  needed.  As  with  any  audit, 
the  audit  scope  should  also  consider  any 
specific  concerns  raised  by  the  contract¬ 
ing  officer. 

c.  In  those  cases  where  the  auditor  can 
rely  on  the  contractor’s  systems  and  cost 
representations,  and  the  contractor  is  in 
sound  financial  condition;  then  the  risk 
would  be  considered  low.  The  auditor 
may  limit  the  audit  to  verification  of 
billed  amounts  to  amounts  recorded  on 
the  contractor’s  accounting  books  and 
records,  a  review  of  the  contractor’s 
compliance  with  contract  provisions,  and 
periodic  verification  of  the  contractor’s 
estimated  additional  costs  to  complete. 
Often,  a  review  of  the  contractor’s  proce¬ 
dures  for  reconciling  billing  system  data 
and  records  to  the  cost  accounting  rec¬ 
ords  and  a  test  of  selected  reconciliations 
will  satisfy  the  verification  objectives  for 
claimed  allowable  costs. 

d.  In  those  cases  where  the  contractor’s 
accounting  and  billing  system  internal 
controls  are  inadequate  (in  total  or  in 
part)  or  the  contractors  financial  condi¬ 
tion  is  unstable,  expanded  testing  of  the 
progress  payment  request  is  often  need¬ 
ed.  However,  our  emphasis  should  be  on 
the  system  rather  than  on  each  progress 
payment  request.  At  those  contractors 
with  outstanding  deficiencies,  the  auditor 
should  work  with  the  ACO  and  the 
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contractor  to  correct  the  deficiencies 
rather  than  to  perform  expanded  testing 
on  each  progress  payment  request.  When 
the  contractor  corrects  the  deficiency  or 
changes  the  accounting  or  billing  systems, 
the  auditor  should  give  a  high  priority  to 
the  review  of  the  system  change  as  a  basis 
for  placing  reliance  on  the  system.  The 
next  section  (14-205)  discusses  special 
areas  for  consideration  when  planning  an 
audit  of  a  progress  payment  request. 

14-205  Areas  for  Audit  Consideration 

During  a  progress  payment  audit,  the 
auditor  should,  at  a  minimum,  verify 
amounts  on  the  contractor’s  certified  SF 
1443  to  the  contractor’s  accounting 
books  and  records.  Often,  a  review  of  the 
contractor’s  procedures  for  reconciling 
billing  system  data  to  the  accounting 
records  and  a  test  of  selected  reconcilia¬ 
tions  will  satisfy  the  verification  objec¬ 
tives  for  claimed  allowable  costs.  Based 
on  assessed  audit  risk  and  prior  audit 
experience,  the  auditor  should  consider 
other  issues  such  as  indications  of  finan¬ 
cial  distress  (untimely  payments  to  sub¬ 
contractors  and/or  vendor  demands  for 
cash-on-delivery),  ETC/EAC  amounts, 
the  loss  ratio,  fair  value  of  undelivered 
work,  computation  of  liquidation 
amounts,  as  well  as,  issues  identified  by 
the  ACO  or  other  team  members.  The 
following  paragraphs  will  address  the  key 
amounts  on  the  SF  1443  and  related 
considerations  (refer  to  14-2S1  as  need¬ 
ed): 

a.  Contract  Price  (Item  5)  should  be 
verified  to  the  most  current  contract 
modification  (14-202.3).  This  amount  is 
important  because  it  is  used  to  establish 
the  limitation  of  payments  on  future 
deliveries  (Item  21.b)  and  to  compute 
any  applicable  loss  ratio.  The  auditor 
should  determine  if  any  part  of  the 
contract  is  being  financed  by  other  means 
(reimbursement  on  public  vouchers  or 
direct  payment  by  the  government)  and 
verify  that  these  amounts  are  excluded. 
For  example,  award  fees,  incentive  fees 
and  value  engineering  change  proposals 
(VECPs)  are  normally  billed  on  separate 
invoices  or  public  vouchers.  These 
amounts  should  not  be  included  in  the 
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contract  price  for  progress  payment  pur¬ 
poses. 

b.  If  the  liquidation  rate  (Item  6.b)  is 
less  than  the  progress  payment  rate  (Item 
6.a),  the  auditor  should  coordinate  with 
the  ACO  and  determine  the  estimated 
profit  used  to  establish  the  alternate 
liquidation  rate.  The  auditor  should  veri¬ 
fy  that  the  current  profit  being  realized 
on  the  contract  (contract  price  less  cur¬ 
rent  EAC)  is  at  least  equal  to  or  exceeds 
estimated  profit  used  to  establish  the 
alternate  liquidation  rate.  Otherwise,  the 
contractor  may  retain  excess  profit  on 
delivered  and  accepted  contract  items. 
The  auditor  in  this  case  should  recom¬ 
mend  to  the  ACO  that  the  alternate 
liquidation  rate  be  changed  to  reflect  the 
current  profit  estimate. 

c.  Paid  Costs  Eligible  Under  Progress 
Payment  Clause  (Item  9)  is  used  only  by 
large  businesses.  Verify  that  this  amount 
only  includes  recorded  purchased  materi¬ 
als  and  service  cost  which  have  been  paid 
at  the  date  of  the  SF  1443.  The  auditor 
should  also  verify  that  any  subcontract 
costs  included  here  are  for  items  deliv¬ 
ered,  accepted,  and  paid  for,  which  re¬ 
sulted  in  the  liquidation  of  subcontractor 
progress  payments  at  the  date  of  the  SF 
1443. 

d.  Incurred  Cost  Eligible  Under  Prog¬ 
ress  Payment  Clause  (Item  10).  For  small 
businesses,  this  item  includes  total  in¬ 
curred  costs.  For  large  businesses,  this 
item  is  total  incurred  costs  less  costs  of 
materials  and  services  purchased  directly 
for  the  contract  (see  Item  9  above). 

(1)  The  auditor  should  verify  all  direct 
costs  to  the  contractor’s  accounting  books 
and  records  as  appropriate  for  the  reli¬ 
ance  that  is  placed  on  the  contractor’s 
systems  and  controls.  The  auditor  should 
use  the  contractor’s  reconciliations  to  the 
extent  possible  to  accomplish  these  veri¬ 
fications.  Also,  direct  material  costs  for 
small  and  large  businesses  should  be 
reviewed  to  ensure  that  the  government 
has  clear  title  in  accordance  with  FAR 
'^2.232-16. 

(2)  Verify  that  indirect  costs  are  based 
on  approved  billing  rates  or  available 
forward  pricing  rates,  or  consider  the 
need  to  review  the  billing  rates  in  con¬ 
junction  with  the  progress  payment  au¬ 
dit. 
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(3)  Verify  that  obligations  such  as 
pension,  profit  sharing,  and  employee 
stock  ownership  plan  contributions  are 
paid  within  30  days  after  the  close  of  the 
quarter  to  which  costs  are  assignable. 

e.  Total  Costs  Incurred  to  Date  (Item 
12.a).  This  item  includes  all  prime  con¬ 
tractor  incurred  costs  plus  unliquidated 
subcontractor  progress  payments 
(amounts  paid  and  payable)  listed  on 
Items  14.C  and  14.d.  The  auditor  should 
verify  any  additional  incurred  costs  on 
Line  12.a  that  were  not  identified  on 
Items  9  and  10,  to  the  contractor’s  ac¬ 
counting  books  and  records.  Additional 
costs  on  this  line  are  usually  unpaid  costs 
for  items  and  services. 

f.  Estimated  Additional  Cost  to  Com¬ 
plete  (Item  12.b).  Instructions  on  the  SF 
1443  require  the  contractor  to  make 
technical  and  financial  estimates  to  com¬ 
plete  (ETC)  every  six  months.  The  audi¬ 
tor  should  verify  contractor  compliance 
with  this  requirement  and  determine  that 
the  ETC  is  supported  with  current,  accu¬ 
rate,  and  complete  information.  If  the 
ETC  is  understated,  overpayment  of 
progress  payments  can  occur.  An  accu¬ 
rate  ETC  can  help  identify  cost  overrun 
areas  which  may  be  corrected  and  pre¬ 
vent  possible  default  on  the  contract. 

(1)  Some  contractors  develop  ETCs  by 
preparing  an  estimate  at  completion 
(EAC)  and  subtracting  the  total  costs 
incurred  to  date.  EACs  are  best  devel¬ 
oped  through  rigorous  methodologies 
such  as  those  required  under  manage¬ 
ment  control  systems  that  comply  with 
the  Cost/Schedule  Control  System  Crite¬ 
ria  (C/SCSC)  specified  in  DoD  Instruc¬ 
tion  5000.2,  Part  11,  Section  B  (see  11- 
200  and  DCAAP  7641.47). 

(a)  The  auditor  should  contact  the 
government  contract  administration  of¬ 
fice  and  program  office  officials  to  deter¬ 
mine  if  they  are  aware  of  any  cost  or 
schedule  problems  that  affect  the  EAC. 

(b)  The  EAC  should  be  reconciled  with 
other  required  reports  such  as  quarterly 
limitation  on  payments  statements  (11- 
100)  and  Cost  Performance  Reports 
(CPRs)  or  Cost/Schedule  Status  Reports 
(C/SSR)  (see  11-304  and  11-305). 

(c)  Subcontractor  costs  included  in  the 
ETC  should  be  limited  to  those  amounts 
the  prime  contractor  will  be  required  to 


pay.  This  amount  is  the  difference  be¬ 
tween  the  amounts  that  are,  or  are  esti¬ 
mated  to  be,  legal  obligations  to  pay  and 
the  amounts  already  included  in  Item 
12.a.  However,  assist  audits  may  be  nec¬ 
essary  to  establish  the  validity  of  the  ETC 
submitted  by  the  subcontractor  to  the 
prime  contractor  (see  14-205h). 

(d)  The  auditor  should  compare  the 
ratio  of  the  EAC  to  the  contract  price 
(indicated  profit  rate)  with  the  ratio  of 
the  costs  of  items  delivered  to  the  con¬ 
tract  price  of  those  items  (experienced 
profit  rate).  These  ratios  should  be  simi¬ 
lar.  The  auditor  should  also  compare  the 
indicated  profit  rate  with  the  negotiated 
profit  rate  to  reveal  any  variance  from 
initial  estimates.  Any  significant  variance 
should  be  coordinated  with  the  ACO.  See 
14-205b. 

(2)  The  contractor’s  ETC/EAC  should 
be  evaluated  for  reasonableness  using  the 
following  methodology. 

(a)  When  CPR  or  C/SSR  data  are 
available,  the  auditor  can  review  this 
data  to  identify  forecasted  or  actual  over¬ 
runs  and  determine  if  this  information  is 
consistently  reflected  in  the  EAC.  Such 
relationships  are  described  in  the  AP- 
PAYCOS  audit  program.  Discrepancies 
between  CPR  and  C/SSR  data  and  the 
EAC  should  be  discussed  with  the  pro¬ 
gram  office  and  the  contractor. 

(b)  The  auditor  should  compare  the 
contractor’s  EAC’s  for  contract  billing 
purposes  with  those  used  for  financial 
reporting  purposes.  Contractors  some¬ 
times  report  different  EAC’s  because  of 
different  risk  assumptions  and  profit  ex¬ 
pectations.  The  contractor  should  be  able 
to  reconcile  any  material  differences.  The 
auditor  should  also  consider  comparing 
the  EAC  with  other  financial  and  man¬ 
agement  reports  which  may  be  available 
and  show  total  estimated  costs  to  com¬ 
plete  the  contract. 

(c)  The  auditor  should  evaluate  the 
contractor’s  detailed  ETC/EAC  using  the 
guidance  in  CAM  9-300  and  ensure  that 
the  contractor  used  appropriate  rates  and 
factors  and  was  consistent  in  its  estimat¬ 
ing  practices. 

(d)  Government  technical  evaluations 
and/or  assist  audits  should  be  requested 
if  considered  necessary  (see  CAM  D- 
300).  When  the  technical  review  is  based 
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on  an  estimate  of  the  physical  completion 
of  the  contract,  there  must  be  close 
coordination  on  the  timing  of  the  esti¬ 
mate  or  the  auditor  will  have  problems 
using  the  technical  results  to  determine 
an  estimate  to  complete.  The  estimate  of 
the  physical  completion  of  the  contract 
by  the  technical  specialist  needs  to  be  for 
the  same  period  covered  by  the  progress 
payment  request.  The  auditor  should 
coordinate  with  the  technical  specialist 
and  document  the  methodology  used  to 
evaluate  the  ETC  or  the  EAC  in  the  audit 
working  papers. 

g.  The  Lx)ss  Ratio  Adjustment  dis¬ 
cussed  in  FAR  32.503.6(g)  is  intended  to 
protect  the  government’s  interest  when  a 
contract  is  in  a  loss  condition,  that  is, 
when  the  total  costs  incurred  to  date  and 
the  ETC  (Items  12.a  and  12.b)  exceed  the 
contract  price  (Item  5). 

(1)  Using  the  Loss  Ratio  Factor,  (Con¬ 
tract  Price  divided  by  Total  Estimated 
Contract  Costs),  the  auditor  should  rec¬ 
ommend  that  the  ACO  adjust  the  amount 
on  Item  1 1  —  Total  Costs  Eligible  for 
Progress  Payment  to  exclude  the  ele¬ 
ments  of  loss  from  consideration  for  the 
instant  and  future  progress  payments. 

(2)  When  appropriate,  the  auditor 
should  coordinate  with  the  ACO  to  apply 
a  loss  ratio  and  document  the  ETC/EAC 
supporting  the  decision.  If  the  loss  ratio 
is  not  applied  timely,  the  government  will 
pay  the  contractor  more  than  it  should 
before  delivery.  This  does  not  reduce  the 
amount  the  government  will  ultimately 
pay  the  contractor,  but  it  will  reduce  the 
amount  of  interim  financing  at  risk. 

(3)  Since  the  ACO  is  required  to  verify 
and  apply  the  loss  ratio  factor,  the  audi¬ 
tor  should  advise  the  contractor  to  sub¬ 
mit  future  invoices  (SF  1443’s)  without 
adjusting  their  figures  for  the  loss.  How¬ 
ever,  the  contractor  may  attach  the  loss 
ratio  computation  as  a  separate  schedule. 

(4)  Audits  of  loss  contracts  should 
include  steps  to  determine  if  the  contrac¬ 
tor  is  financially  capable  of  completing 
the  contract  (FAR  32.503-5(b)(3)).  See 
14-300  for  guidance  on  financial  capabil¬ 
ity  audits. 

h.  Subcontractor  Claims.  When  sub¬ 
contractors  are  entitled  to  progress  pay¬ 
ments  under  FAR  32.504,  the  higher-tier 
contractor  is  responsible  for: 
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(i)  verifying  subcontractor  progress 
payment  claims  and  liquidations; 

(ii)  approving  billings  for  current  pay¬ 
ments;  and 

(iii)  ensuring  that  progress  payments  to 
subcontractors  conform  to  the  standards 
and  principles  prescribed  in  paragraph  (j) 
of  the  progress  payments  clause  (see  FAR 
52.232- 16^  The  auditor  should  review 
the  prime  (higher-tier)  contractor’s  audit 
and  verification  procedures  to  ensure  the 
government’s  interest  is  protected.  If  the 
contractor’s  analyses  of  subcontract  prog¬ 
ress  payment  requests  are  considered 
inadequate,  and  these  costs  cannot  be 
evaluated  by  other  techniques  (other  cur¬ 
rent  or  historical  data),  an  assist  audit 
should  be  requested. 

(1)  Progress  Payments  Paid  to  Subcon¬ 
tractors  (Item  14a).  The  auditor  should 
verify  that: 

(1)  a  formal  written  subcontract  exists 
and  that  it  includes  progress  payment 
terms  similar  to  FAR  52.232-16  and  the 
customary  rate  used  by  the  government 
contracting  agency; 

(ii)  subcontractor(s)  have  submitted 
proper  progress  payment  requests  in  a 
similar  SF  1443  format; 

(iii)  the  claimed  amounts  have  actually 
been  paid  if  the  prime  contractor  is  a 
la.'ge  business,  or  payments  are  made  in 
the  ordinary  course  of  business  (verify 
the  cancelled  checks),if  the  prime  con¬ 
tractor  is  a  small  business; 

(iv)  the  claimed  amounts  are  not  ad¬ 
vanced  payments;  and 

(v)  title  to  subcontractor  property  will 
be  vested  to  the  government. 

(2)  Subcontract  liquidations  (Item  14b) 
is  the  subcontractor  liquidation  rate  ap¬ 
plied  to  the  subcontract  price  of  items 
received,  accepted,  and  invoiced  to  date. 

(a)  The  auditor  should  review  the  high¬ 
er-tier  contractor’s  records  to  determine 
the  number  of  subcontract  items  actually 
received,  accepted,  and  invoiced  from 
subcontractor(s).  The  auditor  should  ver¬ 
ify: 

(i)  the  price  per  unit  and  liquidation 
rate  to  the  subcontract  terms,  and 

(ii)  that  the  amount  claimed  was  com¬ 
puted  by  applying  the  subcontract  unit 
price  and  liquidation  rate  to  the  units 
received  from  the  subcontractor. 
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(b)  The  amount  of  liquidated  subcon¬ 
tractor  progress  payments  should  be  in¬ 
cluded  in  the  paid  costs  eligible  under 
progress  payment  clause,  Item  9. 

(3)  Subcontract  Progress  Billings  Ap¬ 
proved  for  Current  Payments  (Item  I4.d) 
is  used  only  by  small  business  concerns. 
It  represents  the  progress  payment  re¬ 
quests  from  subcontractors  which  have 
been  approved  but  not  paid.  The  auditor 
should  verify  the  amount  requested  to 
the  subcontractor(s)  progress  payment 
request(s)  and  confirm  that  the  contrac¬ 
tor  normally  pays  the  subcontractor  with¬ 
in  a  reasonable  time  after  receiving  the 
government  progress  payment. 

(4)  The  amounts  claimed  for  subcon¬ 
tractor  progress  payments  on  Item  14.e 
are  limited  to  the  unliquidated  progress 
payments  on  Item  14.c  that  were  paid  by 
the  date  of  the  SF  1443,  plus,  for  small 
business  (higher-tier)  contractors,  ap¬ 
proved  but  unpaid  subcontractor  re¬ 
quests  for  progress  payments  on  Item 
14.d. 

(5)  Progress  payments  made  to  subcon¬ 
tractors  m  loss  positions  should  have 
been  reduced  by  application  of  a  loss- 
ratio  factor  (FAR  32.503-6(gp. 

(6)  The  prime  contract  auditor  should 
determine  if  the  subcontract  pricing  ac¬ 
tion  has  had  reported  defective  pricing.  If 
this  is  the  case,  the  auditor  should  deter¬ 
mine  that  progress  payments  do  not 
include  liquidation  of  the  defective  sub¬ 
contract  costs. 

i.  Total  Amount  of  Previous  Progress 
Payments  Requested  (Item  1 8)  should  be 
verified  to  the  contractor’s  accounts  re¬ 
ceivable  records.  Contractors  should 
have  adequate  billing  system  internal 
control  policies  and  procedures  for  moni¬ 
toring  and  reconciling  progress  payment 
requests  with  progress  payment  receipts 
and  liquidations  on  government  billings 
(refer  to  205.j(3)).  The  auditor  should 
coordinate  Item  1 8  with  the  ACO’s  pay¬ 
ment  records  and  reconcile  any  differ¬ 
ences. 

j.  The  computations  of  limits  for  out¬ 
standing  progress  payments  (Section  III) 
are  designed  to  minimize  the  govern¬ 
ment’s  risk  of  overpayment  by  integrat¬ 
ing  paragraph  (a)(4)  of  the  Progress  Pay¬ 
ment  clause  in  FAR  52.232-16  to  restrict 
the  amount  of  unliquidated  progress  pay¬ 


ments  on  Item  24.  This  limitation  is 
determined  by  comparing  the  costs  of 
undelivered  items  to  the  price  of  those 
undelivered  items  as  discussed  below. 

(1)  Items  20.a  through  20.e  are  intend¬ 
ed  to  determine  the  amount  of  progress 
payments  made  on  undelivered  items 
and  delivered  items  not  invoiced  and 
accepted,  including  allowable  unliquidat¬ 
ed  progress  payments  to  subcontractors. 
The  key  to  this  computation  is  Item  20.a 
—  Cost  Included  in  Item  1 1  Applicable 
to  Items  Delivered,  Accepted,  and  In¬ 
voiced.  The  auditor  should  verify  the 
items  delivered  and  their  cost  to  the 
contractor’s  books  and  records  (see  14- 
205.C  and  d). 

(2)  If  the  contract  is  in  a  loss  condition, 
i.e.  Items  12.a  plus  12.b  exceed  the 
contract  price  in  Item  5,  the  amount  on 
Item  20.a  should  be  limited  to  the  con¬ 
tract  price  of  delivered  items  (Item  21. a). 
The  calculation  for  Item  20.b  should  use 
the  adjusted  costs  resulting  from  the 
application  of  the  Loss  Ratio  Factor  (see 
14-205.0. 

(3)  Items  21. a  through  2 I.e  are  intend¬ 
ed  to  determine  the  contract  price  of 
items  NOT  delivered,  accepted,  and  in¬ 
voiced.  The  key  to  this  computation  is 
Item  21. a  —  Contract  Price  of  Items 
Delivered,  Accepted  and  Invoiced  at  the 
date  of  this  SF  1443.  The  auditor  should 
verify  the  number  of  contract  items  deliv¬ 
ered  and  related  contract  unit  prices  on 
DD  Forms  250  or  similar  contractor 
invoices  to  the  contractor’s  accounting 
books,  records,  schedules  of  contract  re¬ 
ceivables  and  the  contract  terms  (for 
contract  unit  prices).  A  reasonableness 
check  between  delivered  items  and  in¬ 
curred  costs  could  highlight  possible  cost 
overruns  that  could  impact  future  deliv¬ 
eries. 

(a)  Contractors  should  maintain  contra 
accounts  or  receivables  schedules  to  re¬ 
flect  the  amount  of  progress  payments 
requested  (Item  18)  and  received  (Item 
23)  as  compared  to  contract  price  for 
delivered  and  invoiced  items  (Item  2 1  .a). 
The  difference  between  the  contract  price 
and  the  progress  payment  amounts  would 
represent  the  receivable  when  the  invoice 
is  issued  on  delivered  items. 

(b)  If  the  contractor  does  not  inaintain 
records  containing  the  needed  informa- 


DCAA  Contract  Audit  Manual 


January  1995 


tion,  the  auditor  should  advise  the 
ACO/PCO  of  this  deficiency  and  disclose 
the  deficiency  in  the  progress  payment 
request  audit  report  and  a  separate  flash 
billing  system  deficiency  audit  report  (see 
10-4S2). 

k.  Total  Amount  Applied  and  to  be 
Applied  to  Reduce  Progress  Payments 
(Item  23)  is  the  cumulative  amount  of 
previous  progress  payments  applied  to 
reduce  the  contract  price  of  contract 
items  delivered  and  invoiced,  by  the 
cutoff  date  of  this  SF  1443. 

(1)  The  auditor  should  verify  the 
amount  on  Item  23  to  the  contractor’s 
books  and  records  [see  14-205h(3)(a)  and 
(b)]  as  previously  discussed  with  Item 
21a  through  21e. 

(2)  A  common  error  in  completing 
Item  23  is  to  multiply  the  contract  price 
of  delivered  and  accepted  units  (Item 
21. a)  by  the  liquidation  rate  (Item  6.b). 
This  calculation  does  not  consider 
changes  in  the  liquidation  rate  or  other 
adjustments  over  the  life  of  the  contract. 
The  amount  on  Item  23  must  be  verified 
to  the  contractor’s  books  and  records, 
otherwise  the  amount  of  unliquidated 
Progress  Payments  on  Item  24  could  be 
overstated. 

l.  The  Fair  Value  Test  measures  the 
government’s  investment  in  the  undeliv¬ 
ered  portion  of  the  contract  by  compar¬ 
ing  unliquidated  progress  payments  to 
the  fair  value  of  the  work  accomplished 
on  the  undelivered  portion  of  the  con¬ 
tract. 

(1)  FAR  32.503-6(0  defines  the  fair 
value  of  undelivered  work  as  the  lesser  of; 

(1)  the  contract  price  of  undelivered 
work  minus  the  ETC  contract  perfor¬ 
mance, (Item  21.b  minus  Item  12.b)  or 

(ii)  the  incurred  costs  applicable  to  the 
undelivered  units  (Item  20.b  plus  Item 
14.e). 

Unliquidated  subcontractor  progress 
payments  (Item  14.e)  have  not  been 
included  in  Item  20.b.  Therefore,  this 
amount  should  be  added  to  the  incurred 
costs  applicable  to  undelivered  work  to 
give  a  true  measure  of  fair  value. 

(2)  The  test  compares  the  fair  value  of 
undelivered  work  to  unliquidated  prog¬ 
ress  payments  (Item  24).  The  auditor 
should  add  back  the  amount  of  the  in¬ 
stant  progress  payment  invoice  (Item  26) 
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to  make  sure  that  the  current  payment 
will  not  cause  a  failure. 

(3)  A  fair  value  test  failure  indicates  a 
loss  contract  or  a  liquidation  problem. 
The  auditor  should  coordinate  with  the 
contracting  officer  to  adjust  the  instant 
and  future  progress  payments  to  mini¬ 
mize  the  government’s  risk. 

14-206  Reports 

a.  The  audit  report  should  be  prepared 
in  accordance  with  10-1200  and  ad¬ 
dressed  to  the  contracting  officer  who 
requested  the  audit.  If  the  review  was 
initiated  by  the  auditor,  the  report  should 
be  addressed  to  the  government  represen¬ 
tative  responsible  for  review  of  the  con¬ 
tractor’s  requests  for  progress  payments. 
In  all  cases  when  he  or  she  is  not  the 
addressee,  the  AGO  should  be  furnished 
a  copy  of  the  report.  The  content  of  the 
report  will  state  the  amount  of  progress 
payment  that  is  recommended  for  accep¬ 
tance  and  provide  clear  explanations  for 
amounts  not  recommended  for  accep¬ 
tance,  including  any  qualifications  re¬ 
quired  for  such  items  as  required  techni¬ 
cal  analysis  was  not  received  or  access  to 
records  problems. 

b.  When  the  unpaid  balance  on  a 
contract  is  not  sufficient  to  cover  the 
anticipated  cost  of  completion  (i.e.,  loss 
contract),  the  report  must  express  an 
opinion  (positive  assurance)  on  whether 
the  contractor  has  adequate  resources  to 
complete  the  contract  (see  14-205g(4) 
and  Figure  10-12-2).  If  the  contract  is  not 
in  a  loss  position,  and  specific  audit  tests 
to  review  the  contractor’s  financial  capa¬ 
bility  were  not  performed,  the  report  will 
provide  negative  assurance  relative  to  the 
contractor’s  financial  capability.  This 
negative  assurance  will  be  contained  in  a 
separate  scope  paragraph  (see  Figure  10- 
12-1). 

c.  When  the  audit  discloses  materially 
adverse  findings,  such  as  the  contractor’s 
financial  deterioration,  allocation  of  in¬ 
ventory  to  the  contract  substantially  ex¬ 
ceeding  reasonable  requirements,  or  de¬ 
linquency  in  payment  of  contract  costs, 
these  matters  will  be  explained  in  detail 
particularly  as  they  relate  to  the  govern¬ 
ment’s  financial  risk.  To  ensure  that  all 
available  facts  have  been  considered  in 
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the  conclusions,  the  auditor  should  con¬ 
tact  the  ACO,  discuss  the  findings,  and 
invite  the  ACO  to  participate  in  the  exit 
conference  with  the  contractor  (see  4- 
300).  Further  guidance  on  reporting  in¬ 
stances  of  contractor  financial  jeopardy  is 
in  14-300. 

d.  The  contractor  is  responsible  for 
maintaining  reliable  accounting  and  bill¬ 
ing  systems  with  adequate  internal  con¬ 
trols  for  the  proper  recording  and  segre¬ 
gation  of  costs.  If  the  audit  discloses 
weaknesses  or  inadequacies  in  the  sys¬ 
tems  or  controls  and  the  contractor  has 
not  taken  reasonable  corrective  action, 
the  auditor  should  recommend  that  the 
contracting  officer  suspend  progress  pay¬ 
ments  for  costs,  including  appropriate 
burden,  associated  with  the  unacceptable 
portion  of  the  contractor’s  system  until 
the  necessary  changes  are  made  and 
verified.  These  inadequacies  should  be 
described  in  the  audit  report  on  the 
progress  payment  request  and  separate 
reports  on  accounting  and  billing  system 
deficiencies. 

e.  When  a  progress  payment  has  most 
likely  already  been  paid,  and  we  find  the 
contractor  has  experienced  a  lower  profit 
rate  than  the  rate  anticipated  at  the  time 
the  liquidation  rate  was  established,  we 
should  recommend  an  immediate  in¬ 


crease  in  the  liquidation  rate  with  appro¬ 
priate  adjustment  being  made  to  billings 
for  delivered  items  [FAR  32.503-9(b)( Ill- 
Expediency  may  call  for  the  reduction  to 
be  made  on  the  next  progress  payment 
request  u'  less  the  contractor  makes  an 
immediate  refund  for  his  prior  billings  on 
delivered  items.  See  14-205b. 

14-207  Interest 

While  FAR  32.614-1  provides  for  in¬ 
terest  charges,  interest  on  progress  pay¬ 
ments  overpayments  do  not  begin  to  run 
until  there  is  a  demand  for  repayment  of 
the  excess  progress  payments.  Further,  if 
the  overpayment  is  repaid  within  thirty 
days  after  the  demand  is  issued,  interest 
is  not  assessed.  However,  the  auditor 
should  be  alert  to  the  significance  of 
interest  and,  as  appropriate,  coordinate 
with  the  contracting  officer  to  request  a 
voluntary  refund  from  the  contractor  for 
interest  on  overpayments  or  premature 
progress  payments. 

14-2S1  Supplement 

The  SF  1443,  Contractor  Request  for 
Progress  Payment  and  the  related  In¬ 
structions  are  included  on  the  following 
pages  for  reference. 


DCAA  Contract  Audit  Manual 


January  1995 


1437 

14-2S1 


1 


14-2S1  SUPPLEMENT  —  SF  1443 
CONTRACTOR  REQUEST  FOR  PROGRESS  PAYMENT 


t 


CONTRACTOR'S  REQUEST  FOR  PROGRESS  PAYMENT 


IMfORTAWT  Thti  form  1«  to  bt  complwid  Iw  •ecofdawo  tirfth  Iwtrutitowi  on  twm 

SECTION  I  -  IDENTiFKATION  INFORMATION 


i  T6  NAME  ANB>'bailEII8r£a>TTKAeTlkd5rf Ids 

rr<Ki«a«  tif  caavi 

r/  YiNG  orrict 

1  FA&U,  NAUeAN&AMIte»dP£&NrftACT&A/Nrlv;«F/rr(Jo 

a  SMACw  eusiNESS 

Qves  Quo 

% 

fl  OATfS 

1  OATC  OF  INfTlAi  AWARD 

r  THIS  AEOUCST  ^ 

A  AAbd  rvMTS  1  LtOulOATlON 

11%  111% 

A  VCAA  •  UoNTH 

! 

SECTION  It  -  STATEMENT  OF  COSTS  UNDER  THIS  CONTRACT  THROUGH _ 

_ _ itHit) 


9  Raid  COSTS  CLlGiacE  UNOCR  PROGRESS  PAYMENT  CLAUSE 

t 

to  INCuRREOCOSTSCLiGieLE  UNDER  PROGRESS  PAYMENT  CLAUSE 

1 1  TOTAL  COSTS  ELtClSLE  FOR  PROGRESS  PAYMENTS  tiUmtptM*  IP, 

13  a  TOTAL  COSTS  INCURRED  TO  DATE 

j 

b  ESTIMATED  AOOlTlONAL  COST  TO  COMPLETE 

13  ITEMtiMULTlPllEOeYlTCMba 

14  t  PROGRESS  PAYMENTS  PAID  TO  SUSCONTRACTORS 

b  LIOUIOATEO  PROGRESS  PAYMENTS  TO  SURCONTRACTORS 

c  UNLIOUIOATEO  PROGRESS  PAYMENTS  TO  SUBCONTRACTORS  r/r«m  ia«l«M  lakr 

•3  SUBCONTRACT  PROGRESS  BILLINGS  APPROVED  FOR  CURRENT  PAYMENT 

«  ELIGIBLE  SUBCONTRACTOR  PROGRESS  PAYMENTS  rfvm 

1ft  TOTAL  DOLLAR  AMOUNT  rfi«N  I J  #iM  U4l 

16  ITEMftMULTlPLIEOBY  lTEM6b  I 

IT  LESSEROFlTEMIfORlTEMtft 

18  TOTAL  AMOUNT  OF  PREVIOUS  PROGRESS  PAYMENTS  REQUESTED 

19  MAXIMUM  balance  ELIGIBLE  FOR  PROGRESS  PAYMENTS  riNra  IThttlPf 

SECTION  III  .  COMPUTATION  OF  LIMITS  FOR  OUTSTANDING  PROGRESS  PAYMENTS 

UftS^iCUL  INSTflUCnONSON  tACK  fOH  VS(  UNDilt  THi  ftOiMAl  ACOmSlTlQN  fdGVLATIQH 


20  COMPUTATION  OF  PROGRESS  PAYMENT  CLAUSE  N(aub*r«r4KUr  LIMITATION* 

a  COSTS  INCLUDED  IN  ITEM  t1  APPLICABLE  TO  ITEMSOELIVEREO  INVOICED  AND 
ACCEPTED  TO  THE  0AT6  IN  HEADING  OF  SECTION  It 

i 

b  COSTSCLICIBIE  FOR  PROGRESS  PAYMENTS  APPLICABLE  TO  UNDELIVERED  ITEMS 
AND  TO  OELIVEREI  ITEMS  NOT  INVOICED  AND  ACCEPTED  <f<*ii«  fl  Um  fO»t 

<  lT£M20bMULTlPLlE06YlTCM6a 

$ 

0  eligible  SUBCONTRACTOR  PROGRESS  PAYMENTS  rri«»  I4«l 

a  LIMITATION  al3><<)  or  a(4)|i|  rt««.4  TM)  * 

31  COMPUTATION  OF  PROGRESS  PAYMENT  CLAUSE  N(aH4r>or«r4nrrrUIMiTATION  * 

a  CONTRACT  PRICE  OF  ITEMSOEL.VEREO.  ACCEPT  ED  AND  INVOICED  TO  DATE  IN 
HEADING  OF  SECTION  II 

b  CONTRACT  PRICE  OF  ITEMS  NOT  DELIVERED  ACCEPTED  AND  INV0IC£0«r#<>»  a  W«  Jl«> 

C  iTEMSIbMULTlPLIEOBYITEMeb 

(3  UNLIQUIDATED  ADVANCE  PAYMENTS  PLUS  ACCRUED  INTEREST 

t  LIMITATION  r*fjHaj  Of  4r4Uirji  r/i«n  arr ir«*  ainr* 

33  MAXIMUM  UNLIQUIOATED  PROGRESS  PAYMENTS  r(4M<r  «//(«•.  to*  or  fit, 

23  TOTAL  AMOUNT  applied  AND  T08E  APPLIEDTOREOUCf  PROCRFSSPAYMENT  | 

34  UNLIQUIDATED  PROGRESS  PAYMENTS  tium  ii  Uu  tt> 

3ft  MAXIMUM  PERMISSIBLE  PROGRESS  PAYMENTS  <lMm  Jl  Uu  J4t 

36  AMOUNT  OF  CURRENT  INVOICE  FOR  PROGRESS  PAYMENT  rifMf'oritrm  7*  or  l»r 

37  AMOUNT  APPBOVEOflYCONTRACT.NC OFFICER 

CEHTIFICATION 


I  (.wtily  tf'at  tf**!  abo»e  swwm^ni  (with  audchmenis)  h«  bwn  pitDaml  ‘rom  the  doO  ol  the  above  narried  contractof  ti 

accordance  With  the  contract  ar^d  the -nst'octions  hereon  and  to  tV  best  of  my  kr^oAled^e  arxl  belief  that  it  is  correct  that  all  the  cnts  of 
contract  performance  (except  at  hciewilh  reported  m  writmg)  have  been  paid  to  the  extent  shown  l^e>n  or  where  not  showrt  as  ped  have 
been  paid  or  will  be  pad  currently  by  the  contractor  when  due  in  the  ordir'ary  cou'se  o*  busirtess  that  the  work  reflected  aoove  has  been 
performed  that  the  quantities  and  amounts  involved  are  consistent  with  |he  requirements  of  the  contract  That  there  are  rto  encumbtartces 

(except  as  reported  m  wntmg  herewith  or  on  previous  proQress  pavn^ent  request  No  _ _ _ )  a^amsi  the  property  acquired  or  pro 

duced  for  and  allocated  or  properly  chargeable  to  the  contract  which  would  affect  or  impair  the  Government  s  title  that  tfiere  has  been  no 
materially  adverse  change  <n  the  firtancial  cor'dmon  of  the  contractor  srrtce  the  submission  of  the  most  recent  written  information  dated 

- - —  -  _  by  the  contractor  to  the  Government  in  connevlion  with  the  contract  that  to  the  extent  of  any  contract  provi 

S'on  limiting  progress  pa>  m*ots  pendmg  first  article  as^fova*  Such  provision  has  been  complied  with  and  that  alter  the  making  of  the  re 
quested  progress  payment  the  unliquidated  progress  payments  witi  not  exceed  the  maximum  unliquidated  progress  payments  perm  tted  by 
the  cont'art 
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14-2S1  SUPPLEMENT  —  SF  1443 
INSTRUCTIONS 


INSTRUCTIONS 


GENERAL*  All  P0Tfi«  on  form  must  be  typewf»ttcn  4tl 
(Sollar  amounts  must  b<  stiewn  in  whole  dolla's  'Ounded  up  to  the 
next  whole  tJollat  All  hne  ttei  ^  numbefi  not  included  in  the  m 
structions  below  are  self  explandtofy 


SECTION  I  -  IDENTIFICATION  INFORMATION  Comi>ieie 
Items  I  through  8c  m  a^tordanie  with  the  following  instructions 

Item  1  TO  -  Enter  the  name  .ind  address  of  the  co9ni?ant  Con 
tract  Administration  Office  PA  'ING  OFFICE  -  Enter  the  desig 
nation  of  the  paying  office  as  indicated  m  the  contract 

Item  2  FROM  CONTRACTORS  NAME  AND  ADDRESS/ 
ZIP  CODE  -  Enter  the  name  and  mailing  address  of  the  con 
tractor  If  applicable  the  divis>or'  of  the  company  performing  the 
contract  should  be  entered  immefiateiy  following  tho  contractor  s 
name 

Item  3  Enter  an  X  m  the  appropriate  biocL  to  indicate  whether 
or  not  the  contractor  is  a  <mail  bu-mess  concern 

Item  s  E  nter  the  total  contract  i  nee  as  amended  H  the  comrac 
pfOMdes  fo'  escalation  or  puce  n-determination  enter  the  mitiai 
price  until  changed  and  not  the  cmlmg  price  if  the  cohtratl  is  ci 
the  incentive  type  enter  the  target  or  billing  i»rice  as  amendeo 
until  final  pricing  For  leiier  contracts  enter  itie  maximum  expen 
diture  authorised  by  the  contract  as  amended 

Item  6A  PROGRESS  PAYMENT  RATES  -  Enter  tlw  Jdign 
progress  payment  percentage  rate  showrs  m  paragraph  (aMf  >  of  the 
P'og'ess  payrpcnt  clause 

Item  88  LIQUIDATION  RATE  -  Enter  the  progress  payment 
iiqu>daiion  rate  shown  m  paragraph  (b)  of  the  progress  payment 
clause  using  three  digits  Example  show  80%  as  800  show 
72  3%  as  723 

Hem  7  DATE  Of  INITIAL  AWARD  -  Enter  the  last  two  d  gits  of 
the  calendar  year  Use  two  digits  to  indicate  the  month  txamsiie 
show  lanaury  1982  as  82/01 

Item  8A  PROGRESS  PAYMENT  REQUEST  NO  Entrr  the 
number  ass'gned  to  this  request  Aii  requests  und-'f  a  smgie  con 
tract  must  be  numbered  consecutively  beginning  with  1  Each  sub 
sedueni  request  unde'  the  same  contract  most  continue  m  se 
quence  usmg  the  same  series  of  numbers  without  omission 

Item  88  f  nter  the  date  of  the  request 

SECTION  II  -  GENERAL  INSTRUCTIONS  DATE  In  mu  spa'c 
provided  in  the  heading  enter  the  date  through  which  costs  have 
be«n  accumulated  from  inception  for  inclusion  in  this  request  Th,$ 
date  is  applicable  to  item  entries  m  Sections  u  and  iii 

Cost  Basis  For  all  contracts  with  Small  Business  concerns  tr«ebase 
for  piqgress  payments  is  total  costs  mcurreij  for  contracts  with 
concerns  otfier  than  Small  Business  the  progress  payment  base  will 
be  the  total  renorded  paid  costs  together  with  the  incurred  costs 
per  the  Computation  of  Amounts  paragraph  of  the  progress  pay 
ment  clause  m  FPR  1  SObICsKa)  or  FAR  52  232  !6  asaco'OPr. 
^te  Total  fflsts  include  aH  expenits  paid  and  incurred  irKlodmg 
applicable  manufKturmg  and  production  expense  ger^ral  ar*d 
administrative  expense  for  performance  of  contract  which 
reasonable,  allocable  to  the  contract  conpstent  with  sound  and 
generally  accepted  accounting  principles  and  practices  and  which 
are  not  otherwise  excluded  by  the  contract 

Mariufacturing  and  Production  Exfrense  Gtntral  and  Adrr.m.stia 
tive  Exciense  in  conriection  with  the  first  progress  payment  m 
quest  on  a  contract  att3i.h  an  exoianaiiori  of  the  method  bases 
and  period  used  m  determining  the  arrouiil  of  each  u'  these  two 
types  of  expenses  if  the  niettn^  bases  o'  period*  u*pd  for  com 
puting  tftesc  expenses  differ  m  subsequent  requests  for  progress 
payments  under  this  cunt'act  attach  an  exsilariation  of  sv  h 
changes  to  the  progress  paymient  request  mvotved 

Incurred  Costs  involving  SubcontracUvs  ‘o'  Contracts  wth  Grrah 
8usin»-i$  Conevrris  If  tht  incurred  cc«sts  ehgibV  for  progress  Oty 
ments  under  the  contract  miiudc  costs  Shown  i  >  invc'ues  o*  Sub 
contractors  Suppliers  and  others  that  iHjriion  of  the  uosts  tom 
Puled  on  such  invoices  ran  only  '.sc'ude  'osts  for  II)  completed 
work  to  which  the  pr.mt  contractor  fias  acQu'»ed  I'lie  (2)  mate 
rais  denvereo  to  which  tm  orn-e  contrac»o'  ha$  acquired  t'tle 
'3)  servicos  rer'derep  and  (4>  u^»t$  b'l-ed  under  lOSt  reimburse 
ment  or  time  and  matpra'  SI  bCOr\tf»'ti  for  WOrx  to  which  th* 
pflm^.  contracnr  has  3  jj  'K)  till** 

SECT  ON  11  -  SPECfFIC  INSTRUCTIONS 

non-  9  fL'STS  f  L'GibLE  GNO^R  PHOGRtSS r'As MENT 
Li-'-SE  I  '.e  9  W'  1  nin  be  v-s^d  fu'  Gma'  B  s  rtss  G'  ts 


For  large  business  corstracts  (osts  to  be  shown  m  Hern  9  shall  m 
dude  orsiy  those  recorded  costs  which  have  resulted  at  time  Of  rc 
Quest  in  payment  made  by  cash  check,  or  other  form  of  actual 
(layment  for  items  or  services  purcha$<id  directly  for  the  corstract 
This  irsefudet  items  delivered  accepted  and  paid  for  resulting  m 
liquidation  of  subcontractor  progress  payments 

Costs  to  be  shown  m  item  9  are  not  to  include  advance  payments 
dowripayments  or  deposits  all  of  which  are  not  eligible  for  reim 
bufsement  o' progress  payments  made  to  subcontractors  suppliers 
or  others  which  are  to  be  included  tn  Rem  14  See  Cost  Basis 
above 

hem  to  INCURRED  COSTS  ELfGfBLE  UNDER  PROGRESS 
PAYMENT  CLAUSE  -  For  all  Small  Business  Contracts  Item  10 
will  show  total  costs  incurred  for  the  contract 

Costs  to  be  shown  m  hem  10  3'e  not  to  include  advance  payments 
downpayments  dcpos'ts  O'  progress  payments  made  to  subcon 
tractors  suppliers  or  others 

Fo'  large  business  contracts  costs  to  be  shown  m  hem  10  shall  m 
elude  all  costs  incurred  fscc  Cost  Basis  above)  for  materials 
which  have  been  issued  from  the  stores  inventory  and  placed  mto 
production  process  for  use  on  the  contract  for  d't«t  labor  for 
other  direct  in  house  costs  and  for  properly  allocated  ano  ai'ow 
able  indirect  costs  as  set  forth  unde'  Cosi8as>s  above 

hem  12a  Enter  the  toia'  contract  costs  incurred  to  date  if  the 
actual  anyouni  IS  not  known  enter  the  best  possible  estima*e  if  an 
estimate  is  used  enter  {F )  after  the  amour't 

hem  12b  Emcr  the  est  mated  cost  to  complete  the  contract  The 
estimate  mav  be  the  last  estimate  made  adiusttd  for  costs  incurred 
since  the  fast  estimate  however  estimates  shall  be  made  not  less 
frequently  than  every  six  months 

Items  14a  through  I4e  include  only  progress  payments  on  sub 
contracts  which  conform  to  progress  payment  provisions  of  the 
prime  contract 

hern  14a  Enter  only  progress  payments  actually  Wid 

hem  I4b  Enter  total  prjgiess  payments  recouped  from  subcon 
tractors 

Item  I4d  for  Small  Business  prime  contracts  include  the  amount 
of  unpaid  Subcontract  progress  Payment  biHmgs  which  have  been 
approved  by  the  contractor  for  the  current  payment  m  the  otdi 
nary  course  of  business  For  other  contracts  enter  O'  amount 

SECTION  III  >  »»ECIFIC  INSTRUCTIONS  This  Section  must  be 
completed  only  if  the  contractor  has  received  ailvance  payments 
agsiost  this  contract  or  if  itrmis  have  been  delivered  invoiced  and 
accepted  as  of  the  date  indicated  m  the  heading  of  Section  h 
above  EXCEPTION  item  27  must  be  f'Hod  m  by  the  Contracting 
Officer 

Item  20a  0*  the  costs  reported  .n  item  »1  compute  and  enter 
only  costs  which  are  oioperty  allocable  to  items  delivered  mvo'ced 
and  a>.cepted  to  the  applicable  date  in  oroer  of  ptefeienr c  these 
costs  are  to  be  computed  on  the  bas'S  of  one  of  the  fol'owmg 
fal  The  actual  unu  cost  of  items  delivered  gvmg  proper  considera 
tioo  to  the  deferment  of  the  startutg  load  costs  or  (b)  projected 
unit  costs  (based  on  experienced  costs  oius  the  estimated  tost  to 
complete  rhe  contract)  where  the  coriuactc^  maintains  cost  data 
which  Will  >.iea'lv  establish  the  reliability  o<  sucn  estimates 

Item  20d  Enter  amount  from  14e 

Item  21a  Enter  die  total  billing  i»nte  as  adiusted  o*  hems  rteltv 
en^J  accepf^J  and  invoiced  to  the  eppliyabiedaie 

herri  23  Enter  toial  progress  (layments  liquidated  and  those  to  be 
liquidated  from  biHmgs  submitted  but  not  yet  Pd<d 

Item  25  S<^f  explariaiorv  (NOTE  If  the  entry  in  this  item  'S  a 
negative  amount  there  has  been  an  overpayment  which  requires 
adjustment ) 

Item  26  SeH-expranatory  but  if  a  lesser  amount  IS  requestad  enter 
the  tessrr  amount 

SPECIAL  INSTRUCTIONS  FOR  USE  UNDER  FEDERAL  AC 
QUISITION  REGULATION  tFAR) 

hems  20  arid  20e  D€ie«e  tfic  refereni.ps  to  alTlth  o»  the  t  'og  ess 

k-iavmtnj  clause 

Items  2T  d'd  2l€  Delete  the  refe'en'cs  to  alii'")  o*  the  progress 
uaviren'  Clause 


STANDARD  FORM  t«A3BACX  (tOaS) 
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14-300  Section  3  —  Contractor  Financial  Capability  Audits  and  Reporting 


14-301  Introduction 

a.  Financial  capability  audits  are  per¬ 
formed  to  determine  if  the  contractor  is 
financially  capable  of  performing  on  gov¬ 
ernment  contracts.  Contractor  financial 
difficulties  may  disrupt  production 
schedules,  cause  inefficient  use  of  re¬ 
sources,  and  result  in  contract  nonperfor¬ 
mance.  These  conditions  may  also  result 
in  monetary  loss  to  the  government  on 
guaranteed  loans  and  on  progress  pay¬ 
ments. 

b.  Many  financial  capability  audits  are 
performed  in  response  to  requests  by  the 
contracting  officer.  However,  in  all  audit 
situations,  auditors  should  be  alert  to 
conditions  which  may  indicate  potential 
unfavorable  financial  conditions  or  other 
circumstances  which  could  lead  to  con¬ 
tract  performance  jeopardy.  Field  audit 
offices  will  make  an  annual  assessment  of 
a  contractor’s  financial  condition  to  de¬ 
termine  whether  there  is  a  need  to  per¬ 
form  a  financial  capability  audit  (see  14- 
303).  These  assessments  may  be  conduct¬ 
ed  during  the  annual  planning  process; 
contractor  preaward  surveys  (5-200);  au¬ 
dits  of  advanced  payments;  or  progress 
payment  audits  (14-200).  Also,  financial 
capability  audits  may  be  required  be¬ 
cause  of  adverse  events  or  conditions 
such  as  plant  closings,  major  contract 
terminations,  program  cancellations, 
slow  payment  to  creditors,  and  negative 
financial  conditions  found  in  financial 
statements  and  other  key  financial  data. 

c.  The  financial  capability  audit  places 
emphasis  on  evaluating  (1)  the  contrac¬ 
tor’s  current  financial  condition,  (2)  near 
term  cash  flows,  and  (3)  the  contractor’s 
near  and  long  term  capability  to  obtain 
funds  outside  the  normal  course  of  opera¬ 
tions.  While  the  evaluation  of  historical 
financial  data  can  identify  unfavorable 
financial  conditions,  the  audit  focus  is  on 
future  cash  flows  to  sustain  contractor 
performance  on  government  contracts. 

d.  The  auditor  should  be  familiar  with 
DFARS  232.172,  “Financial  Responsi¬ 
bility  of  Contractors”,  and  SAS  59  “The 
Entity’s  Ability  to  Continue  as  a  Going 
Concern.”  These  references  include  use¬ 


ful  information  that  will  greatly  assist  the 
auditor  in  successfully  performing  the 
financial  capability  audit. 

e.  In  considering  contractor  financial 
capability,  the  auditor  will  encounter 
several  terms  (including  terms  with  spe¬ 
cific  legal  meaning)  that  are  commonly 
used  by  financial  analysts.  Some  of  these 
terms,  which  will  be  used  throughout  this 
section,  are  listed  below. 

(1)  Bankruptcy.  A  legal  recognition  of 
the  state  of  insolvency,  initiated  for  the 
benefit  of  creditors  with  unpaid  and 
unsecured  debts.  Voluntary  bankruptcy 
involves  an  assignment  of  assets  by  the 
debtor  for  the  benefit  of  the  creditors, 
while  involuntary  bankruptcy  is  initiated 
by  an  unsecured  creditor. 

(2)  Business  Failure.  An  entity’s  inabil¬ 
ity  to  succeed  in  selling  its  products  or 
services,  meet  its  obligations,  and/or  earn 
a  satisfactory  rate  of  return.  A  business 
failure  may  not  lead  to  bankruptcy  be¬ 
cause  the  owners  may  choose  to  termi¬ 
nate  or  sell  the  business. 

p)  Default.  The  failure  to  do  some¬ 
thing  required  by  duty  or  law.  The  term  is 
normally  used  in  context  of  the  failure  to 
meet  the  conditions  of  a  contract. 

(4)  Financial  Distress.  A  condition  of 
being  under  financial  pressure  (caused  by 
difficulty  in  meeting  ongoing  cash  obliga¬ 
tions)  which  may  require  extraordinary 
management  actions  to  obtain  additional 
funds  outside  the  course  of  ordinary 
operations.  This  could  include  actions 
such  as  selling  assets  (including  company 
segments),  obtaining  loans,  and  issuing 
bonds  or  stock.  Financial  distress  can  be 
brought  on  by  circumstances  such  as 
reduced  cash  flows  from  operations,  cus¬ 
tomer  payment  defaults,  excessive  debt 
and  related  interest  expense,  competition 
in  the  marketplace,  adverse  legal  actions, 
and  changing  business  environment  or 
economics. 

(5)  Financial  Flexibility.  The  ability  of 
an  entity  to  take  effective  actions  to 
control  amounts  and  timing  of  cash  flows 
so  it  can  respond  to  unexpected  needs 
and  opportunities. 
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(6)  Insolvency.  Insolvency  occurs  when 
an  entity  cannot  pay  obligations  as  they 
come  due.  Insolvency  may  be  a  tempo¬ 
rary  condition  resulting  from  a  mismatch 
between  cash  inflows  and  cash  outflows. 
Insolvency  in  the  context  of  bankruptcy 
is  when  an  entity’s  financial  condition  is 
such  that  total  liabilities  exceed  the  fair 
market  value  of  assets. 

(7)  Liquidation.  Liquidation  is  the  pro¬ 
cess  of  closing  a  business  entity,  including 
selling  assets,  paying  liabilities,  and  re¬ 
turning  the  residual  to  its  owners.  Partial 
liquidation  would  occur  when  an  entity  is 
involved  in  the  piecemeal  sale  of  its 
assets. 

14-302  Responsibilities 

a.  DFARS  232.172,  requires  the  con¬ 
tracting  officer  to  make  a  determination 
of  financial  responsibility  and  provides 
suggested  policies  and  procedures  for 
making  this  evaluation.  DCAA  has  the 
responsibility  to  provide  all  necessary 
financial  advisory  services  to  the  con¬ 
tracting  officer.  An  integral  part  of  these 
services  is  the  review  or  the  contractor’s 
financial  condition.  A  DCAA  financial 
capability  audit  may  be  performed  in 
response  to  a  specific  contracting  officer’s 
request,  or  as  a  result  of  our  ongoing 
monitoring  of  the  contractor’s  financial 
condition.  If  a  financial  capability  audit 
is  requested  and  the  FAO’s  risk  assess¬ 
ment  (see  14-304)  does  not  indicate  any 
potential  financial  capability  problems, 
the  FAO  will  thoroughly  review  the  risk 
assessment  with  the  contracting  officer  to 
verify  the  need  to  perform  the  audit.  If 
agreement  is  reached  that  a  financial 
capability  audit  is  not  required,  a  memo¬ 
randum  confirming  the  discussion  should 
be  sent  to  the  contracting  officer. 

b.  All  self-initiated  financial  capability 
audits  will  be  coordinated  in  advance 
with  the  cognizant  contracting  officer. 
This  discussion  should  ensure  that  perti¬ 
nent  facts  and  data  available  to  the 
contracting  officer  are  considered  and 
that  no  duplication  of  effort  will  occur  in 
performing  an  audit. 

c.  The  FAO  cognizant  of  the  corporate 
office  will  usually  perform  the  financial 
capability  audit  at  multidivision/segment 
corporations.  In  a  CAC  network,  where 


the  FAO  manager  cognizant  of  the  corpo¬ 
rate  office  is  not  the  CAC,  close  coordi¬ 
nation  with  the  CAC  will  be  needed  prior 
to  and  during  the  audit.  Each  separate 
subsidiary  or  division  of  a  contractor  will 
not  be  considered  as  a  separate  entity 
unless  obligations  (including  contract 
performance)  of  the  subsidiary  or  divi¬ 
sion  are  not  legally  binding  on  the  parent 
organization.  A  parent  corporation  who 
owns  100%  of  a  subsidiary  is  usually  not 
legally  responsible  for  the  obligations  of 
its  subsidiary,  unless  a  guaranty  agree¬ 
ment  is  reached  (see  d.  below.)  Subsidiary 
or  division  auditors  with  questions  or 
audit  leads  should  coordinate  with  the 
FAO  cognizant  of  the  corporate  office. 
Any  exception  to  this  policy  should  be 
coordinated  with  Headquarters,  OAD,  in 
advance  of  performing  the  audit  . 

d.  The  cognizant  ACO  should  be  con¬ 
tacted  to  ascertain  if  any  guarantee  agree¬ 
ments  are  in  effect  between  the  govern¬ 
ment  and  a  contractor  for  the  perfor¬ 
mance  of  a  partially  or  wholly  owned 
subsidiary.  Where  guaranty  agreements 
exist  concerning  performance  of  govern¬ 
ment  contracts  by  partially  or  wholly 
owned  entities,  a  financial  capability  au¬ 
dit  of  the  guarantor  will  also  be  per¬ 
formed  if  the  segment  or  subsidiary’s 
financial  condition  is  unfavorable.  In 
some  cases  these  guaranty  agreements 
may  be  formalized  in  accordance  with 
instructions  in  the  Defense  Logistic 
Agency  Manual  (DLAM).  As  discussed  in 
DLAM  8105.1,  guaranty  and  subordina¬ 
tion  agreements  may  be  used  and  are 
documented  using  DLA  forms  619  — 
“Guaranty  Agreement  for  Corporate 
Guarantor’’  (multiple  contracts),  620  — 
“Subordination  Agreement  (multiple 
contracts),  621  —  “Guarantee  Agree¬ 
ment  for  Corporate  Guarantor’’  (one 
contract),  and  622  —  “Subordination 
Agreement’’  (one  contract).  These  forms 
may  be  modified  for  sole  proprietorships 
and  partnerships. 

e.  The  auditor  should  formally  advise 
the  ACO  of  any  access  to  records  prob¬ 
lems  encountered  during  the  financial 
capability  audit  and  solicit  any  required 
assistance  pursuant  to  1-504.  All  unre¬ 
solved  access  issues  should  be  clearly 
explained  in  the  audit  report  including 
impact  on  the  audit  scope  and  results. 
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f.  Most  large  corporations  have  finan¬ 
cial  departments  which  perform  continu¬ 
ous  assessments  of  financial  conditions. 
Auditors  should  fully  understand  the 
work  performed  by  these  departments  in 
their  evaluation  of  financial  conditions. 
The  scope  of  the  financial  capability 
audit  should  consider  the  degree  of  reli¬ 
ance  which  can  be  placed  on  the  work  of 
others  including  the  work  performed  by 
these  departments  (see  4-1000). 

14-303  Financial  Capability  Annual 
Planning 

a.  FAOs  should  monitor  and  assess 
major  contractors  for  financial  distress  at 
least  annually.  At  many  of  the  major 
contractors,  auditors  have  established 
procedures  to  provide  for  ongoing,  peri¬ 
odic  monitoring  of  key  financial  data.  As 
previously  discussed  in  Section  14-302c., 
the  FAO  responsible  for  the  corporate 
office  will  perform  the  risk  assessment  at 
corporations  with  multiple  divi¬ 
sions/segments.  This  risk  assessment  will 
normally  be  done  during  the  annual 
planning  process.  If  audit  leads  of  possi¬ 
ble  financial  distress  arc  found,  risk  as¬ 
sessments  should  be  performed  more 
frequently.  To  perform  the  assessments, 
FAOs  will  gather  appropriate  financial 
data  and  analyze  this  data  using  failure 
prediction  models,  ratio  analyses,  and 
trend  analyses  (Section  14-304).  Further, 
the  auditor  or  contracting  officer  may 
become  aware  of  contractor  financial 
information  or  events  that  indicate  con¬ 
tractor’  financial  distress.  From  these 
analyses,  audit  plans  will  be  developed 
for  conducting  financial  capability  au¬ 
dits. 

b.  The  contracting  officer  may  also  be 
monitoring  the  contractor’s  financial 
condition.  The  auditor  should  fully  un¬ 
derstand  the  contracting  officers  work  in 
this  area  to  avoid  duplication. 

c.  At  nonmajor  contractor  locations, 
especially  those  with  significant  govern¬ 
ment  work,  financial  capability  risk  is 
normally  assessed  during  the  preaward 
survey  (see  5-202.1).  Financial  capability 
risk  assessments  v/ill  also  be  considered 
during  progress  payment  reviews  (see  14- 
205g(4).  If  a  preaward  survey  is  not 
performed,  the  financial  capability  risk 


assessment  will  be  performed  at  the  first 
field  visit  during  the  contractor’s  fiscal 
year. 

14-304  Risk  Assessment  Procedures 

a.  The  following  paragraphs  describe 
risk  assessment  procedures  the  auditor 
should  perform  to  determine  the  need  for 
a  financial  capability  audit.  A  decision  to 
perform  a  self-initiated  financial  capabil¬ 
ity  audit  will  be  made  based  on  the 
results  of  these  procedures.  The  basis  for 
that  decision  must  be  fully  documented 
and  discussed  with  the  contracting  offi¬ 
cer.  These  risk  assessment  procedures 
should  also  be  used  to  establish  the  scope 
of  requested  financial  capability  audits. 

b.  Failure  Prediction  Models 

(1)  A  bankruptcy  prediction  model  is 
one  of  several  tools  that  provides  insight 
into  a  contractor’s  financial  health.  The 
auditor  should  analyze  the  contractor’s 
financial  data  using  one  of  the  “Z-Score”  I 
bankruptcy  prediction  models  developed 
by  Dr.  Edward  Altman.  Figure  14-3-1 
shows  the  formulas  used  to  develop  each 
Z-score  Model,  explains  the  variables 
used  in  each  formula,  and  provides  ex¬ 
amples  of  the  calculations. 

(2)  The  Altman  Z-scores  are  useful  in 
assessing  financial  capability  risk  and 
helping  to  identify  contractors  that  may 
have  financial  problems.  Although  the  Z- 
score  should  not  be  relied  on  to  form  a 
financial  capability  opinion,  it  does  pro¬ 
vide  an  initial  alert  of  potential  financial 
problems. 

(3)  The  Z-score  is  interpreted  as  fol¬ 
lows: 


Score  Indication 


Less  than  1.81 

1.81  to  2.99 

Greater  than 
2.99 


Probable  future  financial 
distress 

Possible  future  financial 
distress 

No  or  little  chance  of  fi¬ 
nancial  distress 


(4)  When  using  the  Altman  Z-score,  it  I 
is  important  to  perform  trend  analysis 
(preferably  covering  the  previous  three  to 
five  completed  fiscal  years)  of  the  con- 
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tractor’s  financial  distress  scores  and  in¬ 
dustry  averages.  A  declining  trend  indi¬ 
cates  a  deteriorating  financial  condition. 

(5)  A  score  showing  probable  future 
financial  distress  is  a  hi^  risk  indicator 
and  will  generally  result  in  a  need  to 
perform  a  financial  capability  audit.  The 
auditor  should  also  consider  Z-score 
trends,  ratio  analyses,  financial  statement 
evaluations,  and  other  indicators  in  the 
decision  on  whether  to  perform  the  audit. 

(6)  Scores  in  the  middle  range  may  or 
may  not  require  the  need  to  perform  a 
financial  capability  audit.  Any  time  the 
Z-score  is  in  the  middle  range,  careful 
consideration  should  be  given  to  the  Z- 
score  trends,  ratio  analyses,  financial 
statement  evaluations,  and  other  indica¬ 
tors.  Declining  Z-score  trends  combined 
with  a  Z-score  in  the  lower  half  of  the 
middle  area  will  req^uire  the  FAO  to 
carefully  consider  performing  a  financial 
capability  audit.  A  middle  range  Z-score 
combined  with  any  significant  adverse 
conditions  in  other  areas  will  generally 
require  an  audit  of  the  contractor’s  finan¬ 
cial  capability. 

(7)  For  many  publicly  held  companies, 

I  Altman  Z-score  information  will  be  pro¬ 
vided  to  regions  by  the  Technical  Ser¬ 
vices  Center  (TSC),  Special  Programs 
Branch.  TSC  will  provide  Z-scores  for 
recently  completed  and  prior  fiscal  years 
(usually  up  to  five  years)  using  financial 
data  provided  by  Standard  and  Poor’s 

I  Compustat  Services,  Inc.  Altman  Z- 
scores  will  be  provided  for  both  the 
company  under  review  and  the  average  of 


companies  in  the  related  industry.  See 
Figure  14-3-1,  note  (a),  for  more  details 
on  TSC  services. 

c.  Selected  Key  Individual  Financial 
Ratios 

(1)  Financial  statements  provide  a  pri¬ 
mary  indication  of  a  contractor’s  finan¬ 
cial  condition.  The  analysis  of  key  indi¬ 
vidual  financial  ratios  is  an  important 
consideration  when  evaluating  a  contrac¬ 
tor’s  financial  condition.  However,  they 
must  be  used  with  care.  General  rules  of 
thumb  regarding  acceptable  ratios  should 
be  avoided.  Instead,  the  auditor  should 
perform  a  trend  analysis  of  key  financial 
ratios  and  a  comparative  analysis  of  these 
ratios  with  applicable  average  industry 
ratios.  Ratio  analysis  should  cover  three 
to  five  years,  if  available,  and  use  compa¬ 
rable  data.  [Note:  The  contractor’s  finan¬ 
cial  statements  should  be  used  to  com¬ 
pute  the  ratios.  Since  these  ratios  are 
being  used  as  one  of  many  tools  to  assess 
risk,  and  not  to  express  an  audit  opinion, 
the  auditor  can  use  the  information  to 
compute  the  ratios  without  testing  the 
reliability  of  the  external  auditor’s  work. 
This  applies  to  all  types  of  auditor  re¬ 
views  of  financial  statements  (i.e.,  compi¬ 
lation,  review,  or  audit).  If  there  are 
compelling  reasons  to  question  the  reli¬ 
ability  of  the  financial  statements,  the 
auditor  should  consider  other  informa¬ 
tion  such  as  the  working  or  closed  trial 
balances  to  compute  the  ratios.] 

(2)  At  a  minimum,  the  following  key 
ratios  should  be  calculated  and  moni¬ 
tored: 


Financial 

Element 

Measured 

Return  on 
Investment 


Ratio 

Used 

Net  Income/ 
Total  Assets 


Description 

This  ratio  is  a  measure  of  management’s 
efficiency  in  employing  assets  profitably  by 
creating  a  return  on  owner’s  investment. 
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< 

■  1 

] 

1 

i 

Financial 

Element 

Measured 

Ratio 

Used 

Description 

! 

1 

Capital 

Turnover 

Working  Capi¬ 
tal/Total  Assets 

This  ratio  is  a  measure  of  the  net  liquid 
assets  of  the  contractor  relative  to  the  total 
capitalization.  Working  capital  is  defined  as 
the  difference  between  current  assets  and 
current  liabilities.  Ordinarily  a  firm  experi¬ 
encing  consistent  operating  losses  will  have 
shrinking  current  assets  in  relation  to  total 
assets. 

t 

1 

Current 

Ratio 

Current  Assets/ 
Current  Liab. 

The  current  ratio  is  the  ratio  of  current  as¬ 
sets  to  current  liabilities.  It  is  a  test  to  de¬ 
termine  the  ability  of  a  company  to  liqui¬ 
date  its  current  obligations  and  to  finance 
operations  in  the  immediate  future. 

i 

Financial 

Leverage 

Cash  Flow/ 

Total  Debt 

The  ratio  of  cash  flow  to  total  debt  has 
been  suggested  by  some  studies  as  the  sin¬ 
gle  best  indicator  of  financial  distress.  It  is 
an  indicator  of  the  adequacy  of  available 
funds  to  satisfy  debt  obligations.  Cash  flow 
is  defined  as  net  income  plus  depreciation, 
depletion,  and  amortization. 

1 

1 

Sbcrt  Term 
Liquidity 

Quick  Assets/ 
Current  Liabilities 

This  short-term  liquidity  ratio,  (also  known 
as  the  acid  test  ratio)  is  the  ratio  of  the 
quick  assets  of  cash,  accounts  receivable, 
a. id  short-term  investments  (also  called  mar¬ 
ketable  securities)  if  any,  to  current  liabili¬ 
ties.  It  is  a  stringent  test  of  liquidity.  It 
indicates  the  contractor’s  ability  to  liquidate 
current  liabilities  without  interrupting  the 
normal  business  cycle. 

1 

1 

( 

1 

i 

Solvency 

Ratio 

Jebt/Equity  short 

The  debt  to  equity  ratio  is  the  ratio  of  to¬ 
tal  debt  (noninterest  as  well  as  interest 
bearing  and  short  term  as  welt  as  long 
term)  to  stockholders’  equity  including  paid 
in  capital  plus  retained  earnings.  This  ratio 
assists  in  determining  the  relative  size  of 
the  claims  of  creditors  compared  to  the 
claims  of  owners.  High  levels  of  debt  can 
restrict  management  and  increase  risk  to 
owners. 

1 

1 

1 

i 

1 

i 

t 

j 

1 
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The  auditor  should  also  ask  the  con¬ 
tractor  if  there  are  other  financial  ratios 
that  should  be  considered  when  evaluat¬ 
ing  the  contractor’s  financial  condition. 

(3)  The  ratio  analysis  concept  is  that  as 
business  deteriorates,  so  too  will  key 
ratios.  By  monitoring  ratios,  the  auditor 
should  be  able  to  identify  if  there  are 
conditions  suggesting  the  contractor  is 
experiencing  financial  distress.  Compar¬ 
ing  the  contractor’s  ratios  to  the  industiy 
average  ratios  will  provide  another  basis 
to  assess  the  risk  relating  to  the  contrac¬ 
tor’s  financial  condition.  Deteriorating 
ratios  that  are  significantly  worse  than 
industry  average  ratios  are  a  strong  indi¬ 
cator  of  financial  problems.  Where  the 
majority  of  these  ratios  are  in  a  negative 
trend  and  significantly  worse  than  indus¬ 
try  average,  the  FAO  normally  will  per¬ 
form  a  financial  capability  audit. 

(4)  For  publicly  held  companies,  spe¬ 
cific  ratio  information  will  be  provided 
to  regions,  through  the  Technical  Ser¬ 
vices  Center  (TSC),  Special  Programs 
Branch.  TSC  will  provide  financial  ratios 
for  recently  completed  and  prior  fiscal 
years  (usually  up  to  five  years)  using 
financial  data  provided  by  Compustat 
Services,  Inc.  Ratios  will  be  provided  for 
both  the  company  and  the  average  of 
companies  in  the  related  industry.  See 
Figure  14-3-1,  note  (a),  for  more  details 
on  TSC  services. 

d.  Evaluating  Financial  Statement  Sta¬ 
tistics  for  Indicators  of  Financial  Distress 

(1)  The  review  of  financial  statistics 
can  provide  additional  insight  into  nega¬ 
tive  financial  trends  and  other  conditions 
that  may  result  in  financial  distress.  Such 
conditions  may  include  deteriorating 
sales,  recurring  operating  losses,  working 
capital  deficiencies,  and  negative  cash 
flow  from  operations.  The  financial  state¬ 
ments  should  be  obtained  for  at  least  the 
two  preceding  fiscal  years,  the  current 
fiscal  year  (interim),  and  forecasted  fiscal 
years.  The  financial  data  from  these 
statements  should  be  analyzed  and  trend 
data  developed  for  the  following  areas: 

(a'  '^Tofit/loss 

(b)  iNet  income/loss  from  opera¬ 
tions 

(c)  Cash  flow  from  operating  activ¬ 
ities 


(d)  Cash  flow  from  investing  activ¬ 
ities 

(e)  Cash  flow  from  financing  activ¬ 
ities 

(0  Sales 

(g)  Working  capital  (current  assets 
minus  current  liabilities) 

(h)  Noncurrent  liabilities 

(i)  Total  assets 

(2)  The  auditor  should  be  alert  to  any 
apparent  lack  of  operating  success  as 
evidenced  by  overall  net  losses  or  net 
losses  from  operations.  In  these  circum¬ 
stances,  particular  emphasis  should  be 
placed  on  reviewing  the  cash  flow  state¬ 
ment  and  on  evaluating  the  contractor’s 
ability  to  pay  obligations  from  the  cash 
inflows  obtained  in  the  ordinary  course 
of  business.  Significant  deterioration  in 
sales  or  increases  in  liabilities  should  be 
monitored,  as  they  have  a  significant 
influence  on  the  contractor’s  ability  to 
meet  ongoing  operating  costs.  If  any  of 
the  above  elements  demonstrate  that  the 
contractor  is  or  will  be  in  financial  dis¬ 
tress,  ihe  FAO  will  consider  scheduling  a 
financial  capabilitv  audit. 

e.  Internal  Controls 

The  auditor  should  also  consider  the 
adequacy  of  the  contractor’s  internal  con¬ 
trol  structure  relating  to  financial  plan¬ 
ning  and  monitoring.  The  contractor’s 
internal  control  structure  should  provide 
controls  for  the  following: 

(1)  Preparation  of  cash  flow  forecasts 
including  reasonable  and  supported  as¬ 
sumptions; 

(2)  Periodic  assessments  of  accounts 
payables  and  receivables,  including  anal¬ 
ysis  of  accounts  payable  aging  and  the 
collectibility  of  accounts  receivable; 

(3)  Periodic  assessments  to  ensure 
compliance  with  any  loan  covenants  and 
debt  payment  schedules;  and 

(4)  Periodic  assessments  of  contract 
cost  performance. 

f.  Other  Indicators  that  Raise  Ques¬ 
tions  about  Financial  Distress 

(1)  Any  consideration  of  or  actual  filing 
for  bankruptcy  by  a  contractor  requires 
an  audit  to  be  performed.  The  auditor 
may  determine  that  the  contractor  is 
about  to  file  or  has  filed  for  bankruptcy 
under  Chapter  7  (Liquidation)  or  Chap¬ 
ter  1 1  (Reorganizations)  of  the  bankrupt- 
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cy  laws.  Filing  under  Chapter  11  may 
provide  for  the  appointment  of  an  inde¬ 
pendent  trustee  to  assume  control  of  'i'.e 
company  for  the  duration  of  the  bank¬ 
ruptcy  proceedings.  Chapter  1 1  proceed¬ 
ings  cannot  be  considered  conclusive 
evidence  that  the  company  will  be  forced 
to  liquidate.  However,  any  filing  for 
bankruptcy  gives  rise  to  significant  un¬ 
certainty  as  to  the  future  operations  of 
the  company  and  the  contractor’s  ability 
to  perform  on  government  contracts. 

(2)  Many  sources  of  information  can 
provide  insight  into  events  or  conditions 
that  can  significantly  affect  a  contractor’s 
ability  to  perform  on  government  con¬ 
tracts.  The  FAO  should  review  financial 
statement  notes  and  financial  statement 
audit  opinions  and  analyze  this  informa¬ 
tion  for  any  unusual  items  or  comments. 
The  auditor  should  discuss  any  adverse 
financial  conditions  disclosed  in  the  fi¬ 
nancial  statements  with  the  contractor  to 
obtain  a  full  understanding  of  the  issues. 
The  auditor  should  then  determine  the 
potential  impact  on  the  contractor’s  fi¬ 
nancial  condition.  Further,  discussions 
with  the  Contracting  Officer  and  the 
contractor  and  review  of  audit  leads  may 
identify  events  or  conditions  that  are 
indicators  of  financial  distress.  Adverse 
events  or  conditions  could  include: 

(a)  Defaults  on  loan  agreements 

(b)  Denial  of  usual  trade  credit  from 
suppliers 

(c)  Restructuring  of  debt 

(d)  Noncompliance  with  loan  coven¬ 
ants 

(e)  Contracts  in  a  significant  loss  posi¬ 
tion 

(f)  Legal  proceedings/pending  claims 

(g)  Loss  of  principal  customer/supplier 

(h)  Uninsured  or  underinsured  catas¬ 
trophes 

(i)  Labor  strikes 

(j)  Unpaid  state,  local,  and  Federal  tax 
liabilities 

(k)  Contingent  liabilities 

(l)  Deteriorating  bond  ratings 

(m)  Valuation  of  account  receivable 

(n)  Significant  postawaid  or  suspected 
irregularity  conduct  audit  findings  and 
other  significant  unresolved  questioned 
costs 

(o)  Contract  termination  for  default 

(p)  Deferral  of  payments  to  suppliers 


(q)  Failure  to  fund  pension  plans 

(r)  Loans  from  employees  or  issuing 
stock  to  employees  in  lieu  of  salary 

(s)  Environmental  clean-up  impact 

(t)  Significant  unpaid  contractor  debts 

(u)  Approval  of  unusual  progress  pay¬ 
ments  or  other  billing  concerns 

(v)  Parent  company  undergoing  finan¬ 
cial  distress/  bankruptcy 

(3)  Bond  ratings  for  publicly  held  com¬ 
panies  should  be  reviewed.  Low  bond 
ratings  or  declining  trends  may  signal 
problems  for  the  company  in  obtaining 
cash  outside  of  normal  operations.  Bond 
rating  information  for  many  publicly 
held  companies  will  be  provided  to  re¬ 
gions  and  FAOs  through  the  Technical 
Services  Center  (TSC),  Special  Programs 
Branch.  Data  will  be  provided  using 
Standard  and  Poor’s  Compustat  Services, 
Inc.  and  other  sources  available  to  TSC. 
See  Figure  14-3-1,  note  (a),  for  more 
details  on  TSC  services. 

(4)  The  FAO  should  discuss  with  the 
contractor  any  plans  to  enter  into  signifi¬ 
cant  leases,  make  significant  capital  ex¬ 
penditures,  liquidate  assets,  borrow  sig¬ 
nificant  cash  or  restructure  existing  debt, 
reduce  or  delay  expenditures,  and  in¬ 
crease  ownership  equity.  The  auditor 
should  verify  the  accuracy  of  the  discus¬ 
sions  to  appropriate  supporting  data.  The 
auditor  should  also  identify  and  analyze 
any  unusual  compensation  package  or 
outstanding  loans  to  other  company  op¬ 
erations  or  company  officers  that  would 
drain  financial  resources  from  an  operat¬ 
ing  unit  with  government  contracts. 

g.  The  auditor  should  perform  all  ap¬ 
plicable  risk  assessment  procedures  to 
use  as  a  basis  for  the  decision  to  perform 
a  financial  capability  audit.  Only  after 
full  evaluation  and  consideration  of  the 
risk  assessment  can  a  decision  be  made  to 
perform  the  audit.  Conclusions  on  risk 
assessment  evaluations  should  be  sum¬ 
marized  in  a  memorandum  for  record  I 
and  maintained  as  part  of  the  FAO’s 
permanent  file.  The  results  should  be 
discussed  with  the  Contracting  Officer. 
At  large  multi-division/segment  corpora¬ 
tions,  the  results  should  be  communicat¬ 
ed  in  writing  to  FAOs  cognizant  of  the 
corporation’s  divisions/segments. 
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14-305  Audit  of  Contractor  Financial 
Capability 

a.  The  purpose  of  the  financial  capabil¬ 
ity  audit  is  to  provide  an  opinion  on  the 
contractor’s  financial  capability  to  per¬ 
form  on  government  contracts.  In  many 
cases,  contract  performance  will  extend 
beyond  one  year  and  could  span  several 
years.  Therefore,  the  audit  objectives 
include  the  evaluation  of  existing  and 
future  contractor  financial  capabilities  to 
continue  operations. 

b.  The  audit  scope  will  concentrate  on 

anah'zino  the  contractor’s  financial  con- 
dit  cash-flow  projections  to  deter¬ 

mini  ne  contractor  has  or  will  have 
adequate  financial  resources  to  perform 
on  government  contracts.  The  audit  cov¬ 
erage  will  include  a  review  of  existing 
financial  conditions,  audit  of  cash  flow 
projections  for  the  near  term  (one  year), 
and  analysis  of  the  contractor’s  financial 
flexibility  to  support  operations.  From 
this  review,  the  FAO  will  determine  if  the 
contractor  will  have  sufficient  cash  flow 
to  continue  operations  in  the  short  term 
(one  year).  If  a  reasonable  doubt  exists 
that  the  contractor  will  have  sufficient 
cash  flow  to  sustain  operations,  the  audi¬ 
tor  will  need  to  determine  whether  the 
contractor  can  obtain  the  necessary  re¬ 
sources  (e.g.,  loans,  sale  of  assets,  or  sale 
of  stock)  to  continue  operations  in  both 
the  short  and  long  term.  If  the  contractor 
is  experiencing  financial  distress,  the  con¬ 
tractor  may  have  prepared  a  projected 
cash  flow  statement  for  the  CPA’s  SAS  59 
analysis. 

c.  When  performing  an  audit  of  the 
contractor’s  financial  capability,  ir  is  the 
contractor’s  responsibility  to  provide  ap¬ 
propriate  financial  and  accounting  infor¬ 
mation.  Specific  information  that  the 
contractor  should  provide  is  discussed  in 
DFARS  232.172-2.  If  the  auditor  experi¬ 
ences  difficulty  in  obtaining  this  informa¬ 
tion,  the  issue  should  be  elevated  to  the 
contracting  officer.  If  these  actions  are 
unsuccessful  in  obtaining  the  required 
information,  the  auditor  should  follow 
the  guidance  on  access  to  records  dis¬ 


cussed  in  1-504.  The  auditor  should 
adhere  to  the  guidance  in  4-400  in  prepa¬ 
ration  of  their  working  papers.  Sensitive 
financial  capability  audit  working  papers 
are  likely  be  used  in  continuing  govern¬ 
ment  analysis. 

14-305.1  Review  of  Existing  Financial 
Conditions 

a.  Assess  Current  Financial  Conditions 
and  Follow-up  on  Any  Prior  Adverse 
Conditions 

The  auditor  will  assess  the  contractor’s 
financial  condition  at  the  time  of  the 
audit.  Risk  assessment  financial  data  will 
be  updated  with  interim  current  contrac¬ 
tor  financial  data  and  an  evaluation  will 
be  made  to  determine  whether  the  con¬ 
tractor  is  currently  under  financial  dis¬ 
tress.  Information  and  audit  leads  devel¬ 
oped  during  the  annual  planning  process 
should  be  reviewed  and  updated,  if  neces¬ 
sary.  Any  adverse  conditions  or  leads 
should  be  discussed  with  the  contractor 
and  evaluated.  To  analyze  future  cash 
flows,  the  auditor  must  understand  the 
underlying  cause  of  any  current  adverse 
conditions  and  their  potential  impact  on 
future  operations. 

b.  Liquidation  of  Accounts  Payable 

(1)  The  auditor  will  determine  if  the 

contractor  is  liquidating  accounts  paya¬ 
ble  on  a  timely  basis  in  the  ordinary 
course  of  business.  This  will  normally  be 
performed  through  a  review  of  the  aging 
of  accounts  payable.  Contractor’s  may 
have  the  capability  to  manage  accounts 
payable  through  various  computer  sort 
programs.  To  illustrate,  the  contractor 
should  provide  an  aging  schedule,  similar 
to  the  following  example,  to  demonstrate 
that  it  is  adequately  managing  accounts 
payable.  In  order  to  assure  that  the 
contractor  is  not  recording  payments 
while  actually  delaying  or  holding  checks, 
review  cancelled  checks  to  determine  tiie 
accuracy  of  the  number  of  lag  days  be¬ 
tween  recorded  payment  dates  and  check 
cancellation  dates.  If  the  contractor  is  not 
liquidating  its  accounts  payable  in  a 
timely  manner,  the  reasons  should  be 
ascertained. 
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EXAMPLE  —  SCHEDULE  OF  ACCOUNTS  PAYABLE  AGING 


Trade  Accts.-  No.  of  Days  Outstanding 


Amount 

Percentage 

0-30  days 

$  191,300 

14% 

31-60 

421,992 

31 

61-90 

262,334 

19 

91-120 

132,570 

10 

Over  120 

347,062 

26 

Total  Trade  Accounts 

$1,355,258 

100% 

Other 

188,972 

Checks  Held 

117,174 

Bank  Overdraft  -  Net 

S  187,567 

Total  Accounts  Payable 

$1,848,971 

(2)  In  the  circumstances  where  account 
balances  are  significant  and  the  contrac¬ 
tor  does  not  perform  an  aging  of  accounts 
payable  or  similar  analysis,  the  contrac¬ 
tor  should  be  asked  to  perform  such 
analysis.  If  the  contractor  refuses,  the 
auditor  should  report  this  absence  of 
normal  financial  management  and  bud¬ 
getary  controls  as  a  material  internal 
control  weakness.  The  auditor  will  then 
consider  evaluating  liquidation  of  ac¬ 
counts  payable  by  such  audit  procedures 
as  statistical  sampling  and  the  use  of  EDP 
retrieval  software  (e.g.,  SAS  and  FO¬ 
CUS). 

(3)  For  multidivision  coiporations  with 
a  decentralized  accounts  payable  func¬ 
tion,  the  corporate  auditor  may  need  to 
request  assist  audits  of  seg¬ 
ments/divisions  with  significant  accounts 
payable  balances. 

c.  Loan  Covenants 

The  auditor  will  determine  whether  the 
contractor  has  been  unable  to  meet  debt 
payment  schedules  or  has  violated  any 
covenants  of  its  loan  agreements.  Also, 
reviews  of  the  explanatory  notes  to  the 
contractor’s  financial  statements  may 
help  determine  if  any  conditions  on  fi¬ 
nancial  credit  requirements  exist,  such  as 
a  bank  line  of  credit  that  requires  mainte¬ 
nance  of  certain  key  financial  ratios. 


d.  Chapter  1 1  Bankruptcy 

As  discussed  previously,  the  filing  of  a 
petition  with  the  Bankruptcy  Court  for 
reorganization  under  Chapter  1 1  gives 
rise  to  significant  uncertainty  as  to  the 
contractor’s  ability  to  pay  debts  or  ade¬ 
quately  perform  on  government  con¬ 
tracts.  This  event  by  itself  requires  imme¬ 
diate  written  notification  of  the  ACO, 
with  copies  provided  to  the  Regional 
Special  Programs  Office  and  Headquar¬ 
ters,  Attention  OAD.  The  ACO  is  primar¬ 
ily  responsible  for  monitoring  the  finan¬ 
cial  condition  of  a  contractor  once  an 
unfavorable  financial  condition  has  been 
reported.  During  Chapter  1 1  proceed¬ 
ings,  a  company  is  generally  required  to 
furnish  interim  financial  statements  and 
other  information  such  as  status  on  ac¬ 
tions  to  remain  an  ongoing  concern  or 
plans  to  reorganize.  The  auditor  should 
determine  what  legal  provisions  exist  and 
obtain  the  required  financial  information 
to  ascertain  the  company’s  continuing 
financial  condition. 

14-305.2  Review  of  Cash  Flow 
Projections 

a.  Evaluations  of  cash  flow  projections 
will  form  the  framework  for  the  auditor's 
opinion  on  the  contractor’s  financial  ca¬ 
pability.  The  auditor  needs  to  have  a 
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reasonable  basis  to  assure  that  the  con¬ 
tractor  will  be  able  to  cover  its  operating 
costs  and  make  appropriate  payments  on 
its  liabilities  in  the  near  term  (one  year). 
Several  cash  flow  ratios  which  can  help 
evaluate  a  contractor’s  financial  perfor¬ 
mance,  in  terms  of  both  strength  and 
profitability,  are  described  in  Attachment 
1  of  the  DIIS  audit  program  -  APFIN- 
CAP. 

b.  Cash  flow  forecasts  are  used  for 
many  purposes  such  as  strategic  plan¬ 
ning,  managing  the  contractor’s  day  to 
day  operations,  and  establishing  lines  of 
credit.  At  larger  contractors,  cash  flow 
forecasts  are  generally  prepared  by  a 
contractor’s  financial  planning  or  treasur¬ 
er’s  department.  Since  the  cash  flow 
forecast  will  serve  as  the  contractor’s 
demonstration  that  it  has  sufficient 
sources  of  cash  to  meet  current  obliga¬ 
tions,  it  must  be  obtained  and  evaluated 
by  the  auditor.  Similarly,  projected 
sources  of  cash  flow  on  existing  govern¬ 
ment  contracts  should  reconcile  to  other 
internal  forecasts  that  are  contractually 
required  to  be  provided  to  the  govern¬ 
ment  (e.g.,  C/SCSC  estimates-at-comple- 
tion  and  the  corollary  calculations  sup¬ 
porting  progress  payment  requests). 
DEARS  232.172  provides  guidance  on 
cash  flow  requirements  and  analysis. 

c.  Auditors  should  analyze  the  contrac¬ 
tor’s  cash  flow  forecasts  in  order  to 
determine  the  contractor’s  ability  to  meet 
operating  costs  in  the  near  term  (one 
year),  and  any  long  term  liabilities  com¬ 
ing  due  in  the  near  term.  There  are  many 
uncertainties  surrounding  a  contractor’s 
operations  which  may  make  it  difficult  to 
reasonably  project  cash  flows  beyond  one 
year.  As  a  result,  cash  flow  projections 
beyond  the  current  fiscal  year  are  not 
supported  by  detailed  estimates.  For  this 
reason,  the  auditor  needs  to  concentrate 
the  cash  flow  evaluations  on  the  near 
term.  If  there  is  doubt  about  the  suffi¬ 
ciency  of  the  contractor’s  cash  flow  in  the 
short  term,  evaluation  of  cash  flow  pro¬ 
jections  throughout  the  life  of  major 
contracts  should  be  considered. 

d.  If  the  contractor  does  not  prepare  a 
cash  flow  forecast  as  part  of  normal 
financial  management,  the  auditor  must 
obtain  sufficient  accounting  data  to  make 
an  independent  assessment.  This  will 


normally  occur  only  at  smaller  compa¬ 
nies.  At  larger  companies,  the  auditor 
should  report  this  absence  of  normal 
financial  management  and  budgetary 
controls  as  a  significant  internal  control 
weakness.  Actions  by  a  contractor  to 
restrict  or  deny  access  should  be  first 
elevated  to  the  ACO  for  assistance  in 
obtaining  the  relevant  information  in 
accordance  with  DEARS  232.172.  If  the 
problem  continues,  it  should  be  reported 
as  an  access  to  records  problem  (1-504). 

e.  Since  a  cash  flow  forecast  is  usually 
an  internal  management  document,  it 
may  be  presented  in  various  formats.  It 
may  be  a  statement  that  identifies  all 
projected  sources  and  uses  of  cash,  or 
may  be  presented  in  the  same  or  similar 
format  as  the  statement  of  cash  flows  in 
the  annual  financial  statement.  Forecast¬ 
ed  cash  flows  in  the  format  of  the  annual 
financial  statement  will  normally  catego¬ 
rize  cash  receipts  and  cash  disbursements 
by  operating,  investing,  and  financing 
activities.  The  auditor  needs  to  be  careful 
to  review  the  support  and  reasonableness 
of  these  forecasts  —  estimates  may  be 
overly  optimistic  and  favorable  to  the 
contractor.  The  auditor  should,  as  part  of 
the  audit,  perform  the  following  proce¬ 
dures: 

(1)  Verify  the  factual  data  and  deter¬ 
mine  the  reasonableness  of  the  underly¬ 
ing  assumptions  used  to  prepare  the  cash 
flow  forecast; 

(2)  Compare  previous  forecasts  with 
actual  cash  flow  statements  to  determine 
how  reliable  forecasts  were  in  the  past; 

(3)  Review  forecasts  to  assure  they 
consider  any  adverse  conditions  identi¬ 
fied  in  the  auditor’s  review  of  existing 
financial  conditions  (14-304  and  14- 
305.1); 

(4)  Review  the  logic  of  the  cash  flow 
forecasts  —  determine  if  they  link  into 
any  forecasted  balance  sheets  and  income 
statements; 

(5)  Determine  if  sales  forecasts  or 
production  forecasts  and  related  operat¬ 
ing  costs  are  consistent  with  recent  finan¬ 
cial  statement  trends  and  evaluate  as¬ 
sumptions  supporting  the  significant  dif¬ 
ferences; 

(6)  Determine  if  the  contractor’s  ability 
to  achieve  its  cash  flow  forecast  is  depen¬ 
dent  on  the  favorable  outcome  of  one  or  a 
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few  key  event(s).  If  so,  the  circumstances 
and  chance  of  occurrence  should  be  thor¬ 
oughly  explored  and  the  impact  on  the 
cash  flow  projection  should  be  consid¬ 
ered;  and 

(7)  Determine  if  there  are  any  signifi¬ 
cant  long-term  conditions  (such  as  a 
recent  or  potential  loss  of  contracts)  that 
may  affect  the  contractor’s  operations.  If 
a  condition  or  event  is  identified,  the 
auditor  should  determine  the  impact  on 
the  analysis  of  cash  flow  projections. 

f.  Generally,  DCAA  does  not  confirm 
account  balances.  If  the  cash  flow  analy¬ 
sis  is  dependent  on  significant  amounts 
in  a  particular  account,  the  auditor  will 
determine  if  reliance  can  be  placed  on 
contractor  controls  or  use  other  analyti¬ 
cal  procedures.  For  example,  if  the  cash 
flow  analysis  is  heavily  dependent  on 
collection  of  accounts  receivable,  the  au¬ 
ditor  may  note  that  independent  confir¬ 
mations  are  conducted  annually  by  exter¬ 
nal  auditors  and  review  the  aging  sched¬ 
ule  of  the  accounts  receivable.  If  the 
auditor  determines  that  confirmations 
are  necessary,  such  confirmations  will  be 
coordinated  with  the  AGO.  If  the  AGO 
does  not  agree  with  the  necessity  for  ihe 
confirmations,  the  confirmations  will  not 
be  performed  and  the  audit  report  should 
be  qualified  for  these  circumstances. 

g.  In  concluding  the  review  of  the  cash 
flow  projections,  the  auditor  needs  to 
determine  whether  the  contractor  has  the 
financial  means  to  meet  ongoing  costs  of 
operations  in  the  near  term.  This  deter¬ 
mination  will  be  the  foundation  for  the 
auditor’s  opinion  on  the  contractor’s 
ability  to  perform  on  government  con¬ 
tracts.  If  cash  flow  forecasts  are  reason¬ 
able  and  show  that  the  contractor  will 
meet  its  obligations  without  initiating 
actions  outside  the  ordinary  course  of 
operations,  the  contractor’s  financial 
condition  will  be  considered  adequate.  A 
projected  shortfall  in  meeting  short  term 
obligations  which  requires  obtaining  cash 
from  outside  the  normal  course  of  opera¬ 
tions  (such  as  liquidation  of  assets,  signif¬ 
icant  loans,  or  sale  of  stock)  is  considered 
financial  distress.  As  such,  financial  dis¬ 
tress  is  considered  an  unfavorable  finan¬ 
cial  condition.  If  a  short  fall  is  not 
projected  but  cash  flows  are  dependent 
on  significant  conditions  or  events  for 


which  there  is  significant  doubt  (such  as 
optimistic  sales  of  a  new  product  or 
anticipated  contract  awards),  the  contrac¬ 
tor’s  financial  condition  would  be  consid¬ 
ered  unfavorable. 

14-305.3  Analysis  of  Financial  Flexibility 

a.  The  auditor  needs  to  consider  the 
contractor’s  financial  flexibility  to  per¬ 
form  on  government  contracts  in  the  near 
and  long  term.  Gonsideration  should  be 
given  to  existing  assets  (net  of  liabilities), 
current  bond  ratings,  bank  lines  of  credit, 
long-term  plans  for  liquidating  assets, 
restructuring/increasing  debt  (near  term 
should  be  considered  in  the  cash  flow 
analysis),  and  plans  for  increasing  owner¬ 
ship  equity.  Where  short  term  financial 
distress  is  indicated,  a  determination 
should  be  made  as  to  the  contractor’s 
capability  to  obtain  the  additional  re¬ 
sources  to  continue  operations. 

b.  Future  plans  to  add  or  sell  resources 
should  be  discussed  with  the  contractor 
and  verified.  These  audit  procedures  are 
critical  if  the  contractor  is  in  financial 
distress  and  needs  additional  cash  to 
continue  operations.  The  auditor  should 
discuss  with  the  contractor  any  planned 
actions  to  obtain  or  conserve  cash  and 
verify  the  supporting  data,  such  as  the 
following: 

(1)  Plans  to  liquidate  assets.  Determine 
possible  direct  or  indirect  effects  of  any 
planned  disposal  of  assets  on  government 
contracts. 

(2)  Plans  to  borrow  money  or  restruc¬ 
ture  debt.  Review  the  availability  of  debt 
financing,  including  existing  committed 
credit  arrangements  such  as  lines  of  cred¬ 
it  and  arrangements  for  factoring  of  re¬ 
ceivables  or  sale-leaseback  of  assets. 

(3)  Plans  to  reduce  or  delay  expendi¬ 
tures.  Determine  possible  direct  and  indi¬ 
rect  effects  to  reduce  or  delay  capital  or 
maintenance  expenditures  on  govern¬ 
ment  contracts. 

(4)  Plans  to  increase  ownership  equity. 
Review  existing  or  committed  arrange¬ 
ments  to  raise  additional  capital,  to  re¬ 
duce  current  dividend  requirements,  or 
to  accelerate  cash  distributions  from  af¬ 
filiates  or  other  investors. 

c.  On  completion  of  this  pan  of  the 
audit,  the  auditor  will  have  better  insight 
on  the  contractor’s  capability  to  obtain 
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cash  resources  outside  of  normal  opera¬ 
tions.  When  a  contractor  is  in  financial 
distress,  analysis  of  the  contraetor’s  capa¬ 
bility  to  obtain  cash  resources  and  repay 
those  resources,  will  give  the  auditor  a 
reasonable  basis  for  determining  whether 
or  not  the  contractor  will  be  able  to 
perform  on  government  contracts  (near 
and  long  term). 

14-306  Opinion  Criteria  in  Reporting 
on  Contractor  Financial  Capability 

a.  In  reporting  on  financial  capability, 
the  auditor  will  express  an  opinion  (in  the 
summary  of  audit  results)  on  the  contrac¬ 
tor’s  financial  capability  to  perform  on 
government  contracts.  When  a  contractor 
IS  expected  to  be  in  financial  distress,  but 
has  sufficient  resources  to  operate  in  the 
near  term,  the  report  will  specifically 
address  this  condition  and  address  the 
long  term  implications.  An  assertion  of 
substantial  doubt  about  the  contractor’s 
financial  capability  to  perform  on  gov¬ 
ernment  contracts  will  be  based  on  near 
term  (one  year)  expectations  that  the 
contractor  will  (1)  be  under  severe  finan¬ 
cial  distress  and  (2)  have  significant  diffi¬ 
culty  obtaining  outside  funding  to  con¬ 
tinue  performing  on  government  con¬ 
tracts.  The  determination  that  a  financial 
jeopardy  situation  exists  should  be  based 
on  professional  Judgment  supported  by  a 
sufficient  degree  of  audit  evidence.  Based 
on  the  conditions  identified  during  the 
audit,  the  auditor  will  select  one  of  the 
following  opinions: 

(1)  When  the  audit  discloses  no  finan¬ 
cial  distress  (or  relatively  insignificant 
financial  distress)  and  no  indications  of 
significant  long-term  problems,  the  con¬ 
tractor’s  financial  capability  is  consid¬ 
ered  adequate.  In  this  case,  the  audit 
opinion  would  be  worded  “Our  audit  of 
XYZ  Corporation’s  financial  capability 
disclosed  no  adverse  financial  conditions 
which  would  preclude  the  contractor 
from  performing  on  its  government  con¬ 
tracts.” 

(2)  When  the  contractor  is  under  finan¬ 
cial  distress  (near  term)  but  management 
can,  through  extraordinary  action  (such 
as  loans,  liquidation  of  assets,  or  sate  of 
stock),  provide  adequate  funds  to  con¬ 
tinue  performing  on  government  con¬ 


tracts,  the  contractor’s  financial  capabili¬ 
ty  is  considered  unfavorable  for  the  long 
term.  The  opinion  would  be  worded  “In 
our  opinion,  the  contractor  is  in  an 
unfavorable  financial  condition.  Our  au¬ 
dit  of  XYZ  Corporation’s  financial  capa¬ 
bility  disclosed  that  it  will  have  difficulty 
meeting  its  near  term  financial  obliga¬ 
tions  and  continue  performing  on  gov¬ 
ernment  contracts  without  extraordinaiy 
management  actions.”  This  condition  is 
reported  because  the  contractor’s  finan¬ 
cial  distress  in  the  long  term  could  affect 
the  contractor’s  ability  to  continue  re¬ 
ceiving  external  funding.  The  summary 
of  audit  results  will  summarize  the  ad¬ 
verse  conditions  and  management’s  plans 
to  mitigate  these  conditions.  Specific 
details  on  audit  findings  and  recommen¬ 
dations  will  be  included  in  the  report 
appendices.  The  auditor  will  also  include 
the  appropriate  paragraphs  discussed  in 
M-306b. 

(3)  When  the  contractor  is  under  finan¬ 
cial  distress  and  there  is  reasonable  doubt 
that  the  contractor  will  be  able  to  obtain 
necessary  funds  to  continue  performance 
on  government  contracts,  the  contrac¬ 
tor’s  financial  capability  is  considered 
inadequate.  The  opinion  in  this  case  is 
worded  “In  our  opinion,  there  is  a  sub¬ 
stantial  doubt  that  the  contractor  will  be 
financially  able  to  continue  performing 
on  government  contracts.”  The  summary 
of  audit  results  paragraph  will  summarize 
the  adverse  conditions  and  management 
actions  taken  to  mitigate  these  condi¬ 
tions.  Specific  details  on  audit  findings 
and  recommendations  will  be  provided 
in  the  report  appendices. 

b.  The  following  paragraphs  provide 
the  auditor  with  the  recommendations 
considered  appropriate,  given  the  seri¬ 
ousness  of  conditions  discussed  in  14-306 
a.  (2)  and  (3).  In  addition  to  these  recom¬ 
mendations,  the  auditor  should  advise 
the  ACO  to  selectively  scrutinize  future 
progress  payments  requested  by  the  con¬ 
tractor  to  ensure  that  they  are  computed 
in  accordance  with  contract  terms.  The 
auditor  should  also  report  any  known 
weaknesses  in  the  contractor’s  billing 
procedures  (see  14-200)  which  would  1 
necessitate  a  restriction  of  contract  fi¬ 
nancing  through  progress  payments.  The 
existence  of  financial  jeopardy  greatly  in- 
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creases  the  government’s  risk  regarding 
billings.  Consequently,  the  scheduling  of 
a  billing  system  review  should  be  consid¬ 
ered. 

(1)  If  there  is  substantial  doubt  that  the 
contractor  will  meet  its  ongoing  obliga¬ 
tion  without  extraordinary  management 
actions, the  auditor  should  recommend  to 
the  ACO  that  the  contractor  be  required 
to  submit  periodic  status  reports  (e.g., 
monthly,  quarterly,  or  semi-annually) 
covering  the  contractor’s  plans  for  miti¬ 
gating  the  unfavorable  financial  condi¬ 
tions.  The  status  report  should  include 
such  relevant  information  as  (a)  cash  flow 
projections,  (b)  efforts  to  obtain  financ¬ 
ing,  (c)  status  of  compliance  with  existing 
loan  covenants,  (d)  efforts  to  reduce  cost, 
(e)  sale  of  assets,  (0  sale  of  stock,  (g) 
updates  of  significant  contract  estimates 
at  completion,  and  (h)  status  of  sensitive 
litigation. 

(2)  If  there  is  substantial  doubt  that  the 
contractor  will  be  financially  capable  of 
performing  on  government  contracts  in 
the  near  term,  the  auditor  should  recom¬ 
mend  that  the  ACO  take  action  to  protect 
the  government’s  interests.  The  auditor 
should  also  recommend  to  the  ACO  that 
the  contractor  be  required  to  submit  a 
status  report  monthly  (until  the  adverse 
conditions  are  corrected)  which  covers 
the  contractor’s  plans  for  and  progress 
towards  mitigating  the  adverse  condition. 

14-307  Financial  Capability 
Reporting  Requirements 

a.  Audit  reports  will  be  issued  on  all 
completed  financial  capability  audits 
whether  self-initiated  or  initiated  by  re¬ 
quest.  The  financial  capability  audit  re¬ 
port  should  be  prepared  in  accordance 
with  10-1200.  A  proforma  financial  capa¬ 
bility  audit  report  is  included  on  the  DIIS 
under  the  filename  ARFINCAP.  If  the 
audit  discloses  no  financial  distress,  a 
short  form  audit  may  be  issued  with  the 
opinion  discussed  in  14-306a(l). 

b.  If  reliance  is  placed  on  the  work  of 
others  to  reduce  planned  audit  scope,  the 
guidance  in  4-1000  should  be  followed. 

c.  Coordination  of  and  responsiveness 
to  requested  due  dates  is  always  impor¬ 
tant.  However,  specific  emphasis  and 
attention  should  be  given  whenever  there 


is  an  indication  of  potential  financial 
distress. 

d.  To  ensure  that  ali  available  facts 
have  been  considered,  the  auditor  will 
discuss  findings  with  the  cognizant  ACO 
and  the  contractor  throughout  the  audit, 
especially  as  issues  are  identified.  Other 
interested  parties  should  be  similarly 
kept  abreast  of  audit  progress  and  special 
emphasis  should  be  made  to  discuss  any 
exception  identified  during  verification 
of  contractor  data.  The  auditor  will  nor¬ 
mally  provide  the  draft  report  to  the 
contractor  at  the  exit  conference  and  a 
reasonable  time  will  be  provided  for  the 
contractor’s  written  response.  Top  level 
contractor  management  should  be  in¬ 
volved  in  important  interim  and  exit 
conferences,  especially  when  sensitive 
audit  issues  are  presented. 

e.  The  auditor  will  be  responsive  and 
timely  to  ACO  requests  to  review  con¬ 
tractor  submissions  showing  actions  tak¬ 
en  to  improve  financial  condition.  The 
auditor  should  communicate  the  results 
of  these  reviews  timely,  in  writing,  to  the 
ACO.  Depending  on  the  circumstances, 
the  written  communication  could  be  a 
follow-up  report  or  a  memorandum. 

f.  Financial  capability  audit  reports 
will  normally  be  addressed  to  the  ACO. 
Audit  reports  on  major  contractors  that 
indicate  financial  distress  (14-306  a.(2) 
and  (3)),  should  be  forwarded  to  the 
requestor  with  two  copies  provided 
through  the  regional  office  to  Headquar¬ 
ters,  Attn:  OAD. 

g.  Audit  reports  issued  at  the  corporate 
office  will  be  provided  to  FAOs  cognizant 
of  the  divisions  and  segments.  When  the 
report  is  distributed  to  the  resoonsible 
division  or  segment  FAO,  a  transmittal 
letter  should  advise  that  the  report  con¬ 
tains  sensitive  information  and  should 
not  be  released  outside  of  DCAA  to  other 
government  agencies  unless  approval  is 
provided  by  the  corporate  auditor. 

h.  When  financial  distress  conditions 
are  disclosed  at  a  contractor  location 
which  is  part  of  a  multidivision  corpora¬ 
tion,  this  information  should  be  forwaid- 
ed  in  writing  to  the  cognizant  contract 
audit  coordinator  (CAC),  Corporate 
home  office  auditor  (CHOA),  or  group 
audit  coordinator  (GAC),  as  applicable. 
Under  these  circumstances,  only  the 
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CAC,  CHOA,  or  GAC  is  in  a  position  to 
determine  if  the  conditions  adversely 
affect  the  contractor’s  company-wide  fi¬ 
nancial  position.  If  financial  jeopardy 
conditions  are  disclosed  at  a  subsidiary 
or  affiliate  for  which  the  parent  company 
does  not  have  liability  for  government 


contracts,  separate  financial  capability 
reviews  will  be  conducted  at  the  parent 
and  at  the  applicable  subsidiary  or  affili¬ 
ate. 

i.  Identify  and  mark  all  financial  capa¬ 
bility  reports  “FOR  OFFICIAL  USE 
ONLY”  in  accordance  with  10-203.10. 
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Figure  14-3-1 

THE  ALTMAN  Z-SCORE  FORMULAS 


This  figure  presents  the  formulas  for  computing  Altman’s  “Z-Score  Prediction 
Models”  and  an  example  of  the  calculations.  The  models  use  multiple  discriminant 
analysis  to  calculate  a  single  Z-Score  for  a  company.  The  Z-Score  is  useful  in 
predicting  bankmptcy  potential.  Although  the  model  should  not  be  relied  upon  to 
support  a  financial  condition  assessment  by  itself,  it  does  provide  an  initial  alert  to  the 
auditor  that  further  analysis  is  needed. 

Each  of  the  three  models  use  their  respective  financial  ratios,  considered  simulta¬ 
neously,  to  calculate  the  Z-Score.  Pertinent  financial  data  necessary  to  calculate  the  Z- 
Score  can  normally  be  derived  from  the  contractor’s  financial  statements.  For  this 
analysis,  use  information  from  the  contractor’s  most  recently  completed  fiscal  years  to 
calculate  the  Z-Scores.  For  ease  of  reference,  the  Z-Score  models  are  referred  to  as 
Model  I,  II,  and  III. 


MODEL  APPLICATION  (note  a) 


MODEL  I  -  Publicly  traded  (NYSE,  AMEX,  NASDAQ,  etc.)  manufacturing  (primary 
SIC  codes  2000  through  3999)  companies  only.  This  is  the  original  Alt¬ 
man  model. 

MODEL  II  -  Privately  held  manufacturing  (primary  SIC  codes  2000  through  3999) 
companies  only.  This  model  is  Altman’s  1983A  bankruptcy  prediction 
model  for  private  companies. 

MODEL  III  -  All  remaining  publicly  traded  and  privately  held  companies  excluded  by 
MODELS  I  and  II.  This  model  is  Altman’s  1983B  bankruptcy  prediction 
model  with  asset  turnover  correction. 


ALTMAN  Z-SCORE  MODEL  VARIABLE  WEIGHTS 

MODEL  VARIABLE  WEIGHTS 

MODEL 

VARIABLES 

MODEL  1 

MODEL  II 

MODEL  Ill 

XI 

1.2 

.717 

6.56 

X2 

1.4 

.847 

3.26 

X3 

3.3 

3.107 

6.72 

X4 

.6 

.420 

1.05 

X5  (note  b) 

1.0 

1.000 

N/A 

MODEL  VARIABLES 

Notes 

XI 

=  WORKING  CAPITAL 

/TOTAL  ASSETS 

(c) 

X2 

=  RETAINED  EARNINGS 

/TOTAL  ASSETS 

(d) 

X3 

=  EARNINGS  BEFORE  INTEREST 

AND  TAXES  (EBIT) 

/TOTAL  ASSETS 

(e) 

X4 

=  STOCKHOLDER’S  EQUITY 

/TOTAL  LIABILITIES 

(0 

X5 

=  SALES 

/TOTAL  ASSETS 

(g) 

(a)  THE  Altman  Z  Models.  Comparable  Industry  data  (including  ratios)  is  available 
(all  models)  from  TSC  (through  Region)  whether  your  company  is  publicly  traded  or 
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privately  held.  However,  individual  company  data  (including  ratios)  is  only  available 
(through  Region)  on  publicly  traded  companies.  Therefore,  the  auditor  will  be 
responsible  for  calculating  individual  company  ratios  on  other  than  publicly  traded 
companies. 

(b)  X5  Application.  Based  on  ease  of  application  and  common  usage,  the  weight 
assigned  to  the  X5  variable  has  been  rounded  from  .99  to  1.0. 

(c)  Working  Capital/Total  Assets.  This  ratio  is  a  measure  of  the  net  liquid  assets  of 
the  firm  relative  to  the  total  capitalization.  Working  capital  is  defined  as  the 
difference  between  current  assets  and  current  liabilities.  Ordinarily,  a  firm  experienc¬ 
ing  consistent  operating  losses  will  experience  a  reduction  in  current  assets  in  relation 
to  total  assets. 

I  (d)  Retained  Eamings/Total  Assets.  The  incidence  of  failure  is  much  higher  in  a 
firm’s  early  years.  Therefore,  the  age  of  a  firm  is  implicitly  considered  in  this  ratio. 
For  example,  a  relatively  young  firm  will  probably  show  a  low  RE/TA  ratio  because  it 
has  not  had  time  to  build  up  its  cumulative  profits. 

I  (e)  Earnings  Before  Interest  and  Taxes/Total  Assets.  This  ratio  is  a  measure  of  the 
true  productivity  of  the  firm’s  assets,  aside  from  any  tax  or  leverage  factors.  Since  a 
firm’s  ultimate  existence  is  based  on  the  earning  power  of  its  assets,  this  ratio  is 
particularly  appropriate  for  analysis  of  corporate  failure.  For  the  computation  of 
earnings  before  interest  and  taxes,  the  auditor  should  exclude  extraordinary  items  and 
gains  or  losses  such  as  disposal  of  a  segment  of  a  business. 

(0  Stockholder’s  Equity/Book  Value  of  Total  Debt.  For  Model  I,  stockholder’s 
equity  is  measured  by  the  combined  market  value  of  all  shares  of  stock,  preferred  and 
common.  Use  the  book  value  of  stockholder’s  equity  for  Models  II  and  III.  Total  debt 
includes  both  current  and  long-term  obligations. 

(g)  Sales/Total  Assets.  This  is  the  financial  ratio  that  illustrates  the  firm’s  assets’ 
ability  to  generate  sales.  It  is  one  measure  of  management’s  capability  in  dealing  with 

I  competitive  conditions.  This  ratio  is  applicable  to  Models  I  and  11  only. 
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CALCULATING  THE  Z  SCORE  -  STEPS 


Determine  which  model  is  appropriate  for  the  company  under  review. 
Calculate  each  of  the  applicable  model  variables  (“X”  ratios)  via  reference 
to  notes  (c)  through  (g). 

Multiply  each  “X”  ratio  by  the  applicable  weight  for  model  selected. 

Add  the  products  together  to  obtain  the  Z-Score  for  the  company. 


EXAMPLE 

COMPANY  DATA; 

THOUSANDS 

WORKING  CAPITAL 

$  1,534 

TOTAL  ASSETS 

12,486 

TOTAL  LIABILITIES 

9,125 

SALES 

14,696 

EBIT 

923 

RETAINED  EARNINGS 

2,900 

STOCKHOLDER’S  EQUITY 

-  MARKET  VALUE 

2,235 

STOCKHOLDER’S  EQUITY 

-  BOOK  VALUE 

1,369 

VARIABLE  VARIABLE  CALCULATION 

RESULT 

XI 

$  1,534  /  $  12,486 

.123 

X2 

2,900  /  12,486 

.232 

X3 

923  /  12,486 

.074 

X4  [MARKET  VALUE] 

2,235  /  9,125 

.245 

X4  [BOOK  VALUE] 

1,369  /  9,125 

.150 

X5 

14,696  /  12,486 

1.177 

EXAMPLE  OF  A  MODEL  III  -  Z  SCORE  CALCULATION 

XI 

6.56 

X 

.123 

.81 

X2 

3.26 

X 

.232 

.76 

X3 

6.72 

X 

.074 

.50 

X4  [BOOK  VALUE] 

1.05 

X 

.150 

.16 

X5 

N/A 

Z-Score  2.23 
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I  14-400  Section  4  —  Contract  /ludits  of  Government  Property 

I  14-401  Introduction 


This  section  covers  contract  audit  re¬ 
sponsibilities  in  connection  with  govern¬ 
ment-owned  property  in  the  possession 
of  contractors  and  subcontractors.  It  de¬ 
scribes  the  various  types  of  govemment- 
funjished  and  contractor-aco.uired  gov¬ 
ernment  property,  key  contract  regula¬ 
tions  on  such  property,  and  the  responsi¬ 
bilities  of  the  government  property  ad¬ 
ministrator.  Related  contract  audit  inter¬ 
ests  are  divided  into  (1)  considerations 
regarding  government  property  that  fall 
within  the  ongoing  audits  of  incurred 
costs  and  reviews  of  price  proposals,  and 
(2)  certain  reviews  of  government  proper¬ 
ty  matters  that  arc  undertaken  on  specific 
request. 

14-402  Types  of  Government 
Property 

a.  Government  property  in  the  posses¬ 
sion  of  contractors  may  consist  of  (1) 
property  provided  or  leased  to  the  con¬ 
tractor  by  the  government,  and  (2)  prop¬ 
erty  acquired  by  the  contractor  from 
other  sources  where  upon  acquisition 
title  passes  to  the  government  under 
terms  of  the  contract. 

b.  Government  property  is  further  clas¬ 
sified  by  FAR  45.101,  45.301,  and 
DFARS  245.301  into  the  following  cate¬ 
gories:  (1)  plant  equipment,  (2)  real  prop¬ 
erty,  (3)  special  test  equipment,  (4)  spe¬ 
cial  tooling,  (5)  facilities,  (6)  government 
production  and  research  property,  (7) 
material,  (8)  nonseverable  property,  (9) 
agency-peculiar  property,  (10)  industrial 
plant  equipment  (IPE),  (11)  mapping, 
charting,  and  geodesy  (MC&G)  property, 
and  (12)  other  plant  equipment  (OPE). 

c.  Agency-peculiar  property,  as  defined 
in  FAR  45.301  and  DFARS  245.30', 
may  be  furnished  to  contractors  under  a 
facilities  contract,  a  supply  or  service 
contract  containing  the  appropriate  Gov¬ 
ernment  Property  clause,  or  a  special 
bailment  agreement. 


14-403  Contract  Regulations  on 
Government  Property 

14-403.1  Basic  FAR/DFARS  References 

FAR  Part  45/DFARS  Part  245  con¬ 
tains  the  basic  regulations  regarding  gov¬ 
ernment  property  in  the  possession  of 
contractors.  Both  government  and  con¬ 
tractor  responsibilities  are  set  forth  in 
this  part.  In  addition,  DoD  4161.2-M, 
DoD  Manual  for  the  Performance  of 
Contract  Property  Administration,  sets 
forth  specific  responsibilities  of  DoD 
personnel  for  the  administration  of  gov¬ 
ernment  property  in  the  possession  of  the 
contractor. 

14-403.2  DoD  Policy  on  Furnishing 
Facilities 

It  is  DoD  policy  to  rely  on  contractors 
to  furnish,  to  the  maximum  extent  possi¬ 
ble,  the  facilities  necessary  to  perform  a 
government  contract.  Facilities  includes 
government  property  used  for  produc¬ 
tion,  maintenance,  research,  develop¬ 
ment,  or  testing.  It  does  not  include 
material,  special  test  equipment,  special 
tooling  or  agency-peculiar  property.  Fa¬ 
cilities  having  an  acquisition  cost  of  less 
than  $10,000  shall  not  be  provided  to 
contractors  unless  (1)  the  contractor  is 
operating  a  government-owned  plant  on 
a  cost-plus-fee  basis,  (2)  the  contractor  is 
performing  on-site  at  government  instal¬ 
lations,  (3)  the  contractor  is  a  nonprofit 
institution  of  higher  education  or  other 
nonprofit  organization  whose  primary 
purpose  is  the  conduct  of  scientific  re¬ 
search,  (4)  the  contractor  is  performing 
under  a  contract  specifying  that  it  may 
acquire  or  fabricate  special  tooling,  spe¬ 
cial  test  equipment,  and  components 
thereof  subsequent  to  obtaining  the  ap¬ 
proval  of  the  contracting  officer,  or  (5) 
facilities  are  unavailable  from  other- 
than-govenment  sources.  Facilities,  as 
weli  as  IPE  and  automatic  data  process¬ 
ing  equipment,  may  be  furnished  to  con¬ 
tractors  as  prescribed  by  FAR  45.302  and 
DFARS  245-302. 
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14-403.3  Use  of  IPE  on  Commercial 
Work 

a.  IPE  is  defined  and  identified  by 
noun  name  in  DEARS  245.301. 

b.  In  conjunction  with  its  use  on  gov¬ 
ernment  contracts,  commercial  use  of 
IPE  may  be  authorized  by  the  contracting 
officer  or  contract  provisions  for  no  more 
than  25  percent  of  the  total  time  avail¬ 
able  for  both  commercial  and  govern¬ 
ment  use  during  the  contractor’s  normal 
work  schedule.  Commercial  use  in  excess 
of  25  percent  must  have  the  prior  approv¬ 
al  of  an  Assistant  Secretary  of  the  Mili¬ 
tary  Service  or,  where  applicable,  the 
Defense  Logistics  Agency  Director.  In 
addition,  the  approval  authority  may  also 
be  delegated  to  the  head  of  a  contracting 
activity,  provided  the  redelegation  is  ap¬ 
proved  by  the  Office  of  the  Assistant 
Secretary  of  Defense,  Production  and 
Logistics,  Production  Resources  (OASD 
(P&L)(PR)). 

c.  When  IPE  items  are  no  longer  re¬ 
quired  for  government  contracts,  they 
will  not  be  made  available  to  the  contrac¬ 
tor  solely  for  commercial  use. 

14-404  Government  Roles  in  Review 
of  Government  Property 

14-404.1  Functions  of  the  Government 
Property  Administrator 

a.  A  single  property  administrator  is 
designated  for  all  contracts  involving 
government  property  at  each  contractor 
lo'^ation.  He  or  she  is  the  government 
rej.  ■'isentative  primarily  responsible  for 
proi  ;rty  administration,  including  the 
surveillance  of  the  contractor’s  control  of 
govemmviit  property.  DoD  4161. 2-M 
states  procedures  and  techniques  for  the 
guidance  of  DoD  personnel  engaged  in 
the  administration  of  government  prop¬ 
erty  in  the  possession  of  contractors. 
DoD  41 61. 2-M  also  provides  guidance  as 
to  specific  functional  areas  requiring  con¬ 
sideration  and  surveillance  by  the  proper¬ 
ty  administrator. 

b.  As  stated  in  DoD  4161. 2-M,  the 
property  administrator  is  responsible  for 
approving  the  contractor’s  property  con¬ 
trol  system  and  for  examining  its  actual 
application.  In  accomplishing  his  or  her 
duties,  however,  the  property  administra¬ 


tor  is  to  recognize  the  responsibilities  of 
other  government  personnel  and  obtain 
their  assistance  when  required. 

14-404.2  Related  Contract  Audit 
Functions 

a.  The  contract  auditor  and  the  proper¬ 
ty  administrator  have  certain  related  re¬ 
sponsibilities  for  government  property  in 
the  possession  of  contractors.  As  a  gener¬ 
alization,  the  contract  auditor  is  primari¬ 
ly  concerned  with  contractors’  financial 
records  and  controls  of  government  prop¬ 
erty  related  to  claimed  or  proposed  con¬ 
tract  costs  and  prices.  The  property  ad¬ 
ministrator,  on  the  other  hand,  is  primar¬ 
ily  concerned  with  contractors’  property 
records  and  controls  related  to  the  physi¬ 
cal  existence,  custody,  maintenance,  safe¬ 
guard,  usage,  rental,  and  disposition  of 
government  property. 

b.  Since  the  auditor  and  the  property 
administrator  have  a  substantial  com¬ 
mon  interest  in  the  contractor’s  govern¬ 
ment  property  records,  discussions  and 
close  liaison  are  required  to  avoid  unnec¬ 
essary  duplication  and  obtain  optimum 
deployment  of  available  government  per¬ 
sonnel.  The  contract  auditor  will  accept 
and  make  full  use  of  the  property  admin¬ 
istrator’s  review  data  and  evaluation  re¬ 
ports.  Consistent  with  this  use,  the  audi¬ 
tor  will  develop  a  program  of  nonduplica- 
tive  audit  steps  designed  to  accomplish 
DCAA  areas  of  responsibility. 

c.  The  auditor  will  be  responsive  to 
requests  for  assistance  and  advice  to 
responsible  government  activities  on 
matters  involving  analyses  of  the  contrac¬ 
tor’s  financial  books  and  records  pertain¬ 
ing  to  government  property. 

d.  Contractor  operations  are  reviewed 
by  the  auditor  on  a  comprehensive  basis 
by  functions.  The  auditor  will  not  per¬ 
form  a  separate  or  special  audit  of  prop¬ 
erty  under  an  individual  contract  solely 
to  permit  the  retirement  of  the  contract 
files  and  records  by  procurement  or  con¬ 
tract  administration  offices.  There  is  no 
requirement  for  an  audit  of  the  contrac¬ 
tor’s  government  property  records  by  the 
contract  auditor  as  a  prerequisite  to  the 
retirement  of  the  property  administra¬ 
tor’s  contract  files  and  records. 
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14-404.3  Internal  Audit  Functions 

The  DoD  internal  audit  organizations 
are  responsible  for  auditing  the  property 
administrator’s  activities  and  for  review¬ 
ing  the  system  of  government  property 
administration.  Policies  governing  rela¬ 
tionships  with  these  organizations,  in¬ 
cluding  those  concerning  requests  to  as¬ 
sist  them  in  these  kinds  of  reviews,  are 
stated  in  1-400. 

14-405  Contract  Audit  Objectives 
and  Procedures 

The  following  audit  objectives  and 
procedures  regarding  government  proper¬ 
ty  apply  at  contractor  locations  where 
audits  of  incurred  costs  are  performed  on 
a  recurring  basis. 

14-405.1  Preliminary  Planning  Steps 

The  DCAA  auditor  should  ascertain 
whether  the  contractor’s  government 
property  accounting  and  control  system 
has  the  current  approval  of  the  property 
administrator.  Review  the  property  ad¬ 
ministrator’s  approval  report  and  obtain 
copies  of  (1)  the  contractor’s  property 
accounting  procedures  manual,  (2)  re¬ 
ports  of  the  property  administrator’s  sur¬ 
veillance  of  the  property,  and  (3)  the 
internal  audit  reports  issued  by  govern¬ 
ment  and  contractor  personnel.  This  in¬ 
formation  should  be  used  by  the  auditor 
in  making  an  initial  assessment  of  the 
extent  of  reliance  to  be  placed  on  existing 
property  controls  and  procedures  and  the 
extent  of  transaction  testing  to  be  under¬ 
taken. 

14-405.2  Audit  Programs  for  Material 
Costs 

Contractors  normally  use  the  same 
procurement  practices  and  material  con¬ 
trol  systems  for  both  government-owned 
and  contractor-owned  materials.  The  au¬ 
dit  functions  for  government  materials 
will,  therefore,  be  integrated  to  the  maxi¬ 
mum  extent  with  the  overall  audit  of 
incurred  material  costs.  The  audit  pro¬ 
grams  developed  in  accordance  with  the 
guidance  contained  in  Chapter  6  will  be 
used  for  the  review  of  those  aspects  of 
government  property  activities  which  are 
the  responsibility  of  DCAA. 


14-405.3  Testing  of  Purchase  Costs 

The  auditor  will  determine  whether 
recorded  purchase  costs  are  properly 
claimed  for  reimbursement  by  the  con¬ 
tractor  by  testing  purchases  of  contractor- 
acquired  government  property  (facilities, 
materials,  special  tooling,  and  special  test 
equipment)  to  see  if  the  property  was  (1) 
required  for  contract  performance,  (2) 
properly  classified  and  acquired  with  the 
proper  contractual  authority,  (3)  bought 
in  reasonable  quantities  at  prudent 
prices,  and  (4)  received,  inspected,  and 
entered  accurately  in  the  contractor’s 
accounting  records.  Review  the  guidance 
in  14-600  relative  to  the  review  of  the 
contractor’s  capital  asset  acquisition  pro¬ 
gram  and  7-1906  on  capital  items  as 
contract  costs. 

14-405.4  Review  of  Material  Handling 
and  Usage 

The  review  of  the  contractor’s  stock- 
age,  issuance,  and  usage  of  government 
material  is  the  primary  responsibility  of 
the  property  administrator.  The  review  of 
these  same  functions  for  contractor- 
owned  material  used  in  performing  gov¬ 
ernment  contracts  is  the  primary  respon¬ 
sibility  rf  the  contract  auditor.  In  those 
cases  where  the  contractor  uses  the  same 
system,  procedures,  and  personnel  for 
contractor-owned  and  government- 
owned  material,  the  auditor  may  test  the 
effectiveness  of  each  of  these  functions 
on  a  comprehensive  basis  by  selecting 
transactions  without  distinction  as  to 
material  ownership  (see  6-300).  The  re¬ 
sults  of  these  tests  may  be  applied  to  the 
functions  as  a  whole. 

14-405.5  Final  Audit  Reports 

Prior  to  the  issuance  of  a  closing  state¬ 
ment  or  final  report  on  each  cost-reim¬ 
bursement  type  contract  or  subcontract, 
the  auditor  will  review  the  contract  to 
determine  if  potential  credits  may  result 
from  the  disposition  of  government  prop¬ 
erty.  If  necessary,  coordinate  with  the 
property  administrator  as  to  whether 
there  are  any  credits  relating  to  the 
quantity,  condition,  use  and/or  disposi¬ 
tion  of  government  property  that  are  to 
be  applied  to  the  total  cost  of  contract 
performance.  The  auditor  will  use  the 
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information  in  preparing  the  contract 
audit  closing  statement. 

14-405.6  Review  of  Residual  Materials 
and  Intercontract  Transfers 

a.  Transfers  of  government  materials 
between  contracts  and  the  disposition  of 
residual  inventories  should  be  carefully 
reviewed.  The  contract  auditor  should 
assure  that  intercontract  transfers  of  in¬ 
ventory  and  related  costs  comply  with 
FAR  31.205-26  for  inventory  and  costing 
purposes. 

b.  Audit  recommendations  for  adjust¬ 
ments  to  contract  cost,  price,  or  fee 
should  be  considered  (\)  when  residual 
materials  from  comp'eted  cost-reim¬ 
bursement  type  contract.N  are  transferred 
to  follow-on  incentive  type  contracts  on  a 
no-cost  basis  and  such  use  was  not  antici¬ 
pated,  or  (2)  when  amounts  of  govern¬ 
ment  material  authorized  for  use  under 
the  contract  are  changed  significantly 
without  any  related  contract  price  or  fee 
adjustment. 

14-405.7  Review  of  Physical  Controls 

The  review  of  physical  control  of  re¬ 
corded  government  property,  both  gov¬ 
ernment-furnished  and  contractor-  ac¬ 
quired,  is  primarily  the  responsibility  of 
the  property  administrator.  The  auditor 
will,  however,  be  alert  to  any  unautho¬ 
rized  or  improper  use  of  these  items  or  to 
the  existence  of  idle  equipment.  Such 
disclosures  may  arise  from  labor  floor 
checks,  physical  inventory  observations, 
plant  perambulations,  or  other  normally 
performed  contract  audit  procedures. 
Where  extensive  repairs  or  maintenance 
activities  are  observed,  the  auditor  will 
coordinate  with  technical  personnel,  as 
required,  to  determine  whether  such 
practices  are  necessary  and  result  in 
reasonable  costs  to  the  government. 

14-405.8  Allocation  of  Depreciation  and 
Rental  Charges 

a.  Contractor-owned  and  government- 
owned  facilities  and  equipment  may  be 
used  in  a  single  cost  center  which  per¬ 
forms  government  and  commercial  work. 
In  these  cases,  the  contract  auditor 
should  carefully  review  the  allocation  of 
depreciation  costs  to  government  and 
commercial  work  to  ensure  that  it  is 


e'juitable.  If,  for  example,  the  govern¬ 
ment-owned  equipment  is  used  wholly  on 
government  work  on  a  no-charge  basis, 
and  other  similar  items  of  contractor- 
owned  equipment  are  used  for  commer¬ 
cial  work,  it  may  be  proper  to  charge  all 
the  depreciation  costs  on  such  equipment 
to  the  commercial  work. 

b.  Rental  expense  for  use  of  govern¬ 
ment-owned  equipment  and  facilities  on 
commercial  work  as  authorized  in  the 
contract  should  normally  be  charged  to 
sueh  commercial  work  rather  than  be 
included  as  part  of  overhead  allocated  to 
both  government  and  commercial  work. 

14-405.9  Use  of  Government  Property  on 
FMS 

Prior  to  1  February  1991,  when  author¬ 
ized  in  the  contract,  rental  expense  for 
use  of  government-owned  equipment  and 
facilities  on  foreign  military  sales  (FMS) 
contracts  were  normally  charged  to  such 
work.  On  1  February  1991,  DFARS 
245.4  was  changed  to  permit  rent-free  use 
of  U.S.  Government  property  on  FMS 
contracts.  In  accordance  with  Public  Law 
101-165,  the  change  was  made  retroac¬ 
tive  to  21  November  1989.  Because  of 
the  retroactive  application  of  the  policy, 
FMS  contracts  issued  between  21  No¬ 
vember  1989  and  1  February  1991  may 
have  been  overcharged.  However,  reim¬ 
bursements  for  such  overcharges  are  lim¬ 
ited  to  the  amount  of  rental  use  charge 
contained  in  the  affected  “Letter  of 
Agreements”  and  must  be  approved  by 
the  contracting  officer. 

14-406  Government  Property  Reviews 
Upon  Specific  Request 

14-406.1  Review  of  Contractor  Reports 
on  Government  Property 

The  contractor  is  required  by  FaR 
45.505/DFARS  245.505,  to  prepare  and 
submit  financial  reports  on  the  amount 
of  government-owned  facilities  and  gov¬ 
ernment  material  in  its  possession.  The 
auditor  will  evaluate  these  reports  if 
specifically  requested  to  by  the  contract¬ 
ing  officer  or  property  administrator. 
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14-406.2  Review  of  Rental  Charges  for 
Use  of  Government  Property 

a.  The  monthly  percentage  rental  rates 
for  the  facilities  and  equipment  (includ¬ 
ing  IPE)  furnished  a  contractor  are  set 
forth  in  the  Use  and  Charges  Clause 
(FAR  52.245-9)  in  the  contract.  The  rates 
apply  to  the  acquisition  costs  of  the 
facilities  and  equipment,  plus  the  cost  of 
transportation  to  and  installation  in  the 
contractor’s  plant,  if  such  costs  are  borne 
by  the  government.  The  contractor  may, 
however,  be  authorized  by  the  contract  or 
by  the  contracting  officer,  in  writing,  to 
use  the  facilities  and  equipment  on  a  no- 
fee  basis  for  specific  contracts,  subcon¬ 
tracts,  or  other  work.  If  any  item  is  used 
during  a  rental  period  without  authoriza¬ 
tion,  the  contractor  is  liable  for  the  full 
period  rental  for  such  item  without  any 
credit  for  no-fee  use.  The  Secretary  con¬ 
cerned,  however,  may  waive,  in  writing, 
the  contractor’s  liability  for  such  unau¬ 
thorized  use  if  he  or  she  determines  that 
circumstances  would  justify  the  waiver. 

b.  After  the  close  of  each  rental  period, 

the  contractor  submits  to  the  contracting 
officer  a  written  statement  of  use  made  of 
the  facilities  and  equipment  and  the 
rental  due  the  government.  The  rental 
amount  is  reduced  by  for  no-feo 

usage  during  the  rental  period.  The  credit 
is  computed  by  multiplying  the  full  rental 
rate  by  a  fraction  in  which  the  numerator 
is  the  amount  of  no-charge  usage  and  the 
denominator  is  the  total  amount  of  usage 
during  the  rental  period.  The  unit  used  in 
determining  usage  will  be  direct  labor 
hours,  sales,  hours  of  use  or  any  other 
equitable  basis  approved  by  the  contract¬ 
ing  officer. 

c.  The  DCAA  auditor  will  be  respon¬ 
sive  to  specific  requests  from  the  con¬ 
tracting  officer  for  the  review  of  contrac¬ 
tor’s  rental  statements.  Generally,  such 
requests  will  relate  to  the  verification  of 
(1)  the  basis  of  the  rental  computation, 
and  (2)  the  propriety  of  the  procedures 
for  controlling,  recording,  and  reporting 
usage  in  accordance  with  contract  provi¬ 
sions.  In  accomplishing  the  requested 
audit,  the  results  of  facilities  utilization 
reviews  made  by  the  property  adminis¬ 
trator  will  be  appropriately  used. 
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(1)  A  determination  of  proper  rental 
amounts  requires  audit  consideration  of 
a  variety  of  factors  incorporated  in  facili¬ 
ty  agreements,  including  the  proper  base. 
The  rates  applied  to  base  costs  are  set 
forth  in  the  contract  clause  set  forth  in 
FAR  52.245-9.  The  auditor  should  deter¬ 
mine  that  all  facilities  acquisition  costs 
are  in  the  base  including  leasehold  im¬ 
provements  for  which  the  government 
holds  title. 

(2)  The  auditor  should  assure  that  the 
unit  used  to  determine  facilities  utiliza¬ 
tion  is  equitable.  The  unit  used  should  be 
representative  of  the  actual  facilities  utili¬ 
zation,  regardless  of  whether  the  usage  is 
rent-free.  Rent-free  facilities  should  not 
be  excluded  from  the  base  and  included 
in  computing  the  credit  for  rent-free 
usage. 

14-406.3  Government  Property  Reviews 
at  Other  Locations 

At  contractor  locations  where  incurred 
costs  arc  not  performed  on  a  recurring 
basis,  the  DCAA  auditor  will  review 
government  property  only  upon  the  spe¬ 
cific  request  received  from  the  contract¬ 
ing  officer  or  the  internal  auditor.  Such 
audit  assistance  would  relate  to  govern¬ 
ment  property  areas  similar  to  those 
outlined  in  1 4-405  above.  Where  a  large 
number  of  such  requests  are  received  and 
performance  would  have  an  impact  upon 
accomplishing  other  audit  workload, 
guidance  will  be  requested  from  Head¬ 
quarters. 

14-407  Audit  Discussions 

Deficiencies  or  unsatisfactory  condi¬ 
tions  disclosed  by  the  auditor  should  be 
discussed  with  the  contractor  to  the  ex¬ 
tent  necessary  to  assure  the  validity  of  the 
findings.  Further,  any  adverse  conclu¬ 
sions  or  recommendations  for  changes  in 
the  contractor’s  property  procedures  and 
controls  will  be  discussed  with  the  prop¬ 
erty  administrator  and  included  in  the 
report  to  the  administrative  contracting 
olTi''“r. 

14-408  Audit  Reports  on  Government 
Property 

a.  Findings  and  recommendations  re¬ 
lating  to  government  property  will  be 
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reported  as  appropriate  in  system  survey 
reports,  audit  reports  on  individual  con¬ 
tracts,  :.nd  in  reports  on  significant  func¬ 
tional  areas.  The  format  for  such  report¬ 
ing  is  in  Chapter  10. 

b.  Deficiencies  requiring  immediate 
attention  and  findings  on  significant 
functional  areas  involving  government 
property  should  be  reported  promptly  in 
a  separate  report  to  the  administrative 
contracting  officer,  with  a  copy  to  the 
property  administrator. 


c.  Audit  reports  in  response  to  specific 
requests  from  the  administrative  con¬ 
tracting  officer  or  internal  auditors  will 
be  addressed  to  the  requesting  office. 

d.  Where  the  property  administrator 

requests  DCAA  assistance  on  a  specific 
matter  or  problem,  the  response  will  be 
addressed  to  the  property  administrator, 
with  a  copy  to  the  administrative  con¬ 
tracting  officer.  I 


DCAA  Contract  Audit  Manual 


1462 

1^-500 


January  1995 


I  14-500  Section  4  —  Operations  Audits  and  Other  Functional  Reviews 


14-501  Introduction 

This  section  provides  guidance  on  the 
review  of  operations  of  major  contrac¬ 
tors.  DCAAP  7641.73,  Guidelines  for 
Operations  Audits  provides  more  specific 
guidance  on  auditing  selected  areas  of 
operations.  Additional  assistance  may  be 
obtained  from  the  Special  Programs 
Branch  of  the  Technical  Services  Center 
(TSC).  TSC  maintains  a  database  of 
positive  operations  audit  findings  titled 
Operations  Audit  Summary  Information 
System  (OASIS).  A  synopsis  of  the  re¬ 
ported  audit  findings  in  a  selected  area 
may  be  obtained  from  TSC. 

14-502  Review  of  Operations  of 
Major  Contractors 

14-502.1  Audit  Plan 

When  evaluation  of  the  factors  influ¬ 
encing  the  extent  and  scope  of  the  audit 
effort  (3-104)  discloses  that  the  govern¬ 
ment  has  a  significant  interest  in  a  con¬ 
tractor’s  operation  at  any  major  organiza¬ 
tional  level,  the  audit  plan  should  pro¬ 
vide  for  continuous  auditing  of  related 
areas  of  the  contractor’s  management 
system.  The  audit  plan  should  be  devel¬ 
oped  in  a  manner  to  permit  the  timely 
accumulation  and  reporting  of  informa¬ 
tion  in  areas  of  cost  that  have  managerial 
significance  and  will  contribute  to  a  more 
economical  and  efficient  operation.  It 
should  be  sufficiently  comprehensive  to 
accord  broad  coverage  of  the  contractor’s 
complete  operations  as  they  affect  perfor¬ 
mance  of  government  contracts. 

14-502.2  Audit  Approach 

a.  That  portion  of  a  contractor’s  cost 
representations  which  indicate  actual  ex¬ 
perience,  generally  is  taken  from  the 
contractor’s  books  of  accounts  which  are 
the  end  product  of  the  accounting  system 
element  of  its  internal  control  structure. 
The  cost  so  recorded  reflects  the  results 
of  management  policies  and  decisions 
and  the  degree  of  control  exercised  over 
operations  and  expenditures.  On  the 
principle  that  the  whole  equals  the  sum  of 
its  parts,  it  follows  that  data  taken  from 


books  of  account  and  other  records  may 
be  accepted  based  on  minimum  or  re¬ 
duced  verification  and  testing  if  costs  and 
financial  data  are  based  on  (1)  prudent 
management  policies  and  decisions,  (2) 
an  efficient  organization  reflecting  effec¬ 
tive  management  control  over  opera¬ 
tions,  and  (3)  a  sound  and  reliable  system 
of  accumulating  accounting  and  financial 
data. 

b.  Predicated  on  this  principle,  the 
total  audit  concept  places  major  empha¬ 
sis  on  the  degree  of  prudence  exercised  by 
management  in  establishing  policies  and 
making  management  decisions,  methods 
of  controlling  costs,  and  the  extent  of 
reliance  that  can  be  placed  on  the  ac¬ 
counting  information  and  other  financial 
data. 

14-502.3  Audit  Program 

a.  A  basic  requirement  in  the  develop¬ 
ment  of  the  audit  program  is  a  review 
and  evaluation  of  the  contractor’s  overall 
organization  chart,  the  management  poli¬ 
cies,  procedures,  and  controls  developed 
for  operations,  and  the  accounting  system 
and  other  records  designed  to  control, 
record,  and  measure  the  results  of  opera¬ 
tions.  Typical  areas  of  coverage  are  pre¬ 
sented  in  Chapters  6  and  9,  e.g.  purcha.s- 
ing  and  subcontracting,  bid  estimating 
procedures,  employee  utilization,  and  in¬ 
direct  cost  audits.  From  knowledge  and 
understanding  obtained  from  the  re¬ 
views,  auditing  procedures  should  be 
developed  in  such  manner  to  provide  a 
basis  for  repeated  evaluations  of  the 
functions  and  operations  related  to  the 
overall  plan  and  operations  of  the  organi¬ 
zation. 

b.  The  audit  program  should  be  sec- 
tionalized  to  cover  specific  functions  or 
areas  of  the  contractor’s  operations  and 
the  various  phases  of  the  system  as  thev 
relate  to  the  accumulation  and  recording 
of  accounting,  financial,  and  other  man¬ 
agement  data.  The  auditing  procedures  to 
be  applied  under  each  of  the  sectional- 
ized  portions  of  the  audit  program  should 
be  logically  arranged  to  enable  an  evalu¬ 
ation  and  reporting  of  the  conditions 
found  for  each  of  the  areas  programmed. 
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14-503  Major  Areas  of  Interest 

a.  The  audit  plan  for  major  contractor 
operations  is  primarily  designed  to  seek 
out  and  identify  those  areas  where  the 
contractor’s  practices  are  wasteful,  car¬ 
eless,  inefficient  and  result  or  may  result 
in  unreasonable  costs  and  unsatisfactory 
conditions  in  performing  government 
contracts;  and  to  report  such  matters  to 
those  responsible  for  taking  action  to 
correct  or  improve  the  condition. 

b.  FAR  31.201-3  defines  “reasonable” 
as  it  applies  to  the  cost  of  performance  of 
government  contracts.  The  responsibility 
placed  upon  the  auditor  to  disclose  un¬ 
reasonable  costs  requires  serious  consid¬ 
eration  and  a  clear  understanding  of  the 
internal  operations  of  the  business,  and 
the  practices  of  the  industry  as  a  whole. 
The  auditor  should  keep  in  mind  that  the 
interest  of  the  contractor  may  not  be 
compatible  with  the  interest  oi  the  gov¬ 
ernment.  For  example,  from  the  contrac¬ 
tor’s  viewpoint  it  may  be  more  prudent 
for  the  contractor  to  rent  rather  than 
purchase  an  item  of  equipment  even  if 
the  action  results  in  greater  contract  cost. 

c.  The  auditing  procedures  need  to  be 
designed  and  applied  in  such  a  way  as  to 
provide  the  auditor  with  full  knowledge 
of  the  methods  by  which  the  contractor 
controls  its  production  and  research;  the 
bases  for  the  contractor’s  make-or-buy 
decisions,  including  decisions  relating  to 
the  specific  components  entering  into  the 
end  item,  and  the  acquisition  of  facilities 
and  oroduction  equipment;  the  manner 
in  which  empioy  ’cs  are  recruited  and  in 
which  materials  i"v  acquired;  whether  or 
not  the  employe  ;s  and  materials  and 
facilities  are  elTecl  •.  ely  utilized;  and  what 
constitutes  a  reasonable  level  of  expense. 
In  short,  the  auditor  should  be  in  a 
position  to  knov/  that  expenses  are  neces¬ 
sary,  that  business  practices  are  sound, 
and  that  actions  are  prudent  and  in  line 
with  established  practices.  Therefore,  the 


auditor  should  be  completely  familiar 
with  the  basif  upon  which  the  manage¬ 
ment  decisions  are  made  by  the  contrac¬ 
tor. 

d.  In  terms  of  an  audit  technique,  this 
approach  must  be  geared  to  inquire  into 
those  management  and  operational  deci¬ 
sions  which  affect  the  nature  and  level  of 
costs  being  proposed  and  incurred  under 
government  contracts.  The  knowledge 
gained  forms  the  basis  for  constructive 
recommendations  to  improve  the  con¬ 
tractor’s  internal  control  structure  and 
the  economy  and  efficiency  of  contractor 
operations. 

e.  A  procurement  agency’s  special  in¬ 
terest  in  certain  areas  of  the  contractor’s 
operations  should  be  considered  in  audit 
planning  (see  3-104). 

14-504  Conferences  and  Reports  on 
Functional/Operational  Reviews 

a.  See  4-300  for  guidance  on  entrance, 
interim,  and  exit  conferences  with  the 
contractor. 

b.  Promptly  after  completing  each  op¬ 
erations  audit  or  other  functional  review, 
prepare  and  distribute  a  report  in  accor¬ 
dance  with  10-400,  regardless  of  findings. 

c.  Issue  a  followup  report  when  the 
contractor  agreed  to  take  corrective  ac¬ 
tion  on  reported  deficiencies  or  cost 
avoidance  but  has  taken  an  unusually 
long  time  (six  months  or  more)  without 
any  effective  action.  The  followup  report 
should  recommend  that  the  ACO  make 
further  efforts  to  obtain  the  needed  con¬ 
tractor  corrective  action(s).  If  there  is  a 
pattern  of  contractor  failure  to  take  cor¬ 
rective  action  in  such  cases,  emphasize 
this  fact  in  the  report. 

d.  Also  include  the  impact  of  cost 
avoidance  recommendations  as  ques¬ 
tioned  costs  in  reports  on  reviews  of  price 
proposals  in  accordance  with  the  criteria 
in  9-308. 
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14-600  Section  6  —  Review  of  Contractor  Capital  Investment  Projects 


14-601  Introduction 

This  section  provides  guidance  for  re¬ 
viewing  the  planning,  budgeting,  imple¬ 
mentation  and  benefits  evaluation  of 
contractor  capital  investment  projects. 

14-602  General 

a.  Contractors  have  a  responsibility  to 
maintain  their  competitiveness  and  in¬ 
crease  productivity  through  the  efficient 
management  of  capital  investment. 

b.  The  capital  budgeting  process  often 
involves  long-term  planning  decisions  for 
capital  investments.  The  auditor,  in  con¬ 
junction  with  other  members  of  the  pro¬ 
curement  team,  has  an  excellent  opportu¬ 
nity  to  assess  these  management  deci¬ 
sions.  In  performing  an  operations  audit 
of  the  contractor’s  capital  investment 
program,  the  auditor  should  identify  ca¬ 
pital  utilization  and  investment  opportu¬ 
nities  which  may  ultimately  benefit  the 
government.  Recommendations  to  con¬ 
tractor  representatives  and  administra¬ 
tive  contracting  officers  (ACOs)  should 
emphasize  the  cost  avoidance  aspects  of 
capital  investments  and  look  for  fast-pay¬ 
back  opportunities  (capital  investments 
which  produce  cost  benefits  equal  to  the 
original  cash  outlay  over  the  shortest 
time  frame);  however,  non-financial  ben¬ 
efits  such  as  improved  quality,  mobiliza¬ 
tion  capability,  and  enhanced  competiti¬ 
veness  should  not  be  overlooked.  For 
purposes  of  this  section,  a  contractor’s 
capital  investment  program  includes  ar¬ 
eas  such  as  make-or-buy  decisions,  ADPE 
acquisitions/leasing,  plant  equipment 
and  building  acquisitions/leasing,  reloca¬ 
tions,  plant  reorganizations  and  high  cost 
research  and  test  equipment,  etc.  Recom¬ 
mendations  resulting  from  an  operations 
audit  of  the  contractor’s  capital  invest¬ 
ment  program  may  be  of  particular  value 
in  the  performance  of  special  procure¬ 
ment  studies,  such  as  Should  Cost  Re¬ 
views,  since  they  often  require  review  of 
the  contrat'or’s  capital  investment  pro¬ 
gram  to  insure  that  alternate  manufactur¬ 
ing  methods,  equipment  and  procedures 
have  been  adequately  considered  for  the 


specific  procurement  under  consider¬ 
ation. 

c.  Contractor  capital  expenditures  in¬ 
volve  resource  commitments  which,  in 
many  instances,  are  irreversible.  There¬ 
fore,  it  is  essential  that  the  contractor’s 
capital  investment  policies  and  proce¬ 
dures  provide  management  with  prompt 
and  comprehensive  information  on  in¬ 
vestment  decisions.  A  reliable,  logical 
and  documented  method  of  evaluation 
should  be  established  by  the  contractor  to 
ensure  that  broad  company  objectives  are 
being  considered  and  the  proposed  capi¬ 
tal  expenditures  are  prioritized.  Contrac¬ 
tor  decisions  in  this  regard  are  affected  by 
a  myriad  of  factors,  som.e  of  which  may 
not  result  in  the  most  equitable  treatment 
of  government  work.  For  example,  due  to 
limitations  on  funds  available  for  capital 
investments,  the  contractor  might  be  re¬ 
quired  to  choose  between  purchasing  a 
piece  of  equipment  for  a  commercial 
division  or  for  a  division  working  pri¬ 
marily  on  government  cost  reimburse¬ 
ment  type  contracts.  The  contractor  will 
undoubtedly  attempt  to  produce  in¬ 
creased  profits  and  cash  flow.  Since  the 
contractor  will  continue  to  recover  its 
incurred  costs  in  the  government  divi¬ 
sion,  it  may  be  less  inclined  to  increase 
the  efficiency  of  that  division.  Thus, 
priorities  should  be  reviewed  carefully  to 
ensure  that  the  government  is  afforded 
the  benefit  of  the  most  economical  and 
efficient  capital  investment  options  avail¬ 
able  to  the  contractor. 

d.  The  contractor’s  written  procedures 
for  a  capital  investment  program  should 
provide  for  the  following: 

(1)  A  well-defined  organization  with 
established  decision  authority  and  re¬ 
sponsibility  for  aggressively  pursuing  ca¬ 
pital  investment  opportunities  which  will 
improve  the  efficiency  of  operations, 
affect  long  term  economies,  and  make 
timely  identification  and  replacement  of 
deteriorated  and  obsolete  items. 

(2)  A  systematic  approach  for  review¬ 
ing  processes,  organizations  and  meth¬ 
ods,  affecting  improvements  and  detect¬ 
ing  deteriorated,  obsolete,  and  underuti¬ 
lized  items. 
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(3)  A  standard  procedure  for  identifica¬ 
tion  of  potential  capital  budgeting 
projects,  estimation  of  project  benefits 
and  costs,  evaluation  of  proposed 
projects,  and  development  of  the  capital 
expenditure  budget  based  on  project  ac¬ 
ceptance  criteria. 

(4)  A  documented  review  and  approval 
process  which  assures  that  the  assump¬ 
tions  are  correct,  all  relevant  factors  have 
been  considered,  and  proposals  are  con¬ 
sistent  with  organization  objectives. 

(5)  A  systematic  follow-up  to  insure 
that  project  implement?  don  is  prompt 
and  within  estimated  rusts. 

(6)  A  system  for  tracking  and  compar¬ 
ing  planned  to  actual  benefits. 

14-603  Methods  for  Evaluating 
Capital  Investment  Proposals 

a.  A  capital  investment  evaluation  sys¬ 
tem  is  necessary  to  ensure  proposals  are 
evaluated  in  light  of  organizational  goals 
so  that  the  most  desirable  investments 
are  undertaken.  The  financial  attractive¬ 
ness  of  capital  investment  proposals  must 
be  judged  by  comparing  the  cost  (invest¬ 
ment)  required  with  the  benefit  (in¬ 
creased  revenues)  expected. 

b.  The  methods  commonly  used  to 
evaluate  capital  investment  proposals  are 
presented  below.  Depending  on  circum¬ 
stances,  some  methods  are  preferred  over 
others.  Auditors  should  refer  to  manage¬ 
rial  accounting  and  financial  text  books 
for  detailed  descriptions  as  to  how  these 
methods  are  applied  and  ensure  that  the 
method  selected  by  the  contractor  is 
appropriate  to  the  circumstances. 

14-603.1  Payback  Method 

The  payback  method  is  the  most  wide¬ 
ly  used  approach  to  capital  investment.  It 
measures  the  length  of  time  required  for 
the  flow  of  cash  benefits  produced  by  the 
investment  to  equal  the  original  cash 
outlay,  and  is  calculated  by  dividing  the 
original  cost  by  the  annual  cash  savings. 
The  resultant  calculated  payback  period 
is  usually  compared  to  a  predetermined 
payback  period  which  is  preferred  by  the 
company.  This  method  is  easy  to  use 
since  it  measures  the  project’s  desirability 
in  terms  of  quick  cash.  However,  it  does 


not  consider  the  time  value  of  money  or 
cash  flows  after  the  payback  period. 

14-603.2  Accounting  Rate  of  Return 
Method  (ARR) 

The  ARR  method  is  frequently  used.  It 
evaluates  a  project  by  computing  a  rate  of 
return  on  the  investment  using  account¬ 
ing  measures  of  net  income  rather  than 
cash  flow,  as  used  in  all  other  evaluation 
methods.  Annual  project  expenses  are 
subtracted  from  annual  revenues  of  the 
project;  the  resultant  amount  is  divided 
by  the  project  investment.  The  project 
investment  (investment  base)  may  be  the 
initial  cost  or  the  average  investment  for 
the  life  of  the  project.  Since  depreciation 
is  used  in  determining  income,  it  is 
considered  in  this  method.  The  ARR 
method  is  criticized  because  it  totally 
ignores  the  timing  of  cash  flows,  the 
duration  of  cash  flows  and  the  time  value 
of  money. 

14-603.3  Payback  Reciprocal 

This  method  is  a  simple  way  of  esti¬ 
mating  the  internal  rate  of  return.  It  is 
determined  by  dividing  1  by  the  payback 
period.  It  should  be  used  only  if  cash 
flows  are  expected  to  be  uniform  and  the 
life  of  the  project  is  at  leas*  *wice  ‘he 
payback  period;  otherwise  the  estimated 
internal  rate  of  return  is  very  poor. 

14-603.4  Discounted  Cash  Flow  Methods 

a.  All  discounted  cash  flow  methods 
are  based  on  the  time  value  of  money, 
meaning  that  an  amount  of  money  re¬ 
ceived  now  is  worth  more  than  an  equal 
amount  of  money  received  in  the  future. 
For  example,  if  money  can  be  invested  at 
6  percent  and  $100  dollars  is  invested 
now,  it  will  accumulate  to  $106  dollars  by 
the  end  of  one  year  ($100+4e$100X.06). 
Thus  $100  dollars  received  today  is 
worth  more  than  $100  dollars  received 
one  year  from  today.  The  time  value  of 
money  is  a  very  important  concept  in¬ 
volving  compound  interest. 

b.  To  simplify  the  process  of  evaluating 
proposals  using  discounted  cash  flows, 
the  assumption  is  often  made  that  any 
cash  flows  or  cost  savings  from  a  project 
occur  at  the  end  of  an  accounting  period. 
Although  the  assumption  is  sometimes 
unrealistic,  because  a  project  may  offer 
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cash  flows  or  cost  savings  throughout  the 
year  over  its  lifetime,  the  assumption 
simplifies  calculations  and  allows  the  use 
of  present  value  tables.  The  results  ob¬ 
tained  are  usually  close  enough  to  those 
that  might  be  obtained  by  more  realistic 
estimates  of  the  precise  timing  of  cash 
flows. 

c.  Some  technique  for  comparing 
present  values  is  necessary.  Accordingly, 
one  of  the  discounted  cash  flow  methods 
described  below  is  preferred.  However, 
the  methods  described  above  are  accept¬ 
able  provided  substantially  the  same  re¬ 
sults  are  achieved. 

(1)  Net  Present  Value  Method  (NPV). 
Under  the  NPV  method,  all  cash  inflows 
and  outflows  are  discounted  at  a  mini¬ 
mum  acceptable  rate  of  return,  which  is 
usually  the  firm’s  cost  of  capital.  The 
NPV  is  the  difference  between  the 
present  value  of  the  project  cash  inflows 
and  outflows  discounted  at  the  cost  of 
capital.  If  the  present  value  of  cash 
inflows  is  greater  than  the  present  value 
of  cash  outflows,  the  project  is  accept¬ 
able.  This  method  is  simple  to  use  and 
especially  convenient  for  non-uniform 
cash  flows  since  they  are  all  discounted  at 
the  firm’s  cost  of  capital. 

(2)  Internal  Rate  of  Return  (IRR).  The 
IRR  is  the  interest  rate  that  discounts  an 
investment’s  future  cash  flows  to  the 
present  so  that  the  present  value  of  those 
cash  flows  exactly  equals  the  cost  of  the 
investment.  It  is  not  given;  it  must  be 
computed.  Once  found,  management  can 
decide  whether  the  rate  is  high  enough  to 
warrant  acceptance  of  the  project.  Man¬ 
agement  must  have  a  minimum  accept¬ 
able  rate  of  return  in  mind,  below  which 
projects  are  not  acceptable.  The  IRR  can 
be  compared  to  the  cost  of  capital  which 
is  typically  expressed  as  an  interest  rate; 
an  IRR  greater  than  the  cost  of  capital 
should  be  considered  favorably  by  the 
contractor.  The  IRR  method  specifically 
addresses  the  time  value  of  money  and 
the  timing  of  cash  flows.  Depreciation 
plays  no  role  in  the  evaluation  of 
projects. 

(3)  Profitability  Index  (PI).  Other 
things  being  equal,  larger  investment  pro¬ 
posals  yield  larger  net  present  values.  The 
PI  is  the  ratio  of  the  present  value  of  the 
cash  inflows  to  the  present  value  of  the 


cash  outflows  (present  value  of  cash  ir  ■ 
flows  divided  by  the  present  value  of  cash 
outflows)  thereby  providing  a  basis  for 
comparison  between  projects  of  different 
sizes.  The  higher  the  profitability  index, 
the  more  desirable  the  project  in  terms  of 
return  per  dollar  of  investment. 

14-604  Audit  Objectives 

The  primary  objectives  of  the  auditor’s 
review  are  (1)  to  ascertain  that  the  con¬ 
tractor  has  a  reliable,  efficient  and  cost- 
effective  capital  asset  acquisition/leasing 
program;  (2)  to  report  any  significant 
deficiencies  in  the  program  or  practices 
to  responsible  contractor  and  govern¬ 
ment  procurement  representatives;  and 
(3)  recommend  improvements. 

14-605  Audit  Procedures 

The  audit  procedures  below  are  not 
intended  to  be  all  inclusive.  They  are 
designed  to  help  identify  those  contractor 
capital  investment  areas  where  improve¬ 
ments  are  needed.  These  procedures  in¬ 
clude  steps  to  determine  whether  the 
contractor  has  the  necessary  policies  and 
procedures  to  identify  and  impLi.ient 
capital  investments  on  a  timely  and  cost- 
effective  basis. 

a.  Review  Board  of  Directors  or  other 
management  level  minutes  for  discus¬ 
sions  on  proposed  and/or  considered  ca¬ 
pital  investments  and  ascertain  rationale 
for  acceptance  or  disapprovals.  Be  alert 
to  circumstances  where  management  may 
be  so  engrossed  in  improving  the  econo¬ 
my  and  efficiency  of  commercial  seg¬ 
ments  that  government  segments  are  not 
accorded  adequate  attention. 

b.  Examine  contractor  budgets  and 
forecasts  for  information  on  capital  in¬ 
vestment  planning. 

c.  Review  budget  committee  minutes 
for  proposed  capital  investments;  ascer¬ 
tain  company  rationale  for  selection,  al¬ 
ternatives,  or  rejection  of  acquisitions. 

d.  Scrutinize  capital  expenditures  for 
equipment  to  be  used  primarily  on  gov¬ 
ernment  contracts.  Be  alert  for  instances 
where  capital  equipment  acquired  for  use 
on  government  contracts  is  later  trans¬ 
ferred  to  a  commercial  division  after  the 
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costs  have  been  substantially  recovered 
over  a  relatively  short  period  of  time. 

e.  Ascertain  if  the  contractor’s  organi¬ 
zation  is  staffed  with  personnel  who  have 
capital  investment  decision  authority  and 
responsibility. 

f.  Review  the  contractor’s  capital  in¬ 
vestment  program  to  determine  that  it 
provides  for  a  continuing  input  regarding 
existing  asset  utilization  and  new  invest¬ 
ment  opportunities. 

g.  Verify  that  there  are  established 
procedures  for  the  preparation  and  docu¬ 
mentation  of  economic  analysis  for  all 
proposed  capital  investment  projects. 

h  Evaluate  the  economic  analysis  of 
sele.-;*  ;d  investment  proposals  using  the 
methods  described  in  14-603. 

i.  Determine  if  the  contractor  has  per¬ 
formed  studies  to  ascertain  plant  capabil¬ 
ity  and  whether  consideration  is  given  to 
making  rather  than  buying,  at  less  cost,  if 
the  contractor  acquired  additional  equip¬ 
ment. 

J.  Determine  whether  the  contractor  is 
reviewing  selected  items  of  machinery 
and  equipment  for  excessive  down  time 
which  may  indicate  a  need  for  overhaul 
or  replacement. 

k.  Assure  that  the  contractor  is  review¬ 
ing  circumstances  leading  to  production 
bottle-necks  from  an  obsolete  equipment 
perspective. 

l.  Ascertain  if  the  contractor  is  review¬ 
ing  large  backlogs  to  assure  that  they  do 
not  result  from  insufficient  capital  equip¬ 
ment  to  meet  the  current  level  of  business 
activity. 

m.  Determine  whether  the  contractor 
is  reviewing  plant  and  equipment  ledgers 
to  establish  the  age  of  existing  equipment 
and  the  frequency  of  its  replacement. 

n.  Determine  if  the  contractor  is  exa¬ 
mining  inaintenance  and  repair  costs  for 
selected  items  of  equipment  and  ascer¬ 
tain  whether  decisions  are  being  made 
regarding  the  economy  of  continued  re¬ 
pair  as  opposed  to  the  long  run  economy 
of  replacement. 

0.  Determine  if  the  contractor’s  proce¬ 
dures  for  identifying  deteriorated  or  ob¬ 


solete  equipment  are  effective  and  that 
recommendations  for  replacement  are 
appropriately  carried  out. 

p.  Ascertain  whether  the  contractor 
reviews  usage  records  in  order  to  deter¬ 
mine  if  equipment  is  being  fully  utilized. 
Should  extensive  idleness  exist,  make 
certain  the  condition  is  noted  for  follow¬ 
up  with  the  ACO/plant  representative.  A 
technical  review  should  be  requested  to 
determine  whether  the  equipment  is  ex¬ 
cess  to  the  contractor’s  needs. 

q.  Review  the  contractor’s  system  for 
evaluating  scrap  and  rework  accounts  to 
assure  that  such  costs  are  not  a  result  of 
improper  or  inadequate  capital  equip¬ 
ment. 

r.  Determine  if  the  contractor  is  regu¬ 
larly  reviewing  procedures  for  controlling 
the  handling  of  material,  tools,  and 
equipment  to  establish  whether  excessive 
losses  may  be  averted  by  investment  in 
an  improved  materials  control  system, 
e.g.,  counting  devices,  measuring  devices, 
and  material  handling  equipment. 

s.  Consult  with  contractor  cost  ac¬ 
countants  and  industrial  engineers  to 
determine  if,  they  have  submitted  sound 
investment  ideas  which  were  not  ap¬ 
proved  by  management.  Review  and 
evaluate  management’s  reasons  for  re¬ 
jecting  these  ideas.  Ideas  with  merit 
should  be  pursued  with  contractor  man¬ 
agement  and  the  ACO. 

t.  Be  alert  for  capital  investment  op¬ 
portunities  during  peramDulation. 

14-606  Coordination  with  ACO 

In  view  of  the  technical  aspects  in¬ 
volved  in  most  capital  investment  re¬ 
views  it  is  essential  that  audit  plans  be 
coordinated  with  the  ACO  (see  14-400 
for  government  property  and  H-203). 
Also,  recommendations  should  be  coor¬ 
dinated  with  the/ ACO  for  technical  feasi¬ 
bility  as  w'ell  as  cost  savings  and  in¬ 
creased  productivity.  A  joint  recommen¬ 
dation  by  the  ACO’s  representative  and 
the  auditor  will  probably  receive  more 
favorable  consideration  by  both  the  con¬ 
tractor  and  the  ACO. 
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I  14-6S1  Supplement  —  Industrial  Modernization  Incentive  Program  (iMIP) 


a.  Origins 

On  2  November  1982  the  Deputy 
Secretary  of  Defense  announced  the  test 
of  IMIP,  a  program  to  encourage  contrac¬ 
tor  capital  investments  to  enhance  pro¬ 
ductivity.  This  program  supported  DoD 
Acquisition  Improvement  Program  Initi¬ 
ative  No.  5,  “Encourage  Capital  Invest¬ 
ment  to  Enhance  Productivity.” 

IMIP  emanated  from  the  Tri-Service 
Committee  for  Improving  Industrial  Pro¬ 
ductivity.  The  Committee  was  formed  in 
March  1982  to  combine  the  Militaiy 
Departments’  views  on  DoD  policy  for 
the  Service  programs  known  as  “Tech¬ 
nology  Modernization”  (TechMod)  (Air 
Force)  and  “Industrial  Productivity  Im¬ 
provement”  (Army).  TechMod  started 
during  1978  when  General  Dynamics 
and  the  USAF  agreed  to  a  program  of 
technology  modernization  to  increase 
productivity  and  lower  costs  of  the  F-16 
fighter  aircraft. 

b.  Program  Description 

IMIP  represents  a  joint  venture  be¬ 
tween  the  government  and  industry  to 
accelerate  the  implementation  of  modem 
equipment  and  management  techniques 
in  the  defense  industrial  base.  In  simple 
words,  under  IMIP,  the  government  can 
provide  incentives  to  motivate  a  concrac- 
tor  to  invest  its  own  funds  for  capital 
expenditures,  which  will  result  in  reduced 
acquisition  costs.  The  short  term  objec¬ 
tive  is  to  reduce  costs  and  lead  times,  and 
increase  the  quality  of  products  through 
efficient  production  capability.  The  long 
term  objective  is  to  have  a  healthy  and 
strong  industrial  base  to  meet  surge  and 
mobilization  requirements  should  a  con¬ 
flict  or  war  arise. 

IMIPs  are  to  be  implemented  in  an 
environment  where  competitive  market 
forces  are  insulTicient  to  foster  indepen¬ 
dent  contractor  modernization  and  sig¬ 
nificant  benefits  such  as  cost  reduction, 
elimination  of  production  bottlenecks, 
improved  quality  and  reliability,  and 
improved  production  capability  can  be 
expected  to  aceme  to  the  government. 
This  program  is  applicable  only  to  those 
capital  investment  areas  that  are  not 
required  to  meet  current  contractual 


commitments.  IMIP  is  to  motivate  the 
contractor  to  invest  in  facilities  moderni¬ 
zation  and  to  undertake  related  produc¬ 
tivity  improvement  efforts  that  the  con¬ 
tractor  would  not  have  otherwise  under¬ 
taken  or  to  invest  earlier  than  it  other¬ 
wise  would  have  done.  The  program 
provides  for  the  dissemination  to  third 
parties  of  technology  developed  as  part  of 
IMIP  projects. 

c.  Program  Structure 

There  are  two  basic  IM'P  categories. 
Modernization  Investment.  Projects 
(MIPs)  and  Modernization  Efficiency 
Projects  (MEPs).  In  the  past  the  govern¬ 
ment  has  placed  emphasis  on  the  MIPs. 
These  projects  are  heavily  dependent 
upon  contractor  capital  investments,  i.e., 
equipment  and  facilities.  MEPs  are  those 
projects  that  enhance  contractor  produc¬ 
tivity  without  requiring  significant  capi¬ 
tal  investment,  such  as  plant  rearrange¬ 
ment  and  integration  of  management 
information  systems. 

IMIP  is  accomplished  in  three  phases. 
The  first  phase  is  the  “top-down  factory 
analysis.”  This  analysis  provides  an  eval¬ 
uation  of  the  needs  for  the  overall  facility 
and  identifies  potential  opportunities  for 
the  application  of  current  manufacturing 
technologies.  A  thorough  Phase  I  analysis 
is  critical  to  the  success  of  an  IMIP 
because  of  the  necessity  to  identify  all 
critical  production  constraints  or  bottle¬ 
necks.  Phase  II  is  the  development  of  the 
enabling  technologies  and  design  of  the 
factory  modernization  enhancements. 
Phase  II  establishes  implementation 
plans,  specifies  equipment  requirements, 
and  validates  specific  applications 
through  method  demonstration  and  pro¬ 
totyping.  If  the  demonstration  of  the 
technical  feasibility  of  the  IMIP  project  is 
successful  at  the  conclusion  of  Phase  II, 
approval  is  granted  to  enter  Phase  III. 
Phase  III  represents  the  implementation 
of  the  IMIP  which  includes  the  contrac¬ 
tor  purchase  and  installation  of  capital 
equipment  and  the  implementation  of 
management  procedures  to  support  the 
new  manufacturing  processes. 

The  government  uses  two  basic  types 
of  incentives  to  encourage  contractor 
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investment:  productivity  savings  rewards 
and  contractor  investment  protection.  A 
productivity  savings  reward  (PSR)  is  the 
primary  IMIP  contract  incentive  and  is 
the  portion  of  the  IMIP  savings/cost 
avoidances  shared  with  the  contractor. 
The  PSR  does  not  constitute  fee.  Con¬ 
tractor  investment  protection  consists  of 
guarantees  of  continued  government 
business  to  support  the  investment  and 
may  include  an  agreement  by  the  govern¬ 
ment  to  purchase  the  equipment  at  stated 
amounts  if  government  business  does  not 
reach  agreed-to  levels. 

d.  Applicable  Regulations 

DoD  Directive  5000.44,  dated  16  April 
1986  establishes  DoD  policy  covering 
IMIP  and  assigns  implementation  re¬ 
sponsibilities  to  the  Ofilce  of  the  Secre- 
taiy  of  Defense,  the  Military  Depart¬ 
ment  and  the  Defense  Agencies.  The 
Directive,  and  its  transmittal  memoran¬ 
dum  signed  by  Deputy  Secretary  Taft 
directs  the  Secretaries  of  the  Military 
Departments  and  the  Directors  of  DCAA 
and  DLA  to  foster  broader  implementa¬ 
tion  and  “follow  through”  on  the  pro¬ 
gram  to  fully  realize  the  benefits  of  IMIP 
and  to  contribute  to  a  more  efficient  and 
modem  industrial  base.  DoD  Guide 
5000.44-G,  “Industrial  Modernization 
Incentives  Program  (IMIP),”  contains 
the  detailed  criteria,  procedures  and 
guidance  for  IMIP  implementation. 

e.  Audit  Evaluation 


Contract  auditors  are  w'ell  suited  by 
training  and  experience  to  assist  in  the 
effective  implementation  of  individual 
IMIPs.  Individual  IMIPs  are  important 
to  contract  auditors  in  their  roles.  IMIPs 
may  drastically  revise  the  ways  in  which 
contractors  make  their  products,  which 
will  certainly  change  the  makeup  of  the 
costs  of  those  products.  Since  contract 
auditors  analyze  the  estimated  costs  in 
proposals,  they  must  keep  themselves 
informed  of  major  changes  in  the  ways 
products  are  produced. 

Although  the  Directive  does  not  set 
forth  specific  responsibilities  for  DCAA. 
it  does  direct  DoD  Acquisition  Compo¬ 
nents  to  “Involve  the  contract  adminis¬ 
tration  organizations  and  the  Defense 
Contract  Audit  Agency  to  support  the 
IMIP  lead  procurement  office  efforts 
upon  initiating  the  IMIP  process.” 
DCAA  IMIP  audit  support  will  include 
but  not  be  limited  to: 

1.  Verifying  rates  and  factors  used  in 
rough  order-of-magnitude  Phase  1  pro¬ 
posals. 

2.  Providing  advice  on  the  reliability  of 
proposed  systems  for  benefits  tracking. 

3.  Advising  on  contractors’  capital 
budgeting  systems  and  plans. 

4.  Reviewing  proposed  capital  invest¬ 
ment  projects. 

5.  Assisting  in  post-implementation 
assessments. 

6.  Reviewing  applications  of  the  Pro¬ 
ductivity  Savings  Rewards  (PSR)  factor. 
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14-700  Section  7  —  Review  of  Production  Scheduling  and  Control 


14-701  Introduction 

This  section  contains  audit  guidance 
for  the  review  of  the  contractor’s  produc¬ 
tion  scheduling  and  control,  which  com¬ 
prise  the  basic  system  and  management 
procedures  for  planning,  scheduling,  and 
control  of  the  day-to-day  operations  and 
for  the  coordination  of  the  material, 
labor,  and  facilities  required.  The  con¬ 
tractor’s  system  of  production  scheduling 
and  control  has  a  substantial  impact  on 
the  cost  incurred  and  therefore  requires 
some  attention.  Audit  reviews  and  evalu¬ 
ations  of  this  kind  must  be  closely  coordi¬ 
nated  with  other  government  personnel 
having  responsibilities  in  this  phase  of 
the  contractor’s  operations. 

14-702  General 

Production  scheduling  and  control 
comprise  the  contractor’s  basic  system 
and  management  procedures  for  plan¬ 
ning,  scheduling,  and  the  control  of  the 
day-to-day  operations  and  for  the  coordi¬ 
nation  of  the  material,  labor,  and  facili¬ 
ties  required.  The  contractor’s  system  of 
production  scheduling  and  control 
should  provide  for  the  continuous  man¬ 
agement  control  and  appraisal  of  the 
work  performed.  The  objective  in  the 
review  and  evaluation  of  the  system  is  to 
determine  whether  the  controls  effective¬ 
ly  enable  the  contractor  to  obtain  and  use 
material,  labor,  and  facilities  so  that 
production  goals  and  contract  delivery 
schedules  are  met  efficiently  and  eco¬ 
nomically.  Duplication  of  the  efforts  of 
others  should  be  avoided  where  possible, 
and  full  use  should  be  made  of  the  results 
of  reviews  performed  by  production  spe¬ 
cialists  or  other  contract  administration 
personnel.  Where  appropriate,  the  audi¬ 
tor’s  review  and  evaluation  should  be 
coordinated  with  other  government  per¬ 
sonnel  having  responsibilities  in  this 
phase  of  the  contractor’s  operations. 

14-703  Review  Objective 

The  objective  in  the  review  and  evalu¬ 
ation  of  the  system  is  to  determine 
whether  the  controls  effectively  enable 


the  contractor  to  obtain  and  use  material, 
labor,  and  facilities  so  that  production 
goals  and  contract  delivery  schedules  are 
met  efficiently  and  economically. 

14-704  Review  Procedures 

a.  Review  of  Organization.  The  auditor 
should  obtain,  where  available,  or  pre¬ 
pare  independently,  organizational  charts 
reflecting  the  contractor’s  operating  ele¬ 
ments  engaged  in  production  control  ac¬ 
tivities.  Based  on  evaluation,  personal 
observations,  and  discussions  with  con¬ 
tractor  personnel  the  auditor  should  de¬ 
termine  whether  (1)  responsibilities  for 
the  various  aspects  of  the  production 
control  have  been  assigned  to  organiza¬ 
tional  elements  and  specific  individuals, 
and  (2)  the  various  aspects  of  production 
control  have  been  organized  to  promote 
efficient  performance  of  these  functions. 

b.  Evaluation  of  Procedures.  The  audi¬ 
tor  should  evaluate  the  production  con¬ 
trol  procedures  for  overall  adequacy  of 
coverage  in  the  areas  listed  below: 

(1)  Preparation  of  master  production 
schedules.  These  schedules  should  reflect 
the  production  period  starting  and  com¬ 
pletion  dates  for  each  manufactured  com¬ 
ponent,  subassembly,  and  final  assembly 
so  that  plant  delivery  requirements  can 
be  established  for  raw  materials  and 
subcontract  components.  Master  produc¬ 
tion  schedules  are  also  used  for  produc¬ 
tion  control  activities  related  to  engineer¬ 
ing  labor,  manufacturing  labor,  and  facil¬ 
ity  requirements  and  utilization. 

(2)  Preparation  and  distribution  of 
periodic  production  reports  to  manage¬ 
ment  during  contract  performance.  These 
reports  should  disclose  the  status  of  oper¬ 
ations  and  areas  of  difficulty  if  estab¬ 
lished  production  goals  are  not  being 
met. 

(3)  Revision  of  production  and  opera¬ 
tional  plans  and  schedules  for  contract 
changes  and  modifications  processed 
during  the  period  of  contract  perfor¬ 
mance.  The  prompt  processing  of  revi¬ 
sions  to  production  plans  and  schedules 
on  the  basis  of  such  contract  changes  is 
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an  important  factor  in  minimizing  result¬ 
ing  additional  costs. 

14-705  Testing  the  Procedures 

Guidance  with  respect  to  the  evalu¬ 
ation  of  material  and  labor  is  in  6-300 
and  6-400.  The  following  paragraphs  con¬ 
tain  additional  guidelines  for  testing  pro¬ 
cedures  relating  to  production  scheduling 
and  control. 

14-705.1  Material 

The  auditor  should  consider  the  audit 
steps  listed  below  as  the  basis  for  devel¬ 
oping  an  audit  program; 

a.  Evaluate  the  procedures  used  for  the 
preparation  of  detailed  bills  of  material 
and  other  media  which  show  the  individ¬ 
ual  raw  materials,  common  items,  and 
purchased  parts  required  for  the  end 
Item;  and  evaluate  the  time  schedules 
which  indicate  when  these  items  are 
required  at  the  production  line. 

b.  Evaluate  the  reliability  and  timeli¬ 
ness  of  the  procedures  for  the  preparation 
of  work  orders,  job  orders,  and  other 
production  authorizations.  These  autho¬ 
rizations  are  issued  to  production  super¬ 
visory  personnel  as  authority  for  work 
performance  and  usually  contain  a  listing 
of  materials  to  be  used  in  the  manufac¬ 
ture  and  assembly  processes;  any  discre¬ 
pancies  between  material  requirements 
and  the  quantities  actually  received 
should  be  apparent. 

c.  Review  the  procedures  for  the  coor¬ 
dination  of  procurement,  engineering, 
manufacturing,  and  other  functions  with¬ 
in  the  contractor’s  plant  to  ascertain 
whether  all  problem  areas  with  respect  to 
delinquent  deliveries  by  suppliers  and 
subcontractors,  substandard  items,  pro¬ 
duction  breakdowns,  quantity  cutbacks, 
and  specification  changes  are  properly 
coordinated  for  management’s  attention 
and  solution.  Changes  in  decisions  in¬ 
volving  materials  from  in-house  manu¬ 
facture  (make)  to  subcontract  procure¬ 
ment  (buy)  without  proper  coordination 
may  re.sult  in  both  the  manufacture  and 
procurement  of  the  same  item  to  meet  a 
single  requirement. 

d.  Review  the  production  control  re¬ 
ports  prepared  for  management  for  the 
status  and  effectiveness  of  material  oper¬ 


ations.  Those  items  which  appear  to 
deviate  from  the  established  norm  should 
receive  further  review  emphasis. 

14-705.2  Production  Control  Activities 

The  review  steps  listed  below  should  be 
considered  for  inclusion  in  the  audit 
program: 

a.  Verify  the  effectiveness  of  the  con¬ 
tractor’s  production  control  procedures 
for  material  by  selectively  testing  the 
application  of  these  procedures  to  partic¬ 
ular  contracts  and  associated  component 
parts. 

b.  Review  the  documentation  of  a 
number  of  selected  items  to  ascertain 
whether  requirements  were  properly  de¬ 
termined  and  scheduled  for  either  receipt 
or  manufacture  in  accordance  with  the 
master  production  plan  for  the  overall 
contract. 

c.  Trace  the  sequence  of  the  selected 
items  in  b.  above  with  the  applicable 
documentation  througli  production  con¬ 
trol  and,  for  those  items  purchased, 
through  procurement,  receiving  and  in¬ 
spection,  storage,  issue,  and  the  manufac¬ 
turing  process.  Ascertain  whether  the 
production  cycle  was  accomplished  in 
accordance  with  the  established  sched¬ 
ules  and  whether  the  schedules  were 
properly  developed.  When  the  scheduled 
sequence  of  material  was  not  timely, 
determine  whether  the  delays  were  re¬ 
ported  to  management  and  whether  ac¬ 
tion  taken  corrected  the  problem  or 
whether  the  production  schedule  was 
revised. 

d.  When  contract  changes  have  oc¬ 
curred,  review  the  production  control 
procedures  to  determine  whether  timely 
and  appropriate  action  was  taken  to 
revise  the  production  control  schedules 
and  plans  to  accommodate  the  contract 
changes.  Also  determine  whether  the  re¬ 
vised  plans  were  furnished  to  all  interest¬ 
ed  company  activities  as  soon  as  possible 
so  that  the  cost  of  contract  changes  could 
be  kept  to  a  minimum. 

14-705.3  Progress  Planning 

This  subparagraph  makes  reference  to 
such  terms  as  “master  release  schedules,” 
“master  plan,”  and  “engineering  parts 
list.”  When  these  terms  are  used,  the 
auditor  should  be  aware  that  the  specific 
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terms  may  not  be  applicable  to  a  particu¬ 
lar  contractor,  but  similar  controls  should 
be  in  effect,  and  the  audit  procedures  will 
be  equally  applicable.  The  following  au¬ 
dit  steps  should  be  considered  as  a  mini¬ 
mum  during  the  review  of  the  progress 
planning  activity; 

a.  Evaluate  the  method  used  to  tran¬ 
scribe  or  convert  the  data  from  the  engi¬ 
neering  package  to  the  production  plan¬ 
ning  report.  Examine  the  controls  and 
procedures  for  developing  the  data  in  the 
engineering  package  from  which  make- 
or-buy  deci?::ons  are  made. 

b.  Select  a  number  of  master  release 
schedules  related  to  the  contract  <'nd  item 
and  compare  with  the  corresponding  en¬ 
gineering  parts  lists.  When  deviations 
exist,  determine  the  reasons  for  the  devi¬ 
ations  and  the  effect  on  production,  and 
ascertain  the  reasonableness  of  added 
costs  required  to  make  the  changes. 

c.  Schedule  the  time  phasing  between 
the  date  the  engineering  package  was 
received  from  the  engineering  section 
and  the  da*e  the  master  release  schedule 
was  reproduced  and  distributed.  Inordi¬ 
nate  time  lags  should  be  reviewed,  and 
further  audit  effort  should  be  accorded 
those  situations  where  significant  differ¬ 
ences  exist  between  the  planned  time  and 
the  actual  time  experienced. 

d.  Determine  whether  all  excess  parts 
applicable  to  canceled  assemblies  are 
removed  promptly  from  the  engineering 
parts  list. 

e.  Determine  whether  the  production 
planning  report  is  maintained  on  a  cur¬ 
rent  basis  and  contains  additions  and 
deletions  resulting  from  engineering 
changes. 

14-705.4  Release  of  Shop  Orders 

The  procedures  listed  below  should  be 
considered  for  inclusion  in  the  audit 
program: 

a.  Evaluate  the  contractor’s  procedures 
for  (1)  analyzing  the  data  on  the  master 
release  schedule  (are  the  controls  and 
methods  used  adequate  for  the  prepara¬ 
tion  of  shop  orders),  (2)  determining 
quantities  to  be  produced  on  each  shop 
order  to  provide  lot  costs  on  a  timely 
basis,  and  (3)  coordinating  the  release  of 
shop  orders  to  ensure  contract  end  items 
unit  costs  on  a  timely  basis. 


b.  Select  a  number  of  completed  shop 
orders  and: 

(1)  Determine  the  propriety  of  the  cost 
codes  by  comparing  them  with  the  master 
cost  code. 

(2)  Schedule  and  compare  the  actual 
operation  time  with  the  standard  time 
and  investigate  significant  variances  for 
shop  overloading,  production  delays,  and 
the  effect  of  such  delays  or  other  failures 
to  meet  planned  schedules. 

(3)  Determine  causes  and  reasonable¬ 
ness  of  variations  in  actual  production 
from  scheduled  production,  such  as  (i) 
failure  to  receive  materials  on  time,  (ii) 
machine  breakdowns,  (iii)  improper  dis¬ 
patching,  (iv)  nonavailability  of  special 
tools,  or  (v)  employee  absenteeism. 

(4)  Review  shop  orders  reflecting  small 
unit  quantity  releases,  emphasizing  those 
units  in  which  the  relationship  of  setup 
time  to  actual  production  time  appears 
disproportionate,  and  review  the  contrac¬ 
tor’s  efforts  to  determine  economical  lot 
size  releases  and  the  manner  in  which 
small  lot  sizes  are  consolidated  for  more 
economical  runs. 

(5)  Determine  that  rework  of  defective 
materials  received  from  vendors  is  prop¬ 
erly  authorized  and  approved. 

14-705.5  Shop  Forecasting  and  Loading 

The  procedures  which  follow  should  be 
considered  for  inclusion  in  the  audit 
program: 

a.  Review  and  evaluate  the  procedures 
and  methods  used  to  determine  produc¬ 
tion  capacity,  machine  output,  and  shop 
loading.  Determine  whether  the  informa¬ 
tion  made  available  for  forecasting  shop 
production  is  realistic.  Review  all  re¬ 
ports,  charts,  and  records  used  to  com¬ 
pare  the  actual  production  loading  with 
the  forecast  and  determine  whether  the 
data  used  for  the  contracts  under  review 
are  current  and  reliable. 

b.  Compare  the  production  load  fore¬ 
cast  charts  with  actuals  for  selected  de¬ 
partments  to  determine  the  extent  that 
peaks  and  valleys  occur  for  the  operation 
over  an  extended  period  of  time.  When 
production  peaks  and  valleys  persist, 
determine  the  action  taken,  if  any,  partic¬ 
ularly  if  the  situation  is  the  result  of 
loading  factors. 
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c.  Review  and  evaluate  the  loading 
factor  used  for  machine  utilization  and 
compare  with  actual  utilization  records 
to  determine  the  extent  of  machine  id¬ 
leness.  Emphasis  should  be  accorded  idle 
time  resulting  from  improper  loading 
practices  involving  the  more  expensive 


machines.  Further,  consideration  should 
be  accorded  idle  machine  time  caused  by 
factors  such  as  repairs,  employee  absen¬ 
teeism,  nonavailability  of  tools  or  fix¬ 
tures,  or  delays  occasioned  by  untimely 
material  deliveries. 
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I  14-800  Section  11  —  Advanced  Cost  Management  Systems  (ACMS) 


14-801  Introduction 

a.  This  section  provides  guidance  con¬ 
cerning  the  effect  of  technological  ad¬ 
vancements  in  manufacturing  on  cost 
accounting  systems  and  contractor’s  ef¬ 
forts  to  implement  an  Advanced  Cost 
Management  System  (ACMS).  As  audi¬ 
tors  review  costs  incurred  on  contracts 
and  evaluate  estimates  of  costs  support¬ 
ing  price  proposals,  they  should  be  aware 
of  the  implications  of  technological  mod¬ 
ernization  and  ACMS. 

b.  ACMS  can  affect  reviews  of  costs 
incurred  on  contracts  and  estimates  of 
costs  supporting  price  proposals.  Specific 
guidance  related  to  these  areas  appears  in 
Chapters  5,  6,  and  9  with  appropriate 
notations  referencing  ACMS.  It  is  impor¬ 
tant  to  develop  a  better  understanding  of 
the  contractor’s  manufacturing  processes 
and  monitor  the  trends  in  manufacturing 
practices  and  processes.  Therefore,  audi¬ 
tors  should  tour  contractor  manufactur¬ 
ing  facilities  periodically. 

14-802  Description  of  Technologicai 
Modernization 

Technological  modernization  involves 
the  introduction  or  continuing  process  of 
imnlementing  a  machine  orientation  on 
the  manufacturing  floor.  Technological 
modernization  is  not  just  a  humanless, 
robotic,  lights-out  factory'  U  can  be  a 
gradual  process  toward  a  machine  orien¬ 
tation  of  the  factory  floor.  Examples  are 
the  use  of  common  numeric  control  ma¬ 
chines  and  machine  cells  and  the  evolu¬ 
tion  of  technical  processes  that  can  re¬ 
duce  labor  hours  and  equipment  hoars  in 
developing  a  better  product. 

14-803  Indicators  of  Technological 
Modernization 

Auditors  should  be  aware  of  the  follow¬ 
ing  factors  which  may  indicate  the  pres¬ 
ence  of  technological  modernization: 

a.  Changing  cost  patterns  (e.g.,  a  shift 
from  direct  to  indirect  costs). 

b.  Introduction  of  major  new  products 
and  program  requirements. 


c.  Increased  competition. 

d.  Increased  capital  expenditures. 

e.  Introduction  of  new  high-efficiency 
machines. 

f.  Introduction  of  islands  of  automa¬ 
tion  (i.e.,  computer-controlled  sections  of 
the  manufacturing  process  with  little  or 
no  human  involvement). 

g.  Introduction  of  new  technologies. 

h.  Introduction  of  new,  more  sophisti¬ 
cated  information  systems. 

i.  Increased  expenditures  for  manufac¬ 
turing  and  production  engineering. 

14-804  Effect  of  Technological 
Modernization 

a.  Some  contractors  are  accomplishing 
substantial  technological  advancements 
on  the  factory  floor.  These  advancements 
(in  machineiy,  processes,  and  practices) 
can  change  how  products  are  made  and 
can  cause  changes  to  the  flow  of  costs. 
Technological  advancements  should  re¬ 
duce  the  amount  of  direct  labor.  In 
addition,  large  expenditures  are  often 
required  to  purchase  advanced  equip¬ 
ment  which  can  increase  the  amount  of 
depreciation  and  consequently  the  over¬ 
head  pool  expense.  Thus,  if  direct  labor 
comprises  the  allocation  base  for  the 
manufacturing  overhead  pool,  a  declin¬ 
ing  labor  base  combined  with  an  increas¬ 
ing  overhead  pod  will  cau«e  a  significant¬ 
ly  higher  overhead  laie. 

b.  As  technology  has  evolved,  cost 
accounting  systems  have  not  always  kept 
pace.  Technological  advancements  can 
higlilight  accounting  system  weaknesses 
that  result  in  inconsistent  and  inequitable 
cost  accounting  representations  and  allo¬ 
cations.  Accordingly,  the  effect  of  techno¬ 
logical  modernization  on  contract  costs 
must  be  :irefully  evaluated. 

c.  If  the  cost  accounting  system  does 
not  keep  pace,  the  following  potential 
problem.s  may  increase  costs  to  the  gov¬ 
ernment: 

(1)  Products  are  not  costed  accurately. 

(2)  Costs  are  not  allocated  accurately. 

(3)  Existing  products  support  the  cost 
associated  with  developing  future  prod¬ 
uct  technology. 
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(4)  Improved  manufacturing  opera¬ 
tions  and  technological  advancements 
are  not  reflected  in  the  cost  estimating 
systems  on  a  timely  basis. 

(5)  The  current  accounting  system  does 
not  support  equipment/technological  in¬ 
vestment  justification,  i.e.,  savings  be¬ 
yond  time  and  material,  such  as  reduced 
cycle  time,  scrap,  rework,  and  quality. 

14-805  Deflnition  of  an  ACMS 

a.  The  main  objective  of  an  ACMS  is  to 
achieve  better  information  to  determine 
product  cost  so  that  management  can 
make  business  decisions  based  upon 
more  accurate  information. 

b.  A  fully  develo{3ed  ACMS  is  an 
integrated  system  which  operates  from 
one  database  and  is  capable  of  supporting 
cost  management  functions  such  as  prod¬ 
uct  cost  reporting,  performance  measure¬ 
ment,  investment  justification,  and  life- 
cycle  reporting  (see  below  for  additional 
discussion  of  terms).  In  most  cases, 
ACMS  initiatives  arc  not  a  revolution; 
i.e.,  they  are  not  developed  and  imple¬ 
mented  overnight.  ACMS  initiatives,  for 
the  most  part,  are  an  evolution.  Contrac¬ 
tors  will  continue  to  evolve  their  account¬ 
ing  systems  in  various  stages  of  progress 
during  the  journey  to  an  ACMS.  ACMS 
initiatives  also  encompass  various  ac¬ 
counting  concepts,  such  as  activity  based 
costing  (ABC),  which  focuses  the  assign¬ 
ment  of  costs  to  the  activities  of  a  busi¬ 
ness.  The  first  stages  of  ACMS  imple¬ 
mentation  can  be  as  simple  as  a  reexami¬ 
nation  of  cost  pools  and  allocation  bases. 

c.  Some  points  which  are  critical  to 
understanding  ACMS  are  identified  as 
follows: 

(1)  Activities  are  those  actions  needed 
to  achieve  the  goal  and  objectives  of  the 
function. 

(2)  Product  :os(  reporting  can  be 
viewed  as  identifying  the  cost  of  perform¬ 
ing  significant  activities  of  the  business. 

(3)  The  goal  of  performance  measure¬ 
ment  is  to  determine  the  efficiency  and 
effectiveness  of  activities. 

(4)  The  purpose  of  investment  manage¬ 
ment  is  to  identify,  evaluate,  and  imple¬ 
ment  new  activities,  or  alternatives  for 
perfoiming  existing  ones,  to  improve  the 

I  future  performance  of  the  firm. 


(5)  Life-cycle  costing  is  the  accumula¬ 
tion  of  costs  for  activities  that  occur  over 
the  entire  life  cycle  of  a  product,  from 
inception  to  abandonment  by  the  manu¬ 
facturer  and  consumer. 

14-806  Role  of  the  Auditor 

a.  The  auditor,  in  his  or  her  advisory 
accounting  capacity,  should  evaluate  the 
adequacy  and  compliance  of  the  pro¬ 
posed  accounting  change  to  implement 
an  ACMS  in  accordance  with  current 
regulations  using  materiality  and  risk 
criteria.  In  fact,  auditors  should  encour¬ 
age  contractor  consideration  of  govern¬ 
ment  needs  beyond  minimum  adequacy. 
Contractors,  making  changes  for  their 
own  needs,  are  often  receptive  to  consid¬ 
ering  customer  needs  that  they  could 
readily  accommodate  and  which  they 
might  otherwise  ignore. 

b.  The  establishment  of  an  early  and 
effective  dialogue  between  the  contractor 
and  the  government  about  the  planned 
ACMS  is  essential  to  successful  imple¬ 
mentation.  This  dialogue  should  begin 
after  the  feasibility  study  but  before  the 
system  design.  At  a  minimum,  contrac¬ 
tors  with  CAS-covered  contracts  must 
notify  the  government  at  least  60  days 
prior  to  a  voluntary  change  to  an  ac¬ 
counting  practice  (or  on  a  mutually  agree¬ 
able  date)  as  required  by  FAR  52.230- 
5(a)(2).  In  the  beginning,  the  contractor 
will  typically  brief  the  government  repre¬ 
sentatives  about  reasons  for  the  change, 
description  of  the  new  system,  the  imple¬ 
mentation  plan,  and  the  timetable  for 
implementation.  If  the  auditor  hears 
about  the  proposed  transition  through 
alternative  sources  (for  example,  the 
company  newspaper),  the  auditor  should 
raise  the  question  with  the  contractor  as 
soon  as  possible. 

c.  Auditors  should  monitor  the  con¬ 
tractor’s  progress  as  the  change  evolves. 
Monitoring  the  transition  progress  entails 
meeting  with  the  contractor  for  periodic 
briefings  which  focus  on  the  system  re¬ 
quirements  and  capabilities,  implementa¬ 
tion  plans,  and  proposed  timc‘able;  fact¬ 
finding  potential  issues;  discussing  audit 
concerns;  and  recommending  improve¬ 
ments  on  a  timely  basis.  Auditors  should 
be  proactive  and  take  the  initiative  to 
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make  the  contractor  aware  that  auditors 
are  available  for  periodic  progress  brief¬ 
ings.  In  addition,  if  the  internal  auditors 
are  not  acting  as  members  of  the  imple¬ 
mentation  team,  DCAA  auditors  should 
take  the  initiative  to  consult  with  them 
on  system  auditability.  When  auditors 
discuss  audit  concerns  and  issues,  they 
should  address  the  ability  of  the  system 
to  operate  in  the  government  contracting 
realm;  for  example,  audit  trails  and  sys¬ 
tem  controls.  Auditors  should  provide 
timely  input  as  they  foresee  possible 
ramifications  that  could  arise  from  the 
change. 

d.  It  is  the  contractor’s  responsibility  to 
design  and  develop  the  system.  Monitor¬ 
ing  the  transiti’'n  progress  should  not 
include  the  auditor  becoming  part  of  the 
creation  and  development  process  of  the 
system.  At  no  time  should  the  auditor 
take  on  any  specific  responsibility  for  the 
system  or  give  up  future  audit  rights 
when  the  system  starts  to  function. 

14-807  ACMS  EDP  Audit  Approach 

a.  The  best  and  most  logical  approach 
to  re' dewing  the  sophisticated  computer 

'  systems  which  underlie  an  ACMS  is  the 
establishment  of  a  team  comprised  of 
cognizant  FAO  auditors  (including  the 
EDP  specialist),  and,  whenever  appropri¬ 
ate,  the  regional  EDP  auditor  (with  TSC 
serving  as  technical  consultants).  This 
team  can  then  interface,  under  the  overall 
leadership  of  the  FAO  manager,  with  the 
contractor’s  own  implementation  team. 
If  support  of  the  regional  EDP  auditor  is 
needed,  that  support  should  be  orought 
into  the  process  at  the  earliest  possible 
time;  i.e.,  when  the  contractor  first  noti¬ 
fies  the  government  of  the  approved  plan 
for  a  new  system.  In  this  way,  the  EDP 
auditor  will  be  in  a  position  to  monitor 
significant  contractor  activities  in  this 
area  throughout  the  change  process.  It  is 
important  for  both  the  FAO  auditors  and 
the  regional  EDP  auditor  to  understand 
the  fundamental  concepts  upon  which 
the  accounting  system  is  based. 

b.  When  a  new  cost  accounting  system 
is  installed,  the  contractor  must  validate 
that  the  system  is  operating  as  designed 
and  developed.  The  auditor  should  verify 
that  the  system  is  operating  in  an  audita¬ 


ble  and  controllable  environment.  The 
most  effective  audit  approach  is  to  moni¬ 
tor  the  contractor’s  validation  process 
and  to  coordinate  with  the  contractor’s 
implementation  team  and  internal  audi¬ 
tors,  thereby  avoiding  unnecessary  dupli¬ 
cation  of  effort  and  maximizing  resource 
utilization. 

c.  During  periodic  contractor  briefings, 
auditors  should  discuss  the  design  of  the 
audit  trail,  discuss  potential  issues,  and 
recommend  improvements  for  the  audit 
trail  when  appropriate.  EDP  auditors  can 
assist  the  FAO  auditors  in  evaluating  the 
reliability  of  system  output  by  assessing 
the  transaction  processing  and  the  con¬ 
trols  over  it.  In  addition,  FAO  auditors 
should  also  coordinate  efforts  with  the 
contractor’s  auditors  who  will  also  be 
interested  in  the  reliability  of  the  audit 
trail. 

14-808  Consistent  Charging  of  Cost 

a.  The  introduction  of  advanced  manu¬ 
facturing  technology  may  make  it  possi¬ 
ble  for  the  contractor  to  directly  identify 
machine-related  costs  normally  charged 
as  overhead  expense  (such  as  deprecia¬ 
tion  and  machine  maintenance  costs)  to 
the  products  using  the  services  of  the 
machinery.  Consequently,  similar  costs 
may  result  in  both  indirect  and  direct 
charges  to  final  cost  objectives  which  is  a 
potential  CAS  402  noncompliance.  48 
CFR  9903.202  requires  contractors  to 
disclose/describe  their  accounting  prac¬ 
tices,  including  cost  pool  composition, 
associated  allocation  bases,  and  the 
charging  of  costs  direct  and  indirect.  The 
Disclosure  Statement  should  also  de¬ 
scribe  specific  criteria  and  circumstances 
when  costs  are  sometimes  charged  direct¬ 
ly  and  sometimes  indirectly.  The  Disclo¬ 
sure  Statement  then  becomes  determina¬ 
tive  as  to  whether  or  not  costs  are  in¬ 
curred  for  the  same  purpose  (see  CAS 
402-50(b)). 

b.  One  objective  of  CAS  402  is  to 
preclude  overcharging  of  some  cost  ob¬ 
jectives  as  may  occur  when  similar  costs 
are  charged  both  directly  and  indirectly 
to  final  cost  objectives.  This  can  be 
accomplished  by  tracking  the  flow  of 
parts  through  the  manufacturing  floor  as 
a  basis  for  determining  what  costs  are 
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being  charged  to  those  parts.  In  addition, 
the  contractor  can  purify  the  affected  cost 
pools  to  avoid  double  counting.  Auditors 
should  closely  scrutinize  the  applicable 
section  of  the  Disclosure  Statement  that 
deals  with  the  ;ontractor’s  criteria  for 
defining  the  circumstances  under  which 
costs  may  be  charged  sometimes  directly 
and  sometimes  indirectly.  Auditors 
should  verify  that  the  disclosed  practices 
are  in  compliance  with  CAS  402. 

14-809  ACMS  Pilot  Tests 

a.  If  the  contractor  determines  to  run 
the  new  ACMS  simultaneously  with  the 
existing  system  as  a  test,  it  is  important 
from  both  the  government  and  contractor 
perspectives  that  the  contractor  disclose 
the  plan  for  dual  systems  as  soon  as  top 
management  makes  the  decision.  As  part 
of  the  disclosure  the  company  can  and 
should  explain  that  the  pilot  system  is  a 
test,  subject  to  change,  and  that  the 
output  is  uncertain. 

b.  Output  from  the  new  system  being 
run  simultaneously  as  a  pilot  test  meets 
the  definition  of  cost  or  pricing  data, 
even  if  the  contractor  does  not  plan  to 
install  the  new  system  as  part  of  its 
official  accounting  system  but  intends  to 
use  it  only  as  a  management  tool.  Com¬ 
pliance  with  the  Truth  In  Negotiations 
Act  (TINA)  requires  contractors  to  pro¬ 
vide  accurate,  complete,  and  current  cost 
or  pricing  data  concerning  a  covered 
procurement.  FAR  15.801  provides  that 
“cost  or  pricing  data  are  more  than 
historical  accounting  data;  they  are  all  the 
facts  that  can  be  reasonably  expected  to 
contribute  to  the  soundness  of  estimates 
of  future  costs  and  to  the  validity  of 
determinations  of  costs  already  in¬ 
curred.”  It  includes  all  data  that  have  a 
bearing  on  price  whether  or  not  the  data 
are  used  to  construct  the  cost  estimate  or 
are  thought  to  be  important.  Official 
estimating,  accumulating,  and  reporting 


of  costs  will  continue  under  the  old, 
existing  system  while  the  new  system  is 
simultaneously  used  as  a  management 
tool.  Timely  contractor  disclosure  of  the 
dual  systems  to  the  ACO/PCO  will  be  the 
key  to  avoiding  problems  with  the  Truth 
in  Negotiations  Act. 

c.  For  a  contractor  planning  to  install 
the  new  system  as  part  of  its  official 
accounting  system,  CAS  rules  (FAR 
52.230-2  and  52.230-5)  would  govern  the 
change  process  and  ensure  that  the  gov¬ 
ernment  is  adequately  protected  during 
the  transition  process.  Contractors  will 
continue  to  estimate  and  report  based 
upon  the  old  system  while  simultaneously 
testing  the  new  system.  Subsequent  to  the 
change,  the  cost  impact  proposal  will  be 
used  to  adjust  any  contracts  that  were 
priced  using  the  old  system. 

d.  The  auditor  should  be  meeting  peri¬ 
odically  with  the  contractor  to  discuss  the 
pilot  system’s  implementation  and  prog¬ 
ress.  During  those  meetings  one  of  the 
topics  for  discussion  should  be  the  new 
system’s  output.  Disclosure  by  the  con¬ 
tractor  of  the  output  in  the  format  pro¬ 
vided  by  the  system  should  be  sufficient. 
The  auditor  should  then  review  the  sys¬ 
tem  output  (i.e.,  evaluate  syjstem  data, 
reports,  and  report  format)  with  the  con¬ 
tractor.  Potential  audit  issues  and  recom¬ 
mendations  should  be  discussed,  includ¬ 
ing  comments  on  the  form  system  output 
should  take  to  be  useful  for  government 
needs. 

•  e.  The  contractor  should  reconcile  the 
dual  systems  on  an  overall  basis.  The 
auditor  should  review  and  evaluate  the 
contractor’s  reconciliation  to  determine 
if  both  systems  are  allocating  the  same 
total  costs  to  contracts  (costs  per  con¬ 
tract,  cost  structure,  and  allocation  pro¬ 
cess  may  differ,  but  total  costs  should 
not).  If  the  two  systems  are  not  reconcila¬ 
ble  on  an  overall  basis,  auditois  should 
inform  the  contractor,  so  that  corrective 
action  can  be  taken. 
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14-900  Section  5  —  Other  Special  Purpose  Audits 


14-901  Introduction 

This  section  provides  procedures  and 
audit  guidelines  for  certain  special  pur¬ 
pose  audits  which  are  infrequently  en¬ 
countered  by  the  DCAA  auditor.  General 
audit  procedures  that  are  equally  applica¬ 
ble  to  these  audits  are  in  other  chapters  of 
this  manual. 

14-902  Contract  Audit  Services  for 
CHAMPUS 

14-902.1  CHAMPUS  Program 
Background 

a.  The  Dependents’  Medical  Care  Act 
(PL  84-569)  provides  in  part  for  the 
establishment  of  a  uniform  program  of 
medical  and  dental  care  for  eligible  de¬ 
pendents  of  members  of  the  uniformed 
services.  The  act  was  amended  by  PL  89- 
614  to  authorize  an  improved  health 
benefits  program  and  to  extend  health 
care  benefits  to  retired  members  of  the 
uniformed  services  and  to  eligible  depen¬ 
dents  of  deceased,  retired,  and  active 
duty  personnel.  Section  613  of  PL  93-82, 
Veterans  Health  Expansion  Act  of  1973, 
expanded  coverage  to  dependents  of  to¬ 
tally  disabled  veterans,  living  or  vie- 
ceased.  All  of  the  medical  services  au¬ 
thorized  for  these  beneficiaries  may  be 
obtained  at  the  medical  facilities  of  the 
uniformed  services  subject  to  the  avail¬ 
ability  of  space,  facilities,  and  the  capa¬ 
bilities  of  the  medical  staff.  However,  to 
assure  the  availability  of  authorized  med¬ 
ical  care  for  eligible  beneficiaries,  the 
government  may  contract  for  such  ser¬ 
vices  through  civilian  public  facilities 
under  insurance,  medical  service,  or 
health  plans  as  deemed  appropriate. 

b.  Responsibility  for  the  placement  and 
administration  of  contracts  for  health 
and  medical  care  services  rendered 
through  civilian  public  facilities  has  been 
delegated  to  the  Office  for  the  Civilian 
Health  and  Medical  Program  of  the  Uni¬ 
formed  Services  (OCHAMPUS),  under 
the  jurisdiction  of  the  Assistant  Secretary 
of  Defense  (Health  Affairs).  Detailed 
information  concerning  the  civilian 
health  and  medical  care  available  to 


eligible  beneficiaries  and  the  extent  to 
which  the  cost  of  this  care  will  be  reim¬ 
bursed  by  the  government  is  in  DoD 
Instructiori  6010.8. 

14-902.2  Contract  Audit  Procedures 

a.  Contract  audit  services  will  be  pro¬ 
vided,  upon  contracting  officer  request, 
in  accordance  with  applicable  RFP  or 
contract  clauses,  numbered  OCHAM¬ 
PUS  letters,  and  audit  procedures  in  the 
applicable  chapters  of  this  manual. 

b.  -Specific  consideration  will  be  given 
to  the  following  areas  when  applicable  to 
the  contract  audit: 

(1)  Administrative  costs  claimed  by  the 
contractor  in  its  proposal  should  be  eval¬ 
uated  and  tested  for  allowability,  reason¬ 
ableness,  and  allocability  to  the  program. 
A  large  part  of  the  contractor’s  total 
administrative  costs  claimed  will  consist 
of  allocated  salary  costs.  The  bases  for 
allocation  of  the  salary  expenses  and 
other  elements  of  administrative  costs 
claimed  should  be  evaluated  for  proprie¬ 
ty.  The  proposed  administrative  rate 
should  be  reviewed  for  overall  reason¬ 
ableness  (compare  it  with  the  provisional 
amount  authorized,  the  prior  years  expe¬ 
rience,  etc.).  Significant  rate  changes 
should  be  analyzed  and  their  causes  com¬ 
mented  on  in  the  audit  report. 

(2)  If  auditing  a  contract  with  an 
advance  payment  provision,  the  receipts 
and  disbursements  of  the  special  bank 
account  maintained  for  advance  pay¬ 
ments  under  the  contract  should  be  re¬ 
viewed  to  insure  that  if  the  contractor  is 
investing  this  advanced  money  in  inter¬ 
est-bearing  accounts,  the  government  is 
receiving  appropriate  credits.  If  the  con¬ 
tractor  has  excess  advance  payment 
funds  available  and  these  funds  are  not 
invested,  the  auditor  should  recommend 
to  the  contracting  officer  that  the  ad¬ 
vance  payment  provisions  be  adjusted 
accordingly.  Where  advance  payments 
have  not  been  completely  liquidated,  the 
report  is  to  contain  a  schedule  showing 

(1)  total  receipts  from  the  government 
including  those  for  advance  payments, 

(2)  the  total  of  acceptable  direct  costs  and 
administrative  costs  at  the  provisional 
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rate,  and  (3)  the  amount  of  the  unliqui¬ 
dated  advance. 

14-902.3  Audit  Reports 

a.  Audit  reports  on  prime  contractors 
will  be  addressed  to  the  Program  Evalu¬ 
ation  Office,  OCHAMPUS,  Department 
of  Defense,  Denver,  Colorado  80240. 

b.  Audit  reports  on  subcontraetors  will 
be  addressed  to  the  contract  auditor 
responsible  for  audit  of  the  prime  con¬ 
tractor. 

c.  Prepare  audit  reports  in  accordance 
with  the  applicable  section(s)  of  Chapter 
10,  including  any  supplementary  finan¬ 
cial  information  required  by  the  contract¬ 
ing  officer. 

14-903  National  Guard  Bureau 
Agreements  with  the  States  and 
Possessions 

14-903.1  Background 

a.  The  National  Guard  Bureau  enters 
into  training  site  agreements  (TSA)  be¬ 
tween  the  Federal  government  and  the 
States  and  Possessions  (including  politi¬ 
cal  subdivisions  thereof)  of  the  United 
States  for  the  maintenance  and  operation 
of  National  Guard  training  facilities. 
Such  agreements  are  awarded  under  the 
provisions  of  10  U.S.C.  Chapter  133 
which  provides  for  the  acquisition,  use, 
and  maintenance  of  facilities  needed  for 
reserve  component  training.  The  agree¬ 
ments  are  usually  co.st-sharing  arrange¬ 
ments  which  provide  partial  reimburse¬ 
ment  of  the  costs  incurred.  The  agree¬ 
ments  are  funding  devices  and  are  not 
written  as  contracts.  They  lack  FAR 
clauses,  including  disputes  and  allowable 
cost  provisions.  The  United  States  Prop¬ 
erty  and  Fiscal  Officer  (USP&FO)  is  the 
administrator  for  the  Federal  govern¬ 
ment;  the  Adjutant  General  or  equivalent 
official  generally  serves  as  the  representa¬ 
tive  of  the  State  or  Possession. 

b.  In  addition  to  the  usual  cost-sharing 
agreements,  there  are  a  limited  number 
of  facility  construction  or  operation 
agreements  which  provide  for  direct  pay¬ 
ment  by  the  Federal  government  of  the 
allowable  costs.  Under  these  agreements, 
no  reimbursements  are  involved  since  the 
State  does  not  disburse  its  own  funds  for 


costs  incurred  in  performance.  Certifying 
officers  appointed  by  the  States  send 
approved  payroll  data  and  original  copies 
of  vendors’  invoices  through  the  adminis¬ 
trator  to  the  designated  Air  Force  Ac¬ 
counting  and  Finance  Center  or  Army 
Finance  Center  where  payment  checks 
are  issued  directly  to  the  employees  and 
vendors. 

c.  All  State  National  Guard  activities, 
including  the  Air  National  Guard  Bureau 
activities,  are  under  the  jurisdiction  of 
the  National  Guard  Bureau,  run  jointly 
by  the  Departments  of  the  Army  and  the 
Air  Force. 

14-903.2  Basic  Audit  Responsibilities 

a.  The  use  of  DCAA  audit  services  is  at 
the  option  of  the  USP&FO.  Audits  will 
be  made  only  when  requested. 

b.  In  accordance  with  0MB  Circular  A- 
73,  the  DCAA  auditor  should  coordinate 
visits  to  State  National  Guard  units  with 
the  State  audit  office. 

c.  Audits  will  be  performed  in  accor¬ 
dance  with  arrangements  mutually 
agreed  upon  between  DCAA  and  the 
USP&FO.  Since  the  agreements  are  is¬ 
sued  on  an  annual  basis  and  are  of 
relatively  small  dollar  value,  audits  of  the 
records  at  completion  (end  of  fiscal  year) 
will  ordinarily  suffice. 

14-903.3  Audit  Procedures 

a.  Prior  to  starting  the  audit,  arrange 
with  the  USP&FO  and/or  the  State  Na¬ 
tional  Guard  representatives  for  access  to 
the  necessary  records,  vouchers,  and  sup¬ 
porting  documentation. 

b.  Audit  procedures  in  Chapter  6  will 
be  used  as  a  guide  in  the  audit.  The 
procedures  may  be  modified  to  fit  partic¬ 
ular  circumstances,  however,  the  objec¬ 
tives  of  the  audit  are  the  same  as  in  cost- 
reimbursement  type  contracts.  If  a  con¬ 
current  audit  of  transactions  is  not  made, 
appropriate  emphasis  will  be  placed  on 
the  review  of  the  effectiveness  of  the 
internal  control  procedures. 

14-903.4  Allowability  of  Costs 

The  allowability  of  costs  will  be  deter¬ 
mined  on  the  basis  of  the  terms  and 
conditions  included  in  the  agreement. 
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14-903.5  Audit  Reports 

a.  Upon  request,  a  contract  audit  clos¬ 
ing  statement  will  be  issued  to  the 
USP&FO  as  of  the  agreement  completion 
date  in  accordance  with  10-900.  The 
Contractor’s  Release  of  Claims  and  As¬ 
signment  of  Refunds,  Rebates,  Credits, 
etc.  is  not  required.  Therefore,  issuance 
of  the  contract  audit  closing  statement 
should  not  be  delayed  for  this  reason.  It 
should  be  noted,  however,  that  the  agree¬ 
ments  prescribe  the  cost  sharing  of  com¬ 
mon-use  space,  and  provide  for  disposi¬ 
tion  of  net  income  derived  from  leasing 
facilities  or  from  other  arrangements. 

b.  Unallowable  costs  not  previously 
reported  will  be  set  forth  on  DCAA  Form 
1,  letter  or  audit  report,  as  appropriate, 
and  furnished  with  the  contract  audit 
closing  statement. 

14-903.6  Correspondence 

Correspondence  pertaining  to  agree¬ 
ments  intended  for  either  the  State  or  the 
administrator  may  be  mailed  to  the  Adju¬ 
tant  General  or  equivalent  official  of  the 
State  concerned.  When  appropriate,  the 
correspondence  should  be  marked  for  the 
attention  of  the  administrator  (USP& 
FO).  To  expedite  delivery  in  those  in¬ 
stances  where  the  respective  offices  are  in 
different  parts  of  the  State,  such  corre¬ 
spondence  may  be  addressed  directly  to 
the  administrator  and  a  copy  forwarded 
to  the  Adjutant  General  or  equivalent 
State  official. 

14-904  Contract  Audits  of  Advance 
Payments 

14-904.1  Background 

Advance  payments  may  be  authorized 
by  the  government.  Funds  authorized 
must  be  deposited  in  a  special  bank 
account  and  withdrawals  must  be  closely 
supervised  by  the  government.  The  con¬ 
tractor  is  usually  required  by  contract 
terms  to  furnish  a  periodic  accounting  of 
all  funds  disbursed  from  the  special  bank 
account. 

14-904.2  Audit  Responsibility 

Audits  of  advance  funds  will  be  made 
only  when  requested  by  the  contracting 
officer. 


14-904.3  Audit  Procedures 

a.  The  scope  of  the  audit  will  be  in 
accordance  with  generally  accepted  au¬ 
diting  procedures  appropriate  under  the 
circumstances.  Audit  procedures  to  be 
considered  include: 

(1)  Direct  confirmation  of  the  special 
bank  account  fund  balance. 

(2)  Reconciliation  of  the  confirmed 
bank  balance  with  contractor’s  records 
and  most  recent  statement  of  account¬ 
ability  of  funds  furnished  the  govern¬ 
ment. 

(3)  Proof  of  the  disbursement  and 
deposit  transactions  reflected  on  bank 
statements  with  disbursement  and  depo¬ 
sit  transactions  shown  in  the  contractors 
records. 

(4)  Review  and  evaluation  of  the  use  of 
the  funds  withdrawn  from  the  advance 
fund  bank  account  to  insure  propriety 
thereof.  Funds  improperly  used,  includ¬ 
ing  payments  of  unallowable  costs, 
should  be  redeposited  by  the  contractor. 

(5)  Review  whether  government  pay¬ 
ments  are  properly  deposited  within  a 
reasonable  time. 

(6)  Review  whether  advances  made  to 
subcontractors  are  in  accordance  with 
basic  agreements  and  are  properly  au¬ 
thorized  and  approved. 

(7)  Review  whether  the  amount  of  the 
fund  is  excessive  considering  the  needs  of 
the  contractor  to  finance  performance  of 
the  contract. 

14-904.4  Audit  Reports 

Audit  reports  on  advance  funds  will  be 
prepared  and  distributed  in  the  same 
manner  as  for  progress  payments  (see  1 4- 
200  and  10-200). 

14-905  Contract  Audit  Services  for 
Nonappropriated  Funds 

14-905.1  Background  and  Authority 

a.  DoD  Instruction  7600.6  establishes 
policies  and  procedures  for  audits  of  non¬ 
appropriated  funds  and  related  activities. 
Under  this  Instruction,  DCAA  is  author¬ 
ized  to  furnish  appropriate  audit  services 
in  connection  with  nonappropriated 
funds  contracts. 

b.  The  matter  of  reimbursement  for 
such  audit  services  will  be  based  on  the 
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criteria  set  forth  in  DoD  Instruction 
7600.6. 

c.  The  types  of  audit  service  that 
DCAA  will  render  include  (1)  the  evalu¬ 
ation  of  price  proposals  where  negotiated 
contracts,  estimated  to  amount  to 
$500,000  or  more,  are  to  be  awarded  on 
the  basis  of  cost  or  pricing  data  submit¬ 
ted  by  the  offerors,  (2)  the  audit  of  costs 
incurred  under  cost  reimbursement  or 
incentive  type  contracts,  where  the 
amount  to  be  paid  is,  except  for  fee  or 
profit,  to  be  determined  by  cost  incurred 
by  the  contractor,  and  (3)  on  a  limited 
basis,  the  review  of  contracts  that  include 
clauses  guaranteeing  that  prices  will  not 
exceed  those  offered  other  customers. 

14-905.2  Audit  Responsibility 

a.  Price  proposal  evaluations  and  in¬ 
curred  cost  audits  in  connection  with 
nonappropriated  fund  contracts  will  be 
made  only  upon  the  specific  request  of 
the  cognizant  DoD  component,  for  exam¬ 
ple,  Office  of  the  Secretary  of  Defense, 
Organization  of  the  Joint  Chiefs  of  Staff, 
a  Military  Department,  or  a  Defense 
Agency. 

b.  Requests  for  audit  service  are  to  be 
sent  directly  to  the  cognizant  DCAA 
regional  office,  except  in  overseas  areas, 
where  requests  may  be  sent  directly  to  the 
cognizant  DCAA  branch  office. 

14-905.3  Audit  Procedures 

The  nature  of  the  audit  effort  author¬ 
ized  for  proposed  awards  and  contracts 
financed  by  nonappropriated  funds  is 
similar  to  the  service  normally  provided 
by  DCAA  with  respect  to  contracts  fi¬ 
nanced  from  appropriated  funds.  Conse¬ 
quently,  audits  involving  nonappropriat¬ 
ed  fund  contracts  and  proposed  awards 
will  be  performed  in  accordance  with  the 
appropriate  sections  of  this  manual. 

14-905.4  Audit  Reports 

Prepare  reports  for  nonappropriated 
fund  activities  in  accordance  with  the 
applicable  section  of  Chapter  1 0.  Gener¬ 
ally  the  requesting  official  would  be  the 
appropriate  addressee. 


14-906  Special  Reviews  Related  to 
Government  Rights  in  Inventions 

14-906.1  Background 

a.  FAR  27.3/DFARS  227.3,  Patent 
Rights  Under  Government  Contracts, 
emphasize  the  necessity  for  the  govern¬ 
ment  to  be  in  a  position  to  know  and 
exercise  its  rights  under  the  Patents 
Rights-Retention  by  the  Contractor 
Clause.  The  contracting  officer  or  desig¬ 
nated  representative  has  the  primary  re¬ 
sponsibility  for  maintaining  the  proper 
controls  to  assure  timely  reporting  by 
contractors. 

b.  The  patent  rights  clause  entitles  the 
government  to  certain  rights  in  inven¬ 
tions  which  are  either  conceived  or  first 
reduced  to  practice  during  the  perfor¬ 
mance  of  a  government  contract  contain  ¬ 
ing  the  clause.  However,  the  government 
may  find  itself  in  disagreement  with  a 
contractor  on  the  question  of  whether  an 
invention  was  actually  conceived  or  re¬ 
duced  tO  practice  under  a  government 
contract.  Resolution  of  these  questions 
may  depend  on  the  ability  to  demon¬ 
strate  that  contract  funds  were  applied  to 
the  development  of  the  invention. 

14-906.2  Contract  Audit  Responsibility 

a.  Field  audit  offices  will  be  responsive 
to  requests  for  contract  audit  services 
under  the  patent  rights  clause. 

b.  The  audit  request  should  provide  the 
contractor’s  statement  as  to  (1)  the  specif¬ 
ic  individuals  involved  in  the  conception 
of  the  invention,  (2)  the  time  period 
during  which  the  work  was  performed, 
and  (3)  the  reason  the  government  was 
not  given  license-free  use  of  the  inven¬ 
tion. 

14-906.3  Audit  Procedures 

a.  The  auditor  should  determine  how 
the  salaries  of  the  individuals  responsible 
for  the  invention  were  charged  during  the 
period  involved. 

b.  A  review  should  also  be  made  ol'  the 
contractor  technical  reports  issued  in 
connection  with  the  invention  to  deter¬ 
mine  if  any  individuals,  other  than  those 
disclosed  by  the  contractor,  were  instru¬ 
mental  in  the  invention  development. 
The  time  charges  of  the  additional  indi- 
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viduals  revealed  in  the  review  should  also 
be  analyzed  to  determine  the  accounts  or 
contracts  to  which  their  time  was  charged 
during  this  time  period. 

c.  During  the  normal  audit  of  the 
contractor’s  operations,  the  auditor 
should  be  alert  to  instances  where  the 
government  may  not  have  received  prop¬ 
er  rights  to  contractor  inventions.  The 
auditor  snould  advise  the  administrative 
contracting  officer  of  the  contractor’s 
apparent  failure  to  comply  with  the  pat¬ 
ent  rights  contract  clause. 

14-906.4  Audit  Reports 

Follow  the  guidance  in  10-1200  in 
preparing  the  audit  report. 

14-907  Audit  of  Contractor’s  Claim 
for  Exemption  From  Submission  of 
Certified  Cost  or  Pricing  Data  Based 
on  Established  Catalog  or  Market 
Prices. 

14-907.1  Background 

a.  Contractors  may  submit  claims  for 
exemption  from  certified  cost  or  pricing 
data  for  items  (1)  based  on  established 
catalog  or  market  prices  of  commercial 
items  sold  in  substantial  quantities  to  the 
general  public  or  (2)  exempted  by  law  or 
.egulation.  Such  exemptions  are  ordinari¬ 
ly  claimed  on  Standard  Form  1412  and 
may  apply  to  a  proposed  prime  contract, 
subcontract,  or  line  item  within  a  prime 
or  subcontract.  The  cuiim  for  exemption 
may  be  submitted  for  intracompany 
transfers  (see  6-313)  or  for  direct  sales  to 
the  government. 

b.  Thii  section  addresses  only  those 
exemptions  based  on  established  catalog 
or  market  prices.  Audit  assistance  is 
ordinarily  not  required  for  the  contract¬ 
ing  officer  to  make  a  determination  on  a 
claim  for  exemption  based  on  prices  set 
by  “law  or  regulation.’ 

c.  To  qualify  for  an  exemption  based 
on  catalog  or  market  prices,  the  ternis  of 
the  proposed  purchase,  such  as  quantity 
and  delivery  requirements,  should  be 
sufficiently  similar  to  those  of  the  com¬ 
mercial  sales  that  the  price  will  be  fair 
and  reasonable. 


14-907.2  Audit  Objective  and  Procedures. 

a.  The  objectives  of  the  audit  are  to 
evaluate  (1)  whether  the  sales  data  fur¬ 
nished  on  the  SF  1412  are  based  on  the 
contractor’s  books  and  records,  are  prop¬ 
erly  classified,  and  support  the  contrac¬ 
tor’s  claim  and  (2)  whether  the  contrac¬ 
tor’s  claim  meets  the  criteria  in  FAR 
15.804-3(c),  and  provides  data  necessary 
to  assist  the  contracting  officer  in  apply¬ 
ing  the  “substantial  quantities”  criteria 
guidelines  in  FAR  15.804-3(f)(2). 

b.  The  auditor  should  determine 
whether  there  is  sufficient  data  in  histori¬ 
cal  audit  files  to  perform  a  desk  audit  in 
accordance  with  generally  accepted  gov¬ 
ernment  auditing  standards.  To  the  ex¬ 
tent  considered  appropriate,  the  auditor 
may  verify  the  contractor’s  submission 
based  on  the  results  of  prior  audits  of 
recently  submitted  SF  1412s. 

c.  Obtain  contractor  sales  information 
supporting  the  claimed  exemption  in¬ 
cluding  quantities  sold,  dates  of  sale, 
prices  for  the  quantities  sold,  purchaser, 
relationship  of  purchaser  to  the  organiza¬ 
tion,  extent  of  sales  for  commercial  and 
government  end-use,  extent  of  sales  to 
any  division,  subsidiary,  affiliate  or  other 
organization  under  common  control, 
quantity  discount  schedules,  and  compar¬ 
isons  between  the  item  being  sold  and 
similar  items  sold  previously  and  used  as 
the  basis  for  the  catalog  price.  Verify  this 
data  to  the  appropriate  accounting  rec¬ 
ords. 

d.  Sales  to  prime  contractors  or  affili¬ 
ates  for  U.S.  Government  end-use  and/or 
foreign  military  sales  are  at  times  mis- 
classified  as  sales  to  the  general  public. 
Also  note  that  sales  (of  any  type)  to 
affiliates  are  not  considered  sales  to  the 
general  public  per  FAR  15.804-3(c)(5) 
and  do  not  provide  a  sufficient  basis  for 
establishing  a  competitive,  commercial 
catalog  price. 

c.  The  sales  period  specified  in  Item  8 
of  the  SF  1412  should  be  the  most  recent 
period  for  which  sales  data  are  available. 
This  period  should  include  the  most 
recent  regular  monthly,  quarterly,  or  oth¬ 
er  period  for  which  sales  data  are  reason¬ 
ably  available  and  should  extend  back 
only  far  enough  to  provide  a  total  period 
representative  of  average  sales  (not  more 
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than  two  years  preceding).  The  total  units 
sold,  as  shown  in  Item  9  of  the  SF  1412, 
should  agree  with  verified  sales  histoiy. 
In  addition  the  sales  in  Item  1 1  of  the  SF 
1412  (CATEGORIES  A,  B,  and  C) 
should  be  correctly  stated  in  accordance 
with  the  requirements  established  in  the 
instructions  for  Item  11,  SF  1412,  and 
FAR  15.804-3(0(2). 

f.  The  contractor’s  catalog  should  be 
regularly  maintained  and  available  to  all 
potential  customers.  In  some  industries, 
the  custom  of  the  trade  is  to  offer  items 
for  sale  to  the  general  public  at  catalog 
prices  less  announced  discounts.  Such 
discounts  are  stated  in  percentages  of 
catalog  prices,  and  the  percentages  may 
vary  according  to  type  of  customer,  vol¬ 
ume,  etc.  Where  this  practice  is  followed, 
the  catalog  price  used  for  intracompany 
transfers  should  be  reduced  by  the  dis¬ 
count  percentage  applicable  to  similar 
sales  to  the  general  public.  A  listing  in  a 
catalog  does  not,  of  itself,  make  the  price 
allowable. 

g.  In  addition  to  validation  of  sales 
data,  the  auditor  is  responsible  for  the 
determination  as  to  whether  the  criteria 
set  forth  in  FAR  i5.804-3(c)  have  been 
met.  The  auditor  must  use  judgment  in 
the  evaluation  of  these  criteria.  The  use 
of  judgment  is  also  required  to  determine 
if  an  item  has  been  “sold  in  substantial 
quantities.”  Audit  program  APEXEMPT 
provides  guidelines  for  determining 
whether  exemption  claims  submitted  un¬ 
der  the  catalog  price  provision  of  the  SF 
1412  meet  the  “sub.stantial  quantities” 
criterion. 

h.  Another  area  requiring  the  use  of 
judgment  involves  the  words  “or  is  based 
on.”  The  proposed  item  must  be  suffi¬ 
ciently  similar  to  the  basic  item  to  permit 
a  simple  explanation  of  any  significant 
price  difference.  Technical  assistance 
should  be  obtained  in  those  cases  where 


significant  amounts  are  involved.  The 
auditor  should  determine  whether  there 
is  a  significant  disparity  between  the 
quantity  being  acquired  and  the  quantity 
of  prior  sales  for  the  item. 

i.  Determine  whether  the  catalog  is 
recorded  in  a  form  regularly  maintained 
by  the  contractor.  The  record  may  be  a 
catalog,  price  list,  computer  data  base, 
schedule,  or  other  verifiable  and  estab¬ 
lished  record  and  must  be  published  or 
otherwise  made  available  for  customer 
inspection.  It  must  state  the  current  or 
last  sales  price  to  a  significant  number  of 
buyers  constituting  the  general  public  as 
defined  by  FAR  15.804-3(c)(5). 

j.  After  verifying  that  the  catalog  is 
appropriate,  (c.  above),  perform  the  fol¬ 
lowing  tests  which  involve  tracing  all  or 
selected  unit  prices  to  the  underlying 
sale(s)  register  or  comparable  sales  rec¬ 
ords: 

(1)  Test  whether  the  catalog  is  accu¬ 
rately  based  on  actual  sales  records. 

(2)  Test  whether  the  unit  prices  accu¬ 
rately  reflect  the  prices  in  the  current 
catalog  identified  in  Item  7  of  the  SF 
1412,  less  discounts  actually  available  to 
the  contractor’s  most  favored  customer 
as  shown  in  the  sales  records. 

14-907.3  Audit  Reports 

The  results  of  audit  should  be  set  forth 
in  a  report  prepared  in  accordance  with 
10-1200.  If  supporting  documentation  is 
considered  inadequate,  the  audit  report 
vill  express  an  adverse  opinion  regarding 
the  contractor’s  claim  and  indica.  that  it 
may  be  appropriate  to  request  cost  or 
pricing  data.  The  audit  report  should  also 
include  a  statement  requesting  a  copy  of 
the  contracting  officer’s  determination 
regarding  the  basis  for  granting  the 
exemption  or  for  waiving  the  require¬ 
ment  for  submission  of  cost  or  pricing 
data. 
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CHAPTER  15 


15-000  —  OTHER  DCAA  FUNCTIONS 

15-001  Scope  of  Chapter  agencies,  the  contract  audit  coordination 

and  procurement  liaison  auditor  pro- 
This  chapter  presents  audit  policies,  grams,  support  of  negotiation  confer- 
procedures,  and  support  requirements  ences,  the  contract  audit  follow-up  sys- 
relative  to  other  DCAA  functions,  includ-  tern,  and  board  of  contract  appeals  cases, 
ing  contract  audit  services  for  non-DoD 

15-100  Section  1  —  Special  Procedures  for  Non-DoD  Agencies 


15-101  Introduction 

a.  This  section  presents  policies  and 
procedures  relating  to  audit  services  ren¬ 
dered  to  non-DoD  organizations  other 

,  than  Educational  Institutions  (Chapter 
13),  CHAMPUS  (14-902)  and  National 
I  Guard  Bureau  (14-903). 

b.  General  requirements  associated 
with  servicing  non-DoD  organizations 
are  stated  in  15-102.  Procedures  for  pro¬ 
cessing  reimbursement  vouchers  are  dis¬ 
cussed  in  15-103.  Supplemental  require¬ 
ments  developed  by  and  tailored  to  the 
needs  of  specific  non-DoD  organizations 
are  presented  in  15-104  through  15-117. 

15-102  General  Requirements 

The  Contract  Audit  Manual  is  the 
determining  guide  for  the  conduct  and 
administration  of  audits  for  non-DoD  as 
well  as  DoD  contracts.  In  addition  to 
general  guidance  provided  throughout 
CAM,  specific  comments  concerning 
non-DoD  audits  are  contained  in  various 
sections  of  CAM  under  the  audit  area 
being  discussed.  Presented  below  is  a 
recapitulation  of  pertinent  CAM  guid¬ 
ance  as  well  as  a  synopsis  of  procedures 
unique  to  non-DoD  organizations. 

15-102.1  Establishing  Audit  Cognizance 
and  Processing  Non-DoD  Audit  Requests 

a.  Cross-ser''icing  arrangements  have 
been  made  with  various  non-DoD  orga¬ 
nizations.  Section  1-300  provides  guid¬ 
ance  for  performing  audit  services  for 
non-DoD  organizations,  including  the 
rules  for  establishing  audit  cognizance 
and  accepting  or  rejecting  non-DoD  re¬ 
quests. 


b.  Requests  from  non-DoD  organiza¬ 
tions  not  listed  in  the  FMIS  U.ser  Manu¬ 
al,  Appendix  C,  Billing  Source  Codes, 
must  be  coordinated  through  Headquar¬ 
ters,  as  described  in  l-303f. 

c.  An  increasing  number  of  non-DoD 
organizations  require  their  activities  to 
submit  requests  through  their  Office  of 
Inspector  General.  In  those  cases  the 
DCAA  field  office  will  honor  all  reason¬ 
able  administrative  procedures  specified 
by  the  requesting  Office  of  Inspector 
General. 

d.  The  cross-servicing  arrangements 
provide  for  the  non-DoD  organizations 
to  send  the  audit  requests  to  the  cogni¬ 
zant  DCAA  field  office.  Audits  per¬ 
formed  without  a  current  audit  request 
could  result  in  •  isagreements  regarding 
reimbursements  for  the  audit  services. 
When  an  auditor  observes  non-DoD  con¬ 
tracts  subject  to  audit  coverage,  for  which 
audit  requests  have  not  been  received, 
they  will  be  brought  to  the  attention  of 
appropriate  non-DoD  officials  (contract¬ 
ing  officer  or  Office  of  Inspector  General) 
to  facilitate  issuance  of  requests  for  audit. 

15-102.2  Cost  Principles  and  Procedures 

The  Federal  Acquisition  Regulation 
(FAR)  is  the  primary  regulation  for  use 
by  all  Federal  executive  agencies  in  ac¬ 
quiring  supplies  and  services  with  appro¬ 
priated  funds.  Agencies  are  authorized  to 
issue  supplemental  regulations  tailored  to 
their  organizational  needs.  Thus,  the  cost 
principles  and  procedures  applicable  to  a 
specific  non-DoD  organization  consist  of 
the  FAR  together  with  that  agency’s 
supplemental  regulation,  if  any.  The  au¬ 
ditor  should  contact  the  appropriate  non- 
DoD  official  (requester.  Office  of  Inspec- 
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tor  General,  or  acquisition  office)  to 
determine  whether  that  organization  has 
issued  supplemental  regulations. 

15-102.3  Final  Indirect  Cost  Rates 

a.  Subpart  42.7  of  the  Federal  Acquisi¬ 
tion  Regulation  provides  that  final  indi¬ 
rect  cost  rates  will  be  established  on  the 
basis  of  auditor  determination  where 
contracting  officer  determination  proce¬ 
dures  are  not  applicable.  For  non-DoD 
contractors,  contracting  officer  determi¬ 
nation  applies  to  business  units  under  the 
cognizance  of  a  corporate  oi  resident 
administrative  contracting  office  or 
where  the  predominant  contract  dollar 
amount  is  with  an  agency  whose  proce¬ 
dures  require  contracting  officer  determi¬ 
nation. 

b.  The  non-DoD  organization  may 
issue  supplemental  regulations  which 
modify  the  designation  of  auditor  versus 
contracting  officer  responsibility  for  final 
indirect  cost  rate  determination.  The 
DCAA  auditor  should  comply  with  the 
designation  in  the  agency’s  supplemental 
regulations.  Contact  the  non-DoD  con¬ 
tracting  officer  to  clarify  the  designation 
of  responsibility  if  there  are  any  ques¬ 
tions  on  this  subject. 

c.  The  format  and  content  of  audit 
reports  on  annual  indirect  cost  rates, 
prepared  in  accordance  with  10-500,  are 
the  same  for  non-DoD  contracts  as  for 
DoD  contracts,  whether  the  auditor-de¬ 
termined  or  contracting  officer-deter¬ 
mined  method  applies.  If  the  contracting 
officer  is  responsible  for  the  rate  determi¬ 
nation,  the  subject  of  the  DCAA  report 
will  state  that  it  is  an  advisory  report. 

15-102.4  Cost  Accounting  Standards 

a.  “National  defense’’  contracts  award¬ 
ed  by  non-DoD  organizations  are  subject 
to  the  same  Cost  Accounting  Standards 
Board  rules  and  regulations  as  DoD  con¬ 
tracts.  “Nondefense”  contracts  awarded 
to  business  units  that  are  currently  per¬ 
forming  any  CAS-covered  national  de¬ 
fense  contracts  shall  have  the  same  type 
of  CAS  coverage  as  the  most  recently 
awarded  national  defense  contract.  This 
policy  extends  the  applicability  of  the 
CASB’s  rules,  regulations,  and  standards 
to  most  negotiated  nondefense  contracts. 


b.  Submission  or  revision  of  a  Disclo¬ 
sure  Statement  is  not  required  for  any 
nondefense  contract.  However,  if  a  Dis¬ 
closure  Statement  has  been  submitted  in 
connection  with  a  CAS-covered  defense 
contract,  the  contractor  must  also  comply 
with  sucn  disclosed  practices  under  non¬ 
defense  CAS-covered  contracts. 

15-102.5  Technical  Reports  Associated 
with  Proposal  Reviews 

Some  non-DoD  organizations  do  not 
routinely  furnish  technical  reports  on 
contractors’  price  proposals.  In  those 
cases,  the  auditor  should  inform  the 
requester  of  the  need  for  a  technical 
report  (10-307.9). 

15-102.6  Audit  Reporting 

a.  As  stated  in  15- 103d  and  f,  DCAA 
Forms  1  and  Ic  or  their  equivalents  will 
not  be  used  to  report  suspended  and/or 
disapproved  costs  to  certain  contracting 
organizations.  Such  reporting  will  be  ac¬ 
complished  promptly  after  disclosure  of 
the  suspended  or  questioned  item  by 
means  of  a  letter  or  audit  report. 

b.  Interim  audit  status  reports  will  be 
issued  in  all  cases  where  required  or 
requested  by  the  contracting  organization 
in  its  request  for  audit  of  the  contract. 
Audit  reports  will  also  be  issued  in  all 
cases  where  interim  audits  disclose  any 
adverse  conditions  or  weaknesses  in  the 
contractor’s  management  practices  which 
the  auditor  feels  should  be  brought  to  the 
attention  of  the  contracting  officer. 

c.  Audit  reports  wid  be  addressed  in 
the  manner  prescribed  by  10-208.  A 
number  of  non-DoD  organizations  have 
requested  supplemental  distribution  of 
audit  reports  which  frequently  includes 
distribution  of  the  original  or  one  or 
more  copies  to  their  Office  of  Inspector 
General.  The  requested  supplemental 
distribution  is  commented  on  in  various 
sections  of  CAM  under  the  audit  area 
being  discussed.  The  table  presented  in 
15-1S7  lists,  by  organization  and  by  type 
of  report,  the  additional  distribution  re¬ 
quirements  for  these  non-DoD  organiza¬ 
tions. 

d.  In  conjunction  with  the  above,  the 
non-DoD  address  lists  presented  in  15- 
ISl  through  15-1S6  will  provide  guid¬ 
ance  in  identifying  the  cognizant  non- 
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DoD  offices  which  commonly  request 
our  services. 

e.  When  a  non-DoD  organization  sub¬ 
mits  an  audit  request  through  its  Office 
of  Inspector  General,  the  non-DoD  orga¬ 
nization  assignment  number  or  other 
identifier  will  be  included  in  the  first  one 
or  two  sentences  of  the  audit  report  (10- 
208.1). 

f.  Guidance  on  release  to  the  GAO  of 
audit  reports  and  records  pertaining  to 
non-DoD  organizations  is  given  in  1-200. 

15-102.7  Suspected  Irregularities 

Procedures  for  referring  suspicions  of 
irregularity  with  respect  to  non-DoD  con¬ 
tracts  are  included  in  DCAAR  7640.15. 

15-102.8  Boards  of  Contract  Appeals 

General  comments  on  audit  services 
provided  to  assist  in  hearings  before 
boards  other  than  the  ASBCA  appear  in 
1-407.2. 

15-102.9  Defective  Pricing  Review 
Program 

DCAA’s  standard  memorandum  of  un¬ 
derstanding  states  that  the  customer  may 
provide  the  DCAA  Office  of  Assistant 
Director,  Operations,  a  list  of  all  contract 
pricing  actions  for  which  the  customer 
wants  DCAA  lo  perform  a  postaward 
audit  in  the  next  fiscal  year.  This  list  will 
constitute  specific  authority  by  the  cus¬ 
tomer  for  DCAA  to  perform,  and  bill  for, 
these  specific  postaward  audits. 

15-102.10  Reimbursable  Billings 

Field  activities  will  prepare  reimbursa¬ 
ble  billings  in  accordance  with  the  re¬ 
quirements  of  the  DCAA  FMIS  User 
Manu'  ,  Volume  II,  Section  III-E2. 

15-103  Procedures  for  Processing 
Cost-Reimbursement  Vouchers 

a.  The  processing  of  reimbursement 
vouchers  under  cost-reimbursement  type 
contracts  awarded  by  non-DoD  organiza¬ 
tions  can  be  accomplished  by  one  of  five 
methods,  depending  upon  which  method 
the  organization  has  selected.  The"’^ 
methods  are  discussed  in  paragraphs  c 
through  g  below.  Paragraph  15-104  iden¬ 
tifies  the  method  designated  by  each  of 
the  non-DoD  organizations.  Common  to 


all  methods  and  contraiy  to  DoD  con¬ 
tract  voucher  processing  procedures, 
reimbursement  vouchers  under  non-DoD 
agency  contracts  must  be  signed  by  an 
authorized  certifying  officer  of  the  con¬ 
tracting  organization  prior  to  payment. 

b.  Certain  particular  procedures  have 
been  adopted  by  the  National  Aeronau¬ 
tics  and  Space  Administration  (NASA) 
for  its  cost-reimbursement  type  con¬ 
tracts.  Since  the  volume  of  auditable 
NASA  contracts  is  substantial,  the  proce¬ 
dures  are  described  separately  in  detail  in 
15-105. 

c.  Under  the  first  method,  interim 
vouchers  will  be  prepared  by  the  contrac¬ 
tor  and  forwarded  directly  to  the  cogni¬ 
zant  auditor.  They  will  be  reviewed  by 
the  auditor  and  provisionally  approved 
for  payment  in  the  same  manner  as 
interim  vouchers  received  on  DoD  cost- 
reimbursement  type  contracts.  They  will 
then  be  forwarded  to  the  finance  office  of 
the  government  organization  which 
awarded  the  contract  for  certification  and 
payment.  Completion  vouchers  and  nec¬ 
essary  supporting  documentation  will 
generally  be  received  by  auditors  and 
processed  in  the  same  manner  as  DoD 
completion  vouchers.  Any  suspended  or 
disapproved  costs  resulting  from  audit 
will  be  reported  by  use  of  DCAA  Forms  1 
and  Ic,  or  equivalent  forms  as  specified 
by  the  contracting  organ  zation.  The  pro¬ 
cedures  for  preparation  and  distribution 
of  the  notice  of  costs  suspended  and/or 
disapproved  and  appeals  by  the  contrac¬ 
tor  will  be  as  pi  escribed  in  6-902  through 
6-908.  The  auditor  will  make  appropriate 
deductions  on  the  contractor’s  submitted 
vouchers  for  suspended  or  disapproved 
costs. 

d.  The  second  method  is  the  same  as 
the  first  with  respect  to  receipt  of  vouch¬ 
ers,  provisional  approval  of  interim 
vouchers,  and  processing  of  completion 
vouchers  by  the  auditor.  It  differs  from 
the  first  method  in  that  the  auditor  will 
report  suspended  and/or  disapproved 
costs  by  means  of  informal  interim  audit 
reports  with  a  recommendation  that  the 
amount  questioned  be  deducted  from  the 
next  available  voucher.  Vouchers  ap¬ 
proved  for  provisional  payment,  together 
with  the  informal  audit  reports,  if  any, 
will  be  forwarded  to  the  contracting  orga- 
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nization’s  fiscal  office.  That  office  should 
be  requested  to  notify  the  cognizant  audit 
office  of  the  action  taken  with  respect  to 
any  recommended  suspension  or  disap¬ 
proval.  The  contracting  organization’s 
fiscal  office  will  refer  the  vouchers  and 
audit  reports  to  the  contracting  officer, 
who  will  certify  the  vouchers  for  pay¬ 
ment.  The  contracting  officer  will  also 
make  the  determination  with  respect  to 
the  auditor’s  recommendations  for  sus¬ 
pended  and/or  disapproved  costs  and 
notify  the  contractor  as  appropriate. 

e.  The  third  method  is  the  same  as  the 
first  with  respect  to  receipt  of  vouchers 
and  provisional  approval  by  the  auditor. 
The  vouchers  will,  however,  be  forward¬ 
ed  to  the  contracting  organization’s  con¬ 
tracting  officer  for  final  approval,  rather 
than  being  forwarded  to  that  organiza¬ 
tion’s  finance  office.  Similarly,  any  noti¬ 
fication  of  suspended  and/or  disapproved 
costs  will  be  forwarded  to  the  contracting 
officer  for  final  approval  and  notification 
to  the  contractor.  Such  notification  will 
be  made  by  informal  audit  report  with  a 
request  that  the  auditor  be  advised  of  the 
contracting  officer’s  decision.  Since  the 
approval  of  the  contracting  officer  is 
required  before  the  suspension  or  disap¬ 
proval  becomes  effective,  the  auditor  will 
not  notify  the  contractor  of  any  such 
recommendations  and  should  not  make 
any  deductions  from  vouchers  for  costs 
suspended  and/or  disapproved. 

f.  Under  the  fourth  method,  the  con¬ 
tracting  organization  will  instruct  its  con¬ 
tractors  to  forward  interim'  and  comple¬ 
tion  vouchers  directly  to  the  administra¬ 
tive  contracting  officer  or  other  designat¬ 
ed  official  of  the  organization.  This  offi¬ 
cial  will  certify  the  voucher  and  process  it 
for  payment.  The  cognizant  auditor  will 
receive  a  paid  copy  of  the  voucher.  In 
some  cases,  however,  the  contractor  may 
forward  an  information  copy  of  the 
voucher  to  the  auditor  at  the  time  of  its 
initial  submission  to  the  contracting  or¬ 
ganization.  Procedures  for  reporting 
questioned  co.sts  or  fee  will  be  the  same 
as  in  15-103d. 

g.  Under  the  fifth  method,  the  contrac¬ 
tor  will  forward  the  first  and  the  final 
vouchers  on  each  cost-reimbursement 
type  contract  to  the  cognizant  auditor. 
All  other  vouchers  will  be  submitted 


directly  to  the  contracting  officer’s  repre¬ 
sentative.  The  cognizant  auditor  will  re¬ 
view  the  initial  voucher  in  accordance 
with  paragraphs  6-1 007c  and  3-2S1.  I 
However,  costs  will  be  determined  by  the 
cost  principles  and  procedures  in  the 
Federal  Acquisition  Regulation  together 
with  agency  supplemental  regulations.  If 
acceptable,  the  voucher  will  be  provision¬ 
ally  approved  and  submitted  to  the  con¬ 
tracting  officer’s  representative.  If  the 
review  discloses  deficiencies  in  the  con¬ 
tractor’s  internal  control  or  billing  proce¬ 
dures  which  the  auditor  cannot  resolve 
with  the  contractor,  an  audit  report  will 
be  issued  to  the  contracting  organiza¬ 
tion’s  Office  of  Audit.  The  report  should 
state  the  deficiencies  and  the  recommen¬ 
dations  for  corrective  action.  In  addition, 
the  initial  voucher  should  be  attached  to 
the  audit  report.  The  cognizant  auditor 
will  receive  a  paid  copy  of  each  voucher 
processed  under  the  contract.  The  final 
voucher,  together  with  the  required  docu¬ 
mentation  submitted  by  the  contractor  to 
the  cognizant  auditor,  will  be  processed 
in  the  same  manner  as  DoD  completion 
vouchers  (Section  9  of  Chapter  10). 
DCAA  Forms  1,  or  equivalent  forms  as 
specified  by  the  contracting  organization, 
will  be  prepared  for  any  suspended  or 
disapproved  costs.  The  original  and  four 
copies  of  the  form  will  be  forwarded  to 
the  contracting  organization’s  Office  of 
Audit  with  a  request  that  the  DCAA 
auditor  be  advised  of  the  action  taken. 
However,  the  original  and  four  copies  of 
DCAA  Forms  1  pertaining  to  contracts 
awarded  by  the  Department  of  Transpor¬ 
tation  will  be  forwarded  to  the  contract¬ 
ing  officer. 

15-104  Organizations  to  which 
Various  Procedures  are  Applicable 

Listed  below  are  the  non-DoD  organi¬ 
zations  to  which  various  procedures  are 
applicable.  NASA  procedures  and  re¬ 
quirements  are  discussed  separately  in 
15-105  and  15-106.  The  various  proce¬ 
dures  described  in  15-103  apply  to  all 
other  non-DoD  organizations.  The  list 
designates  which  procedure  applies  to 
each  organization.  This  list  comprises  all 
the  non-Department  of  Defense  organi¬ 
zations  with  which  arrangements  have 
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been  made  for  audits  by  DCAA  of  con¬ 
tracts  awarded  by  such  organizations. 


Organization 

Procedure 

Prescribed 

by 

Notes 

Agency  for  International  Development 

15-103f 

Department  of  Agriculture 

15-103f 

Department  of  Commerce 

15-103e 

Department  of  Education 

15-I03f 

Department  of  Energy 

15-103f 

Department  of  Health  and  Human  Services 

15-103f 

Department  of  Housing  and  Urban  Development 

15-1 03f 

Department  of  the  Interior 

15-103f 

Department  of  Justice 

15-103f 

Department  of  Labor 

15-103f 

Department  of  State 

15-103d 

Department  of  Transportation 

15-103g 

(1) 

Department  of  th;  Treasury 

15-I03d 

Department  of  Veterans  Affairs 

15-103f 

Environmental  Protection  Agency 

15-103f 

Executive  Office  of  the  President,  Office  of  Administration 

15-103e 

Federal  Emergency  Management  Agency 

15-103f 

General  Accounting  Office 

1S-103C 

General  Services  Administration 

15-103f 

Government  Printing  Office 

15-103f 

Interstate  Commerce  Commission 

15-103f 

National  Aeronautics  and  Space  Administration 

15-105, 

15-106 

National  Science  Foundation 

15-103f 

(2) 

Nuclear  Regulatory  Commission 

15-1030 

U.S.  Anns  Control  and  Disarmament  Agency 

15-103e 

(3) 

U.S.  Postal  Service 

15-103C 

(4) 

U.S.  Railroad  Retirement  Board 

15-103f 

Notes: 

(1)  The  DCAA  auditor  will  not  make 
any  deductions  on  public  vouchers.  For 
cost-reimbursement  type  contracts 
awarded  by  the  Department  of  Transpor¬ 
tation,  the  vouchers  and  audit  reports 
will  be  submitted  to  the  cognizant  con¬ 
tracting  organizations  listed  in  15-1S5. 

(2)  Contractors  will  furnish  informa¬ 
tion  copies  of  both  interim  and  comple¬ 
tion  vouchers  to  the  DCAA  auditor  at  the 
time  of  their  submission  to  the  Founda¬ 
tion.  The  auditor  will  also  be  notified  by 
the  Foundation  when  each  contract  is 
completed;  thus,  in  the  event  the  contrac¬ 
tor  fails  to  furnish  the  information  copy 


of  the  completion  voucher,  this  notifica¬ 
tion  will  serve  to  advise  the  auditor  that  a 
final  audit  should  be  accomplished. 

(3)  Interim  and  completion  vouchers 
should  be  sent  to  the  U.S.  Arms  Control 
and  Disarmament  Agency,  320  21st 
Street,  N.W.,  Washington,  DC  20451, 
ATTN:  A/CON. 

(4)  Interim  and  completion  vouchers 
should  be  sent  to  the  cognizant  U.S. 
Postal  Inspection  Service  requesting  the 
audit,  with  one  copy  to  the  contracting 
officer. 
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15-10.  Procedures  Applicable  to  Cost 
Reimbursement  Contracts  Awarded 
by  National  Aeronautics  and  Space 
Administration  (NASA) 

15-105.1  General 

a.  NASA  contracting  officers  will  fur¬ 
nish  DCAA  branch  managers  or  resident 
auditors  with  a  separate  letter  of  delega¬ 
tion  of  authority  to  perform  audits  to 
cover  each  cost-reimbursement  type  con¬ 
tract  for  which  an  audit  is  requested.  The 
letter  will  be  accompanied  by  (1)  an 
attachment  setting  forth  the  details  of  the 
audit  services  to  be  performed  and  (2)  a 
form  designated  ‘Acceptance  of  Delega¬ 
tion  of  Audit  Services  Function/  which  is 
to  be  acknowledged  and  returned  to  the 
contracting  officer.  This  form  also  pro¬ 
vides  for  an  estimate  of  the  cost  of  audit 
performance  by  fiscal  year  for  each  con¬ 
tract,  including  related  auditable  subcon¬ 
tracts.  The  FAO  should  complete  the 
form,  except  for  the  section  on  estimated 
cost  of  audit  performance,  and  transmit 
it  directly  to  the  contracting  officer.  The 
estimated  cost  of  audit  performance  will 
not  be  entered,  since  DCAA  Headquar¬ 
ters  will  furnish  such  estimates  to  NASA 
on  an  agency-wide  basis  rather  than  by 
individual  contract. 

b.  Vouchers  under  cost-reimburse¬ 
ment-type  NASA  contracts  will  be  pro¬ 
cessed  in  accordance  with  procedures 
described  below.  These  procedures  are 
applicable  only  to  vouchers  for  reim¬ 
bursement  of  costs.  Claims  for  fees  are 
submitted  by  contractors  on  separate 
vouchers  directly  to  the  NASA  contract¬ 
ing  officer  for  evaluation  and  administra¬ 
tive  approval.  If  the  audit  discloses  any 
information  concerning  fees  which 
should  be  brought  to  the  attention  of  the 
contracting  officer,  this  information  will 
be  promptly  furnished  by  letter  or  audit 
report. 

(1)  Interim  reimbursement  vouchers 
for  incurred  costs  will  be  submitted  to  the 
auditor,  who  will  approve  them  for  provi¬ 
sional  payment  and  send  them  directly  to 
the  designated  NASA  Center  for  certifi¬ 
cation  and  payment.  Final  vouchers  will 
be  submitted  by  the  contractor  directly  to 
the  auditor  for  appropriate  review  and 
transmittal  to  the  responsible  administra¬ 


tive  contracting  officer.  The  procedures 
applicable  to  DoD  contracts  will  be  uti¬ 
lized  in  processing  these  vouchers.  The 
auditor  therefore  will  not  sign  final 
vouchers.  The  contractor  will  submit,  as 
a  minimum,  enough  copies  of  vouchers 
to  accommodate  the  distribution  request¬ 
ed  in  the  attachment  to  the  letter  of 
delegation  received  from  NASA  contract¬ 
ing  officers  (see  15-1 05. la),  as  well  as  one 
copy  each  for  retention  by  the  cognizant 
auditor  and  the  administrative  contract¬ 
ing  officer. 

(2)  NASA  Form  456,  Notice  of  Costs 
Suspended  and/or  Disapproved,  will  be 
used  in  lieu  of  DCAA  Forms  1  and  Ic. 
When  an  issue  covered  by  the  Form  456 
also  affects  other  contracts  not  Included 
on  the  Form  456,  such  as  DoD,  other 
civilian  agencies,  or  other  NASA  con¬ 
tracts,  include  a  schedule  of  the  affected 
contracts,  showing  the  contract  number, 
suspended/dis^proved  amount,  and 
contracting  officer’s  name  and  phone 
number.  This  information  is  very  helpful 
for  the  NASA  contracting  officer  to  facili¬ 
tate  government-wide  consistency  on  dis- 
positioning  the  issue. 

(3)  After  preparation  of  the  NASA 
Form  456,  the  auditor  will  submit  it  to 
the  NASA  contracting  officer  for  review, 
approval,  and  countersignature  in  the 
number  of  copies  requested  by  the  attach¬ 
ment  to  the  NASA  letter  of  delegation 
referred  to  in  15- 105.  la.  One  copy  of  this 
form  will  also  be  retained  by  the  auditor. 
After  approval  and  countersignature,  the 
NASA  contracting  officer  will  send  two 
copies  of  the  approved  NASA  Form  456 
to  the  contractor  to  advise  of  the  suspen¬ 
sion  or  disapproval  and  will  return  three 
copies  to  the  cognizant  auditor.  The 
auditor  will  attach  two  copies  of  the 
approved  Form  456  to  the  next  subse¬ 
quent  voucher  provisionally  approved.  If 
the  contractor  has  not  made  a  deduction 
on  this  voucher  for  the  amount  shown 
thereon,  the  auditor  will  make  the  neces¬ 
sary  deduction. 

c.  If  there  are  NASA  cost-reimburse¬ 
ment-type  contracts  which  provide  for 
use  of  actual  indirect  cost  rates,  NASA 
Forms  456  for  each  such  contract  will  be 
submitted  with  the  indirect  cost  report  to 
NASA  (10-507c[l])  to  adjust  any  excess 
of  indirect  costs  previously  claimed  on 
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such  contracts  over  the  amount  allow¬ 
able. 

15-105.2  Contract  Audit  Closing 
Statements 

Upon  completion  of  the  audit  of  each 
NASA  cost-reimbursement-type  contract, 
issue  a  contract  audit  closing  statement 
to  the  cognizant  contracting  officer  with  a 
copy  to  the  NASA  Office  of  Inspector 
General  cognizant  of  the  geographical 
area  in  which  the  contractor  is  located. 
(See  Supplement  15-1  SI.)  The  closing 
statement  will  conform  to  the  format  and 
content  prescribed  in  10-900. 

15-106  Supplemental  Requirements 
for  NASA  Contracts 

To  meet  the  needs  of  special  local 
situations,  departures  from  procedures 
described  in  this  section  may  be  arranged 
I  by  DCAA  Headquarters,  Attn:  OAD,  and 
the  NASA  Office  of  Inspector  General. 

15-106.1  NASA  Cost  Principles  and 
Procedures 

a.  The  cost  principles  and  procedures 
prescribed  by  the  Federal  Acquisition 
Regulation  (FAR)  together  with  the 
NASA  FAR  Supplement  (NFS)  apply  to 
NASA  contracts.  Each  FAO  responsible 
for  audits  of  NASA  contracts  should 
maintain  a  current  copy  of  applicable 
parts  of  these  regulations. 

b.  When  costs  are  allocable  to  a  con¬ 
tract,  but  are  unallowable  under  NASA 
cost  principles,  they  will  not  be  charged 
directly  or  indirectly  to  any  other  con¬ 
tract. 

15-106.2  Audit  Services  for  NASA 

a.  The  policy  for  establishing  cogni¬ 
zance  and  accepting  or  rejecting  non- 
DoD  audit  requests  stated  in  i-300  does 
not  apply  to  NASA.  DCAA  will  perform 
all  contract  audit  work  requested  by 
NASA  (l-303h). 

b.  Although  not  subject  to  the  provi¬ 
sions  of  DoDD  7640.2,  “Policy  for  Fol¬ 
low-up  on  Contract  Audit  Repoits,” 
NASA  has  elected  to  use  the  DCAA 
summary  sheets  described  in  1 5-605.  The 
NASA  address  for  distributing  summary- 
sheets  is  stated  in  15-605b(3). 


15-106.3  Programming  Functional 
Reviews  and  Operations  Audits 

a.  NASA  has  requested  that  certain 
specified  functional  areas  which  may 
significantly  affect  the  level  of  costs  in¬ 
curred  be  given  selective  audit  emphasis 
as  part  of  the  normal  review  of  contrac¬ 
tors’  activities.  These  areas  are  listed  in 
Supplement  3-S20. 

b.  The  selection  of  function¬ 
al/operational  areas  for  audit  emphasis 
will  be  based  on  such  factors  as  the  dollar 
value  of  NASA  contracts,  type  of  con¬ 
tract,  performance  requirements,  prior 
audit  experience,  and  special  matters  of 
particular  concern  to  NASA.  The  DCAA 
auditor  should  confer  with  the  NASA 
Office  of  Inspector  General  cognizant  of 
the  geographical  area  in  which  the  con¬ 
tractor  is  located  (see  Supplement  15- 
ISl)  preparatory  to  establishing  the  an¬ 
nual  audit  plan.  The  auditor  should  also 
communicate  with  the  NASA  Office  of 
Inspector  General  thereafter  when  major 
changes  are  being  made  or  when  other 
circumstances  so  warrant,  to  identify 
those  functions  which  are  of  particular 
interest  to  NASA  and  to  determine 
whether  the  audit  service  rendered  is 
sufficient  for  NASA  procurement  pur¬ 
poses. 

c.  Promptly  after  completing  each  op¬ 
erations  audit  or  other  functional  review, 
prepare  and  distribute  a  report  in  accor¬ 
dance  with  10-400. 

15-1C6.4  Special  Information  Reports  for 
NASA 

a.  A  special  report  will  be  submitted 
promptly  to  NASA  when  underruns  or 
overruns,  terminations,  unexpected 
changes,  inadequate  contractor  controls, 
or  any  other  unusual  circumstances  will 
have  an  immediate  and  significant  im¬ 
pact  on  the  costs  of  NASA  contracts. 

b.  Prepare  such  reports  in  a  letter 
format  in  accordance  with  10-1200.  Usu¬ 
ally  a  standard  scope  of  audit  statement 
would  not  be  applicable  in  providing 
information  of  this  nature.  Rather  than 
using  terms  such  as  “report,”  “audit,”  or 
“review,”  the  subject  should  refer  to  the 
information  being  provided  for  NASA. 
For  example,  a  report  subject  might  be- 
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gin;  “Information  fo:  NASA  on  Contrac¬ 
tor’s  _ 

c.  If  there  is  a  NASA  administrative 
contracting  officer  or  contracting  offi¬ 
cer’s  representative  assigned  to  the  con¬ 
tractor  facility,  the  report  may  be  ad¬ 
dressed  to  that  official.  Otherwise,  ad¬ 
dress  the  report  to  the  NASA  procure¬ 
ment  contracting  officer  having  the  ma¬ 
jor  NASA  interest  in  the  contractor’s 
operations. 

15-106.5  Indirect  Cost  Reports  for 
NASA 

a.  The  Federal  Acquisition  Regulation 
together  with  the  NASA  FAR  Supple¬ 
ment  provide  that  final  indirect  cost  rates 
will  be  established  on  the  basis  of  auditor 
determination  when  contracting  officer 
determination  procedures  are  not  appli¬ 
cable.  Contracting  officer  determination 
applies  at  business  units  under  the  cogni¬ 
zance  of  a  NASA  administrative  con¬ 
tracting  officer  or  when  NASA  has  the 
predominant  contract  dollar  amount 
(FAR  42.705-1).  For  contractors  subject 
to  indirect  cost  rates  determined  by 
DCAA,  NASA  treats  the  DCAA  report 
rates  as  final.  If  NASA  is  responsible  for 
the  rate  determination,  the  DCAA  report 
is  advisory  and  will  be  addressed  accord¬ 
ingly. 

b.  In  view  of  the  foregoing,  the  formats 
and  contents  of  audit  reports  on  annual 
indirect  cost  rates,  prepared  in  accor¬ 
dance  with  10-500,  are  the  same  for 
NASA  contracts  as  for  DoD  contracts, 
whether  the  auditor-determined  or  con¬ 
tracting  officer-determined  method  ap¬ 
plies.  Provide  additional  distribution  for 
NASA  per  10-507c(l)(a). 

15-106.6  Audits  of  Progress  Payments 
for  NASA 

a.  Audits  of  progress  payments  under 
NASA  fixed-price  contracts  will  be  initi¬ 
ated  as  requested  by  NASA  procurement 
offices.  The  cognizant  NASA  contracting 
officer  will  provide  the  responsible 
DCAA  branch  manager  or  resident  audi¬ 
tor  a  letter  of  delegation  for  each  contract 
selected.  Each  letter  of  delegation  will  be 
accompanied  by  a  form  designated  “Ac¬ 
ceptance  of  Delegation  of  Audit  Services 
Function,”  which  should  be  completed 


by  the  DCAA  office  and  returned  to  the 
originating  NASA  office. 

b.  Audits  of  progress  payments  and 
prepaiation,  addressing,  and  distribution 
of  related  audit  reports  will  be  governed 
by  14-200. 

15-107  Supplemental  Requirements 
for  Agency  for  International 
Development  (AID)  Contracts 

Special  AID  audit  and  reporting  re¬ 
quirements  are  stated  in  13-704.  These 
requirements,  although  applicable  pri¬ 
marily  to  contracts  awarded  to  educa¬ 
tional  institutions,  also  apply  to  contracts 
awarded  to  other  nonprofit  and  commer¬ 
cial  contractors  and  should  be  noted  in 
such  cases. 

15-108  Supplemental  Requirements 
for  Department  of  Agriculture 
Contracts 

Audit  services  will  be  provided  the 
Department  of  Agriculture  (USDA)  only 
if  the  request  is  made  by  the  cognizant 
regional  Department  of  Agriculture  Of¬ 
fice  of  Inspector  General  -  Auditing 
(OIG-A)  (15-1S6).  Requests  received  di¬ 
rectly  from  a  USDA  agency  should  be 
returned,  with  a  reminder  that  such  re¬ 
quests  must  be  channeled  through  the 
USDA  regional  OIG-A. 

15-109  Supplemental  Requirements 
for  Department  of  Commerce 
Contracts 

All  audit  requests  are  administered 
through  the  Office  of  Inspector  General. 
Reports  should  be  sent  to  the  Office  of 
Inspector  General,  U.S.  Department  of 
Commerce,  Administration  and  Devel¬ 
opment  Division,  Herbert  C.  Hoover 
Building,  Room  7099A,  14th  St.  and 
Constitution  Avenue,  N.W.,  Washington, 
DC,  20230.  The  Inspector  General  will 
forward  the  reports  to  the  using  activity. 

15-110  Supplemental  Requirements 
for  Department  of  Energy  Contracts 

a.  The  cost  principles  and  procedures 
prescribed  by  the  Federal  Acquisition 
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Regulation  (FAR),  supplemented  by  the 
Department  of  Energy  Acquisition  Regu¬ 
lation  (DEAR),  apply  to  Department  of 
Energy  contracts.  DEAR  Part  931  applies 
to  DOE  contracts  other  than  DOE  prime 
contracts  covered  by  DEAR  Subpart 
970.31  which  involve  operation  of  gov- 
emment-owned-contractor-operated  fa¬ 
cilities  and  National  Laboratories.  A  con¬ 
tract  covered  by  DEAR  Subpart  970.31 
will  contain  a  special  cost  principle  clause 
setting  forth  provisions  on  allowable  and 
unallowable  costs  applicable  to  the  con¬ 
tract.  In  auditing  DOE  contracts,  audi¬ 
tors  will  comply  with  all  reasonable  re¬ 
quirements  and  instructions  of  DOE. 

b.  Costs  claimed  under  DOE  contracts 
should  be  evaluated  in  accordance  with 
the  applicable  provisions  cited  therein. 
Costs  unallowable  under  a  contract  in 
accordance  with  its  governing  cost  princi¬ 
ples  will  not  be  charged  directly  or  indi¬ 
rectly  to  any  other  contract. 

c.  DCAA  has  agreed  to  perform  con¬ 
tract  audit  work  at  all  DOE  prime  con¬ 
tractor  locations  other  than  those  desig¬ 
nated  as  Management  and  Operating 
Contractors  (l-303h). 

15-111  Supplemental  Requirements 
for  Department  of  Health  and 
Human  Services  Contracts. 

a.  The  Department  of  Health  and  Hu¬ 
man  Services  (DHHS)  has  placed  some 
constraints  upon  its  representatives  re¬ 
garding  their  authority  to  issue  requests 
for  audit  services. 

(1)  Requests  for  audits  of  pricing  pro¬ 
posals  from  contracting  officers,  program 
directors,  or  price  analysts  shall  be  hon¬ 
ored.  A  copy  of  reports  sent  to  contract¬ 
ing  officers  will  be  distributed  to  the 
DHHS  Office  of  Inspector  General  (15- 
1S3). 

(2)  Other  audit  requests  must  come 
from  the  regional  or  headquarters  office 
of  the  DHHS  Inspector  General  (15-1  S3). 
The  Inspector  General  will  forward  'le 
audit  reports  ti  the  using  activity. 

b.  Any  long-term  requests  or  informal 
understandings  should  be  confirmed  with 
the  DHHS  Office  of  the  Inspector  Gener¬ 
al. 


c.  When  an  auditor  observes  DHHS 
contracts  subject  to  audit  coverage  for 
which  audit  requests  have  not  been  re¬ 
ceived,  the  auditor  should  notify  the 
Headquarters  Office  of  the  Inspector 
General.  This  includes  those  DHHS  con¬ 
tracts  benefiting  from  operations  audits 
or  other  across-the-board  audits.  In  the 
event  an  appropriate  audit  request  is  not 
forthcoming,  DCAA  regional  offices 
should  notify  Headquarters,  PLD. 

15-112  Supplemental  Requirements 
for  Department  of  the  Interior 
Contracts 

All  audit  requests  are  administered 
through  the  Headquarters  Office  of  the 
Inspector  General.  The  requests  will  spe¬ 
cify  the  distribution  desired  by  the  In¬ 
spector  General. 

15-113  Supplemental  Requirements 
for  Department  of  Labor  Contracts 

Audit  services  will  be  provided  the 
Department  of  Labor  (DOL)  only  if  re¬ 
quests  are  received  from  the  Assistant 
Inspector  General  for  Audit.  DOL’s  pro¬ 
curement  offices  may  neither  request  nor 
authorize  audits.  Any  long-term  requests 
or  informal  understandings  will  be  recon¬ 
firmed  with  the  Inspector  General  before 
further  auditing  occurs, 

15-114  Supplemental  Requirements 
for  Department  of  Transportation 
Contracts 

a.  On  Department  of  Transportation 
contracts  continuing  for  more  than  one 
year,  an  annual  report  (original  and  two 
copies)  will  be  issued  by  the  auditor  to 
the  cognizant  contracting  officer,  with 
four  copies  sent  to  the  Office  of  Inspector 
General  (15-1S5)  after  the  close  of  the 
annual  period.  The  report  should  sum¬ 
marize  the  status  of  each  contract  being 
audited,  including  costs  by  major  catego¬ 
ries,  incurred  and  billed  to  date;  amounts 
questioned;  and  any  pertinent  comments 
regarding  the  contractor’s  financial  prac¬ 
tices. 

b.  The  Department  of  Transportation 
has  authorized  the  U.S.  Coast  Guard  and 
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the  Federal  Aviation  Administration  to 
send  audit  requests  directly  to  DCAA.  All 
other  DOT  organizations  are  required  to 
route  their  requests  through  the  Office  of 
Inspector  General  (15-1S5). 

c.  For  each  audit  report  sent  to  a 
Department  of  Transportation  activity, 
four  copies  will  be  sent  to  the  DOT  Office 
of  Inspector  General  (15-1S5). 

15-115  Supplemental  Requirements 
for  Department  of  the  Treasury 
Contracts 

Copies  of  each  audit  report  pertaining 
to  a  Department  of  the  Treasury  contract 
or  procurement  action  will  be  sent  to 
Department  of  the  Treasury,  Office  of  the 
Inspector  General,  1500  Pennsylvania 
Avenue,  N.W.,  Room  2412,  Washington. 
D.C.  20220. 

15-116  Supplemental  Requirements 
for  Environmental  Protection  Agency 
Contracts 

a.  Audit  services  will  be  provided  to 
the  Environmental  Protection  Agency 
(EPA)  upon  request  by  EPA  procurement 
officials.  Current  EPA  procedures  require 


that  the  audit  request  must  include  an 
eleven-digit  EPA  control  number;  other¬ 
wise  the  assignment  is  not  to  be  accepted. 

b.  If  requested,  an  annual  report  will  be 
sent  to  the  Inspector  General  for  Audits 
(15-1S4)  on  each  contractor/grantee 
where  (1)  EPA  contracts/grants  are  in 
excess  of  $1  million,  or  (2)  two  or  more 
contracts/grants  are  in  effect  during  the 
contractor  s  fiscal  year.  In  its  request  for 
audit,  EPA  will  indicate  the  type  of 
information  required  in  the  annual  re¬ 
port,  such  as  status  of  contracts/grants, 
amounts  questioned,  and  other  related 
data. 

15-117  Supplemental  Requirements 
for  National  Science  Foundation 
(NSF)  Contracts 

All  audit  requests  will  originate  from 
the  National  Science  Foundation,  Office 
oflnspector  General,  4201  Wilson  Boule¬ 
vard,  Arlington,  Virginia  22230.  All  I 
questions  concerning  National  Science 
Foundation  audit  requests  will  be  direct¬ 
ed  to  this  address.  The  procedures  de¬ 
scribed  in  .-300  should  be  followed  when 
auditable  I'  SF  contracts  are  identified 
for  which  auUits  have  not  been  requested. 
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15-lSl  Supplement  -  Address  List  for  National  Aeronautics  and  Space 
Administration  Field  Audit  Offices 


Address  of  Field  Audit  Office 

Director,  NASA  Office  of  Inspector  General 
Code  W 

NASA  Headquarters 
Washington,  DC  20546-0001 
(202)  358-1220 
(202)  358-3022  FAX 

Director,  NASA  Office  of  Inspector  General 
Headquarters  Center 
Code  W-1 

Washington,  DC  20546-0001 
(202)  358-1921 
(202)  358-3034  FAX 

Director,  NASA  Office  of  Inspector  General 
Code  200.1 

Goddard  Space  Flight  Center 
Greenbelt,  MD  20771 
(301)  286-5561 
(30!)  286-9120  FAX 


Director,  NASA  Office  of  Inspector  General 

Mail  Stop  60-9 

Lewis  Research  Center 

Cleveland,  OH  44135 

(216)  433-5412 

(216)  433-5415  FAX 

Director,  NASA  Office  of  Inspector  General 

Mail  Stop  181,- 

Langley  Research  Center 

Hampton,  VA  23681-OOOlina 

(804)  864-3262 

(804)  864-6328  FAX 

Director,  NASA  Office  of  Inspector  General 
Code  M-Dl 

Geoige  C.  Marshall  Space  Flight  Center 
Marshall  Space  Flight  Center,  AL  35812 
(205)  544-0069 
(205)  544  5856  FAX 

Director,  NASA  Office  of  Inspector  General 

Mail  Stop  KSC/OIG 

John  F.  Kennedy  Space  Center 

Kennedy  Space  Center,  FL  32815 

(407)  867-4664 

(407)  867-4481  FAX 

Director,  NASA  Office  of  Inspector  General 
Mail  Stop  204-11, 

Ames  Research  Center 
Moffett  Field,  CA  94035 
(415)  604-5665 
(415)  604-3955  FAX 


Geographic  Areas 


Baltimore-Washington  International  Airport 
(Center  for  Aerospace  Information), 
counties  of  Arlington  and  Fairfax  in 
Virginia,  the  City  of  Alexandria,  Virginia, 
and  Washington,  D.C. 


Maine,  Maryland,  Delaware,  New  Jcrsey,- 
Connecticut,  Rhode  Island.  Massachusetts, 
Vermont,  New  Hampshire,  New  York, 
Eastern  Pennsylvania  (areas  east  of  the 
western  boundaries  of  counties  Potter, 
Clinton.  Center,  Huntingdon,  and  Fulton), 
and  Accomack  County.  VA 

Iowa,  Minnesota,  North  Dakota,  South 
Dakota.  Wisconsin,  Michigan,  Illinois, 
Indiana,  Kentucky,  Ohio,  and  Western 
Pennsylvania  (area  west  of  the  western 
boundaries  of  counties  Potter,  Clinton, 
Center,  Huntingdon  and  Fulton) 

Virginia  (except  the  counties  of  Arlington. 
Fairfax,  Accomack,  and  the  city  of 
Alexandria),  West  Virginia,  North  Carolina, 
and  South  Carolina 


Alabama,  Tennessee,  Georgia,  Mississippi 
and  Louisiana 


Florida,  Puerto  Rico,  and  the  U.S  Virgin 
Islands 


Northern  California  (nortii  of  San  Luis 
Obispo,  Kern,  and  San  Bernardino 
counties),  Oregon.  Washington,  Idaho. 
Montana,  Wyoming,  Colorado,  Utah,  and 
Nevada 
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Director,  NASA  Office  of  Inspector  General 
Mail  Stop  180-301 
Jet  Propulsion  Laboratory 
4800  Oak  Grove  Drive 
Pasadena,  CA  91109 
(818)  354-3360 
(818)  393-4882  FAX 

Director,  NASA  Office  of  Inspector  General  Texas,  Oklahoma,  Arkansas,  Missouri, 

Code  W-JS  Kansas,  Nebraska,  and  New  Mexico 

Lyndon  B.  Johnson  Space  Center 

Houston,  TX  77058 

(713)  483-4773 

(713)  483-5773  FAX 


Arizona,  Southern  California  (San  Luis 
Obispo,  Kern,  and  San  Bernardino 
counties,  and  all  points  south),  and  Hawaii 
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15-1S2  Supplement  —  Address  List  for  National  Aeronautics  and  Space 
Administration  Procurement  Centers  Supplement  -  Address  List  for  National 
Aeronautics  and  Space  Administration  Procurement  Centers 


Address  of  Center 


Contract  Code  No. 


Associate  Administrator  for  Procurement,  Code  H 

NASA  Headquarters 

Washington,  D.C.  20546 

(202)  358-2090 

(202)  358-3082  FAX 

Headquarters  Contracts  and  Grants,  Code  HW  NAS  W 

NASA  Headquarters 

Washington,  DC  20546 

(202)  358-1852 

(202)  358-3080  FAX 

Langley  Research  Center,  NASA  NAS  1 

Code  134 

Hampton,  VA  23681-0001 
(804)  864-2426 

(804)  864-8541  FAX 

Ames  Research  Center,  NASA  NAS  2 

Mail  Stop  241-1 

Moffett  Field,  CA  94035 

(415)  604-5820 

(415)  604-4646  FAX 

Lewis  Research  Center  NAS  3 

Mail  Stop  500-313 

21000  Brookpark  Road 

Cleveland,  OH  44135 

(216)  433-2800 

(216)  433-5489  FAX 

Dryden  Flight  Research  Center,  NASA  NAS  4 

P.O.  Box  273 
Edwards,  CA  93523 

(805)  258-3326 
(805)  258-2292  FAX 

Goddard  Space  Flight  Center,  NASA  NAS  5 

Code  200 

Greenbelt,  MD  20771 
(301)  286-7522 
(301)  286-1706  FAX 
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NASA  Management  Office  -  JPL 

Code  180-802 

4800  Oak  Grove  Drive 

Pasadena,  CA  91109 

(818)  354-5359 

(818)  354-6051  FAX 

George  C.  Marshall  Space  Flight  Center,  NASA 
Code  APOl 

Marsha'l  Space  Flight  Center,  AL  35812 
(205)  544-0253 
(205)  544-9344  FAX 

Lyndon  B.  Johnson  Space  Center,  NASA 
Code  BB 

Houston,  TX  77058 
(713)  483-5473 
(713)  483-3106  FAX 

John  F.  Kennedy  Space  Center,  NASA 
Code  OP 

Kennedy  Space  Center,  FL  32899 
(407)  867-7212 
(407)  867  8599  FAX 

John  C.  Stennis  Space  Center,  NASA 
Code  DAOO 

Stennis  Space  Center,  MS  39529-6000 
(601)  688-1637 
(601)  688-1141  FAX 

Space  Station  Procurement  Office,  NASA 
Johnson  Space  Center 
Code  OA 

2101  NASA  Road  1 
Building  4S,  Room  4810 
Houston,  TX  77058 
(713)  244-7683 
(713)  244-8294  FAX 


NAS  7 


NAS  8 


NAS  9 


NAS  10 


NAS  13 


SSH015 
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15-1S3  Supplement  -  Address  List  for  Department  of  Health  and  Human 
Services  Regional  Audit  OfHces 


Reg¬ 
ion  Address  of  Regional  Audit  Office  Geographic  Areas 

I.  Regional  Inspector  General  for  Audit,  DHHS  Connecticut,  Maine,  Massachusetts, 

John  F.  Kennedy  Federal  Building,  RM  2425  New  Hampshire,  Rhode  Island  & 
Boston,  MA  02203  Vermont 

(617)  565-2684 
(617)  565-3750  FAX 

II.  Regional  Inspector  General  for  Audit,  DHHS 
Federal  Building,  RM  3900A 
26  Federal  Plaza 
New  York,  NY  10278 
(212)  264-4620 
(212)  264-6307  FAX 

III.  Regional  Inspector  General  for  Audit,  DHHS 
3535  Market  St.,  RM.4300 
P.O.  Box  13716 
Philadelphia,  PA  19101 
(215)  596-6743 
(215)  596-1451  FAX 

IV.  Regional  Inspector  General  for  Audit,  DHHS 
P.O.  Box  2047 
Atlanta,  GA  30301 
(404)  331-2446 
(404)  334-2308  FAX 

(AIRBORNE  USE  ONLY) 

101  Marietta  Tower 
Room  1401 
Atlanta,  GA  30323 

V.  Regional  Inspector  General  for  Audit,  DHHS  Illinois,  Indiana,  Michigan, 

105  West  Adams  Minnesota,  Ohio,  &  Wisconsin 

23rd  Floor. 

Chicago,  IL  60606 
(312)  35.3-2618 
(312)  353-1194  FAX 

VI.  Regional  Inspector  General  for  Audit,  DHHS 
1 100  Commerce  Street 
RM  4E1A 
Dallas,  TX  75242 
(214)  767-8414 
(214)  767-2039  F.AX 

VII.  Regional  Inspector  General  for  Audit,  DHHS 
601  E.  12th  St. 

RM  284A 
Federal  Building 
Kansas  City,  MO  64106 
(816)  426-3591 
(816)  426-3655  FAX 
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Arkansas,  Louisiana,  New  Mexico, 
Oklahoma,  &  Texas 


Colorado,  Iowa,  Kansas,  Missouri 
Montana,  Nebraska,  North  Dakota, 
South  Dakota,  Utah,  &  Wyoming 


New  Jersey,  New  York,  Puerto 
Rico  &  Virgin  Islands 


Delaware,  District  of  Columbia, 
Maryland,  Pennsylvania,  Virginia  & 
West  Virginia 


Alabama,  Florida,  Georgia,  North 
Carolina,  and  South  Carolina 
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IX.  Regional  Inspector  General  for  Audit,  DHHS 
Federal  Office  Building 
50  United  Nationa  Plaza 
RM  171 

San  Francisco,  CA  94102 
(415)  556-5766 
(415)  556-9513  FAX 


Alaska,  Arizona,  California,  Hawaii, 
Idaho,  Nevada,  Oregon, 

Washington,  American  Samoa, 
Guam,  Trust  Ter.  of  Pacific 
Islands,  &  Wake  Island 
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15-1S4  Supplement  -  Address  List  for  Environmental  Protection  Agency 

Audit  Offices 


Address  of  Area  Audit  Office 

Environmental  Protection  Agency 
OIG/Office  of  Audit  (3A100) 
Mid-Atlantic  Audit  Division 
841  Chestnut  Street 
13th  Floor 

Philadelphia,  PA  19107 
(215)  597-0497 
(215)  597-9802  FAX 

Environmental  Protection  Agency 
OIG/Office  of  Audit  -  OIG  521 
Eastern  Audit  Division 
JFK  Federal  Building 
Boston,  MA  02203 
(617)  565-3160 
(617)  565-3660  FAX 

Environmental  Protection  Agency 
OIG/Office  of  Audit 
Northern  Audit  Division  (IA-13J) 

77  West  Jackson  Boulevard,  13th  Floor 
Chicago,  IL  60604 
(312)  353-2486 
(312)  353-4225  FAX 

Environmental  Protection  Agency 
OIG/Office  of  audit 
Western  Audit  Division  (I-l) 

75  Hawthorn  Street,  1 9th  Floor 
San  Francisco,  CA  94105 
(415)  744-2445 
(415)  744-2438  FAX 

Environmental  Protection  Agency 
OIG/Office  of  Audit,  Suite  276 
Southern  Audit  Division 
1375  Peachtree  Street,  N.E. 

Atlanta,  GA  30309 
(404)  347-3623 
(404)  347-1578  FAX 

Environmental  Protection  Agency 

OIG/Office  of  Audit 

Central  Audit  Division 

726  Minnesota  Avenue 

Kansas  City,  KS  66101 

(913)  551-7878 

(913)  551-7837  FAX 


Geographic  Areas 

Pennsylvania,  Delaware,  Maryland, 
Washington,  D.C.,  West  Virginia,  and 
Virginia 


Maine,  Connecticut,  New  York, 
Massachusetts,  Rhode  Island,  Vermont, 
New  Hampshire,  New  Jersey,  Puerto 
Rico  and  Virgin  Islands 


Ohio,  Michigan,  Wisconsin,  Minnesota, 
Indiana,  and  Illinois 


Alaska,  Arizona,  California,  Hawaii, 
Idaho,  Nevada  Oregon,  Washington, 
and  Guam 


Alabama,  North  Carolina,  South 
Carolina,  Florida,  Georgia,  Mississippi, 
Texas,  Arkansas,  Tennessee,  Kentucky, 
Oklahoma,  New  Mexico,  and 
Louisiana, 


Colorado,  Utah,  Iowa,  Kansas, 
Missouri,  Nebraska,  Montana, 
Wyoming,  North  Dakota,  and  South 
Dakota 
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15-1S5  Supplement  -  Address  List  for  Department  of  Transportation  Offices 

Sispplemental  Address  for  Submission  Audit  Report  Dist. 
Address  of  Office  of  Public  Vouchers  and  Audit  Reports  No.  of  Copies 


U.S.  Coast  Guard  ATTN:  Chief,  Cost/Price  Analysis  3 

Headquarters  Section,  Procurement 

Transpoint  Bldg.  Division,GACS-4A 

2100  2nd  Street,  SW 
Washington,  DC  20593 
(202)  267-0814 
(202)  267-4019  FAX 

Volpe  National 
Transportation  Systems 
Center,  Kendall  Square 
Cambridge,  MA  02142 
(617)  494-2170 
(617)  494-3656  FAX 

Federal  Highway 
Administration 
Headquarters 
400  7th  Street,  SW 
Washington,  DC  20590 
(202)  366-4205 
(202)  366-3705  FAX 

Federal  Land  Highway 
Program  Office 
400  7th  Street,  SW 
Washington,  DC  20590 
(202)  366-9482 
(202)  366-7495  FAX 

Federal  Transit 
Administration 
400  /th  Street,  SW 
Washington,  DC  20590 
(202)  366-4980 
(202)  366-3808  FAX 

Federal  Railroad 
Administration 
400  7th  Street.  SW 
Washington,  DC  20590 
(202)  366-5708 
(202)  366-3055  FAX 

National  Highway  Traffic  ATTN:  Contracting  Officer’s  3 

Safety  Administration  Representative,  NAD-30,  Office 

400  7th  Street,  SW  of  Contracts  and  Procurement 

Washington,  DC  20590 
(202)  366-601! 

(202)  366-9555  FAX 


ATTN:  Contracting  Officer’s  3 

Representative,  Office  of 
Contracts  and  Procurement, 

HCP-20 


ATTN:  Procruement  Advisor,  HFL-24  4 

(Contract  No.  Prefix  DTFH71) 

ATTN:  Director,  Office  of  4 

Procurement,TAD-40 


ATTN:  Chief,  Analysis  and  1 

Information  Branch,  DTS-854 


ATTN:  Contracting  Officer’s  2 

Representative,  Office  of 
Contracts  and  Procurement, 

HCP-20 

(Contract  No.  Prefix  -  DTFH61) 
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Supplemental  Address  for  Submission 
Address  of  Office  of  Public  Vouchers  and  Audit  Reports 


Research  and  Special 
Programs  Administration 
Headquarters 
400  7th  Street,  SW 
Washington,  DC  20590 
(202)  366-4356 
(202)  366-7974  FAX 


ATTN:  Contracting  Officer’s 

Representative,  Ofilce  of 
Contracts  and  Procurement, 
DMA-30 


St.  Lawrence  Sea^v'ay 
Development  Corp. 
P.O.  Box  520 
Massena,  NY  13662 


ATTN:  Contracting  Officer’s 

Representative,  Procurement 
Division 


United  States  Maritime  ATTN:  Chief,  Office  of  Acquisition, 

Administration  MAR-380 

400  7th  Street,  SW 

Washington,  DC  20590 

(202)  366-1365 

(202)  366-3889  FAX 


Federal  Aviation 

Administration 

Headquarters 

800  Independence  Ave, 

SW 

Washington,  DC  20591 
(202)  267-3686 
(202)  267-5814  FAX 


ATTN:  Manager,  Pricing  Staff.  ASU- 
305,  Contracts  Division, 
Contracting  and  Quality 
Assurance  (for  audit  reports) 

(Contract  No.  Prefix  DTFAOl) 


Federal  Aviation  ATTN:  Pricing  Staff,  AMQ  120  Office 

Administration  of  Acquisition 

Aeronautical  Center 
P.O.  Box  25082 

Oklahoma  City,  OK  73125  (Contract  No.  Prefix  DTFA02) 

(405)  954-7713 
(405)  954-3111  FAX 


Federal  Aviation  ATTN:  Supervisor,  Operations  Section,. 

Administration  ACM  510D 

Technical  Center 
Atlantic  City  International 

Airport,  NJ  08405  (Contract  No.  Prefix  DTFA03) 

(609)  485-5360 
(609)  485-6766  FAX 

Office  of  the  Secretary  ATTN:  Chief,  Procurement  Operations 

of  Transportation  Division,  M-64 

400  7th  Street,  SW 

Washington,  DC  20590 

(202)  366-4953 

(202)  366-9848  FAX 


Audit  Report  Dist. 
No.  of  Copies 

3 


2 


1 


1  Indirect  cost 
3  other 


1  Indirect  cost 
3  other 


1 


DCAA  Contract  Audit  Manual 


1520 

15-1S5 


January  1995 


For  each  audit  report  sent  to  the  above  named  Department  of  Transportation  activities,  one 
copy  will  also  be  sent  to  the  following  address: 

David  F.  Kent,  Director 

OfTice  of  Information  Technology  and 

Financial  Audits 

Deoartment  of  Transportation 

Ofi.je  of  Inspector  General 

Room  7102,  JA-30 

400  7th  Street,  SW 

Washington,  DC  20590 

Any  questions  regarding  the  transmittal  of  audit  reports  and  acknowledgment  letters  to  the 
Department  of  Transportation  should  be  directed  to  the  above  office  at  (202)  366-1996,  or  fax  to 
(202)  366-3530. 
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15-1S6  Supplement  -  Address  List  for  Department  of  Agriculture  Regional 

Audit  Offices 


Address  of  Regional  Audit  Office 

Regional  Inspector  General 
Northeast  Region 
Room  422 
6505  Belcrest  Road 
Hyattsville,  MD  20782 
(301)  436-8763 
(301)  436-7600  FAX 

Regional  Inspector  General 

Southeast  Region 

401  W.  Peachtree  Street,  N.W. 

Atlanta,  GA  30365-3520 

(404)  881-3675 

(404)  730-3221  FAX 

Regional  Inspector  General 
Midwest  Region 
1 1 1  N.  Canal  Street 
Chicago,  IL  60606-7295 
(312)  353-1352 
(312)  353-3017  FAX 

Regional  Inspector  General 
Southwest  Region 
101  S.  Main  Street 
Temple,  TX  76501 
(817)  774-1430 
(817)  774-1373  FAX 

Regional  Inspector  General 
Great  Plains  Region 
9435  Holmes  Street 
Kansas  City,  MO  64131 
(816)  926-7667 
(816)  926-3861  FAX 

Regional  Inspector  General 
Western  Region 
Suite  225 

600  Harrison  Street 
San  Francisco,  CA  94107 
(415)  556-4244 
(415)  744-2871  FAX 


Geographic  Areas 

Connecticut,  Delaware,  District  of 
Columbia,  Maine,  Maryland, 
Massachusetts,  New  Hampshire,  New 
Jersey,  New  York,  Pennsylvania, 
Puerto  Rico,  Rhode  Island,  Vermont, 
Virgin  Islands,  Virginia,  and  West 
Virginia 

Alabama,  Florida,  Georgia,  Kentucky, 
Mississippi,  North  Carolina,  South 
Carolina,  and  Tennessee 


Illinois,  Indiana,  Michigan,  Minnesota, 
Ohio,  and  Wisconsin 


Arkansas,  Louisiana,  New  Mexico, 
Oklahoma,  and  Texas 


Colorado,  Iowa,  Kansas,  Missouri, 
Montana,  Nebraska,  North  Dakota, 
South  Dakota,  Wyoming,  and  Utah 


Alaska,  Arizona,  California,  Hawaii, 
Idaho,  Nevac.a,  Oregon,  Territory  of 
Guam,  Trust  Territories  of  the  Pacific, 
and  Washington 
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1..  The  general  DCAA  policy  for  ad¬ 
dressing  audit  reports  is  stated  in  10- 
208.1.  Supplemental  distribution  require¬ 
ments  specified  by  the  non-DoD  organi¬ 
zations  are  referenced  in  this  column. 
Absence  of  a  listing  on  this  15 -IS?  Sup¬ 
plement  or  absence  of  a  reference  in  this 
column  indicates  that  no  supplemental 
distribution  is  required. 


2.  Some  non-DoD  Offices  of  Inspector 
General  have  requested  copies  of  selected 
or  all  audit  reports.  Absence  of  a  listing 
on  this  15-1S7  Supplement  or  absence  of 
an  entry  in  this  column  indicates  that 
distribution  to  an  Office  of  Inspector 
General  is  not  required. 
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15-200  Section  2  —  Contract  Audit  Coordinator  Program 


15-201  Introduction 

This  section  sets  forth  the  policies  and 
procedures  applicable  to  the  Contract 
Audit  Coordinator  (CAC)  Program.  It 
also  provides  guidelines  for  their  imple¬ 
mentation  by  field  audit  offices. 

15-202  Policy  for  Establishment 

a.  A  CAC  program  may  be  established 
and  implemented  as  stated  in  this  section 
for  designated  (1)  larger  multi-segment 
contractors;  (2)  government-owned,  con- 
tractor-operated  (GOCO)  plants;  or  (3) 
other  groups  of  contractors  operated  as 
an  integrated  complex  or  engaged  in  a 
major  procurement  program  or  in  fur¬ 
nishing  the  same  or  similar  services  or 
end  items  to  the  government,  e.g.,  ship¬ 
building  or  aircraft  Jet  engines. 

b.  When  there  is  a  major  organization¬ 
al  segment  of  a  contractor’s  overall  cor¬ 
porate  structure  that  consists  of  a  group 
of  subordinate  segments  under  common 
organizational  control,  which  are  rela¬ 
tively  independent  and  have  significant 
auditable  government  business,  a  Group 
Audit  Coordinator  (GAC)  may  be  estab¬ 
lished.  There  should  be  sufficient  con¬ 
tract  audit  issues,  usually  unique  to  the 
group  and  normally  different  from  the 
rest  of  the  corporation,  which  require 
coordination  among  a  number  of  FAOs. 
Further,  there  should  be  a  contractor 
representative  available  at  this  group 
level  that  can  speak  for  the  group  and  is 
authorize.';  to  resolve  issues. 

c.  Where  establishment  of  a  GAC  is 
requested  and  approved,  the  DCAA  e.ga- 
nizational  designation  of  the  auditor  cog¬ 
nizant  of  the  parent  level  operations  will 
vary  depending  on  the  circumstances.  If 
other  segments  within  the  company’s 
organization  have  sufficient  audit  re¬ 
quirements,  a  CAC  at  the  corporate  level 
would  be  approp'-^.e;  if  not  the  position 
may  be  a  Corpoiate  Home  Office  Auditor 
(CHOA). 

d.  The  guidance  contained  in  15-204 
should  be  followed  when  establishing  a 
GAC,  and  all  the  CAC  Case  Files  re¬ 
quired  by  15-211  will  he  maintained  at 


the  GAC  level,  including  distribution  to 
Headquarters.  All  other  portions  of  this 
guidance  should  be  followed  as  applica¬ 
ble  to  the  GAC. 

e.  The  program  will  apply  to  all  loca¬ 
tions  of  each  designated  contractor  or 
specific  group  of  contractors.  It  will  cover 
contract  audit  matters  subject  to  or  re¬ 
quiring  centralized  direction,  control,  or 
resolution  in  such  areas  as  accounting, 
pricing,  audit  programming,  CAS  com¬ 
pliance,  and  cost  estimating  policies  and 
practices.  In  each  case,  the  extent  of 
coordination  will  be  determined  by  the 
specific  circumstances. 

f.  Assignment  and  performance  of  the 
coordination  duties  described  herein 
should  be  considered  an  identified  part  of 
supervisory  and  administrative  responsi¬ 
bilities  at  the  regional  or  FAO  levels. 

15-203  Program  Objectives 

The  overall  objective  is  to  increase  the 
effectiveness  of  contract  auditing  at  those 
contractor  locations  designated  for  inclu¬ 
sion  in  the  program  by  such  means  as: 

a.  Establishing  a  focal  point  for  each 
contractor  or  contractor  group  to  coordi¬ 
nate  contract  audit  matters  and  distribute 
information  regarding  activities  of  com¬ 
mon  concern  and  interest  within  the 
CAC/CHOA/GAC  complex. 

b.  Facilitating  discussion  and  resolu¬ 
tion  of  major  audit  problem  areas  with 
corporate  or  group  level  personnel. 

c.  Establishing  closer  working  relation¬ 
ships  among  audit  personnel  and  respon¬ 
sible  contract  administration  officials  in 
the  evaluation  of  price  proposals  and 
negotiation,  administration,  repricing, 
and  settlement  of  contracts  and  subcon¬ 
tracts 

d.  Promoting  consistency  in  the  audit 
treatment  of  incurred  and  estimated  cost 
representations  and  implementation  of 
CAS. 

e.  Coordinating  with  procurement  of¬ 
fices  on  contract  provisions  affecting 
accounting  and  finance. 

f.  Establishing  coordinated  audits 
where  appropriate. 
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15-204  Designation  of  Audit 
Coordination  Office 

a.  Regional  directors  will  submit  rec¬ 
ommendations  to  Headquarters,  Attn:  O, 
for  the  establishment  of  a  CAC  complex 
where  such  action  is  in  consonance  with 
the  policy  and  objectives  stated  in  15- 
202. 

b.  A  regional  office  or  FAO  will  be 
selected  as  the  audit  coordination  office 
for  each  CAC  complex  in  accordance 
with  the  following  guidelines: 

(1)  For  multi-segment  contractors,  the 
FAO  having  the  predominant  audit 
workload  or  a  major  workload  will  ordi¬ 
narily  be  selected.  Proximity  to  the  con¬ 
tractor’s  home  office  will  also  be  consid¬ 
ered. 

(2)  For  other  complexes,  the  CAC 
function  will  be  assigned  to  the  regional 
or  field  audit  office  which  has  responsi¬ 
bility  for  one  or  more  of  the  larger 
contractor(s)  performing  on  the  major 
program.  Proximity  to  the  key  procure¬ 
ment  or  contract  administration  office(s) 
will  also  be  considered. 

c.  When  a  CAC  complex  is  authorized 
by  Headquarters,  the  regional  director 
will  notify  all  interested  DCAA  regional 
and  field  offices,  as  well  as  all  applicable 
government  procurement  and  contract 
administration  offices,  of  the  name  of  the 
CAC  and  his/her  office  location.  Also 
inform  the  principal  representative(s)  of 
a  multi-segment  contractor  of  the  estab¬ 
lishment  of  the  CAC  and  the  objectives 
of  the  program.  Notification  of  the  estab¬ 
lishment  of  a  CAC  complex  for  COCO 
plants  or  other  groups  of  contractors  need 
not  be  furnished  to  the  contractors  in¬ 
volved. 

15-205  Responsibilities  of  the 
Contract  Audit  Coordinator 

The  responsibilities  of  the  designated 
contract  audit  coordinator  will  include 
but  are  not  be  limited  to: 

a.  Coordinating  the  contract  audit  ac¬ 
tivities  of  applicable  FAOs  as  required  to 
accomplish  the  program  objectives  and 
formulating  the  annual  CAC  program  or 
plan  of  operation. 


b.  Acting  as  the  contact  point  for 
discu.'Sions  with  contractor  officials  in 
corporate  and  divisional  offices  on  such 
matters  as; 

(1)  Management  policies  and  practices, 
including  proposed  changes  thereto,  hav¬ 
ing  cost  implications.  These  may  involve 
relocation  of  operations,  establishment  of 
a  new  division,  change  in  organizational 
structure,  new  types  of  products  or  con¬ 
tracts,  and  similar  matters  which  would 
be  of  significant  concern  to  cognizant 
auditors  at  the  contractor’s  other  plants 
or  divisions  (see  1-502  on  change  of 
FAOs). 

(2)  Inconsistencies  and  weaknesses  in 
cost  accounting  procedures  and  practices, 
estimating  methods,  or  indirect  cost  allo¬ 
cation  procedures  particularly  those 
which  are  common  to  more  than  one 
division. 

(3)  Compliance  with  CAS  Board  rules, 
regulations,  and  standards  (see  Chapter 
8). 

(4)  Treatment  of  inter-  and  intra-com¬ 
pany  transfers  or  billings. 

(5)  Access  to  the  contractor’s  account¬ 
ing,  operating,  and  statistical  records, 
current  and  prospective  budgets,  operat¬ 
ing  and  financial  statements,  internal 
audit  reports,  corporate  minutes,  and 
operating  committee  minutes. 

(6)  Questions  on  the  contractor’s  local 
practices  and  procedures  affecting  cogni¬ 
zant  auditors  at  other  locations  and  re¬ 
quiring  consultation  or  resolution  at  a 
higher  management  level. 

c.  Notifying  cognizant  auditors  at  the 
respective  contractor  locations  of  the 
results  of  discussions  held  and  actions 
taken  concerning  any  of  the  matters 
covered  above;  also  advising  such  audi¬ 
tors  on  proposed  or  established  changes 
affecting  the  contractor’s  accounting, 
pricing  or  estimating  procedures,  and 
other  changes  or  management  decisions 
having  a  bearing  on  contract  audit  activi¬ 
ties. 

d.  Coordinating  with  cognizant  audi¬ 
tors  to  promote  consistency  of  audit 
treatment  of  normally  sensitive  and  con¬ 
troversial  elements  of  cost  such  as  re¬ 
search  and  development,  advertising, 
selling  expenses,  pension  and  retirement 
plans,  compensation  (see  5-803.2)  and 
recruitment  expense. 
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e.  Coordinating  with  cognizant  audi¬ 
tors  to  promote  consistency  and  unifor¬ 
mity  of  audit  approach  by  (1)  providing 
them  with  complete  details  concerning 
special  audit  procedures,  techniques,  and 
programs  which  may  be  usefully  applied 
at  their  assigned  locations,  (2)  alerting 
cognizant  auditors  of  problems  at  other 
locations  which  may  exist  at  their  as¬ 
signed  locations,  (3)  informing  cognizant 
auditors  of  the  details  of  problem  resolu¬ 
tion  achieve  at  other  locations  which  may 
also  be  applicable  at  their  assigned  loca¬ 
tions,  and  (4)  advising  cognizant  auditors 
of  action  taken  on  problems  referred  to 
the  audit  coordination  office  for  resolu¬ 
tion. 

f.  Furnishing  guidance  for  the  sched¬ 
uling  and  performance  of  the  annual 
(historical)  home  office  audit,  and  home 
office  or  other  intracompany  reviews 
required  for  forward  pricing. 

g.  Ensuring  distribution  of  pertinent 
home  office  reports,  and  the  results  of  the 
reviews  of  the  corporate  minutes  and  tax 
returns  to  each  FAO  within  the  CAC 

I  complex  (3-104.15);  and  ensuring  distri¬ 
bution  of  the  contractor’s  corporate  an¬ 
nual  report  to  FAOs  within  the  network, 
the  CAC’s  regional  office,  and  Headquar¬ 
ters,  Attn:  O.  When  SEC  filings  contain 
information  pertinent  to  government 
contracts  at  divisions  in  the  CAC  com¬ 
plex  and  are  not  included  in  the  corpo¬ 
rate  annual  report,  the  CAC  will  also 
provide  such  data  to  cognizant  DCAA 
field  audit  offices. 

h.  Coordinating  with  cognizant  audi¬ 
tors,  contracting  officers,  and  other  re¬ 
sponsible  officials,  as  appropriate,  in  the 
resolution  of  general  questions  of  reason¬ 
ableness  of  costs  generated  by  divisions 
or  affiliates  of  the  contractor. 

i.  Assisting  departmental  negotiators 
by  coordinating  with  cognizant  auditors 
on: 

(1)  Timely  submission  of  indirect  cost 
audit  reports. 

(2)  Consistency  in  audit  presentations 
and  explanations  for  questioned  costs. 

(3)  Uniform  audit  position  and  ratio¬ 
nale  on  similar  items  questioned  at  dif¬ 
ferent  locations. 

(4)  Attendance  at  company-wide  indi¬ 
rect  cost  negotiations. 


j.  Cooperating  with  procurement  and 
contract  administration  personnel  in  per¬ 
forming  such  contractor-wide  studies  and 
reports  as  will  assist  in  increasing  the 
effectiveness  of  procurement  and  in 
achieving  consistency  in  pricing  and  cost¬ 
ing. 

k.  Developing  coordinated  objectives 
or  programs  for  the  audit  of  selected 
functional  areas  and  indirect  cost  items 
which  are  common  to  several  locations 
within  the  CAC  complex  (see  15-206). 

l.  Responding  to  inquiries  for  informa¬ 
tion,  special  studies,  etc.  on  sensitive 
items  or  significant  and  common  prob¬ 
lem  areas  in  the  CAC  complex.  Such 
inquiries  will  ordinarily  be  made  by 
Headquarters  to  the  regional  director 
with  a  copy  forwarded  directly  to  the 
CAC.  Replies  will  be  made  by  similar 
procedures.  Inquiries  and  replies  may  be 
made  by  telephone  when  required  by 
time  limitations. 

m.  Reviewing  reports  submitted  by 
participating  FAOs  and  consolidating 
where  appropriate,  significant  findings 
for  presentation  to  appropriate  govern¬ 
ment  and/or  contractor  officials  on  CAC 
complexes  involving  major  procurement 
programs  for  same  or  similar  services  or 
end  items,  e.g.,  COCO  plants.  Such  re¬ 
ports  can  present  pertinent  information 
on  common  problem  areas  and  indicate 
recommended  action  to  be  taken  by 
procurement  and/or  contractors  to  in¬ 
crease  financial  effectiveness  under  gov¬ 
ernment  contracts. 

15-206  Coordinated  Audit  Objectives 
or  Programs 

15-206.1  Criteria  for  Multi-Segment 
Contractor  CAC  Complexes 

As  respects  multi-segnient  contractors, 
common  audit  objectives  and  programs 
are  particularly  applicable  when  the  same 
policies  and  procedures  are  used  through¬ 
out  the  CAC  complex  in  such  areas  as 
accounting,  estimating,  personnel  prac¬ 
tices,  purchasing,  and  implementation  of 
CAS.  In  these  and  other  instances  the  use 
of  common  audit  programs  promotes 
consistency  of  audit  treatment  of  selected 
functional  areas  at  all  participating  com¬ 
ponents,  as  well  as  assisting  in  the  proper 
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time  phasing  and  consolidation  of  audit 
reports.  In  those  multi-segment  CAC 
complexes  where  common  audit  pro¬ 
grams  cannot  be  used,  the  CAC  should 
develop  and  issue  common  audit  objec¬ 
tives. 

15-206.2  Criteria  for  Other  CAC 
Complexes 

Where  the  CAC  program  is  comprised 
of  selected  contractors  involved  in  a 
major  item  procurement  program  or  the 
production  of  similar  or  like  end  items, 
common  audit  programs  cannot  usually 
be  adopted  because  of  the  differences  in 
accounting,  estimating,  and  other  man¬ 
agement  systems  existing  among  the  dif¬ 
ferent  contractors.  However,  common 
objectives  should  be  developed  and  must 
be  sufficiently  defined  to  produce  audit 
results  which  are  compatible  for  consoli¬ 
dated  audit  reports.  Some  examples  of 
areas  to  be  given  attention  in  such  CAC 
programs  would  include  review  of:  (1) 
purchasing  of  common  items,  (2)  use  of 
the  same  subcontractors,  (3)  labor  utiliza¬ 
tion,  (4)  make-or-buy  programs,  and  (5) 
government-furnished  materials  and 
equipment. 

15-206.3  Procedures  for  Coordinated 
Audits 

Audit  objectives  and  programs  should 
be  developed  by  the  CAC  with  the  cogni¬ 
zant  auditors,  and  audits  made  accord¬ 
ingly.  The  following  guidelines  are  appli¬ 
cable: 

a.  Selection  of  the  functions  and  indi¬ 
rect  cost  items  to  be  audited  will  depend 
upon  materiality,  sensitivity,  and  the 
possibility  that  such  may  be  questionable 
or  unallowable. 

b.  The  CAC  will  establish  on  an  overall 
annual  basis  the  functions  and  indirect 
cost  items  selected  for  coordinated  re¬ 
view  and  the  summary  and  consolidated 
reports  to  be  issued. 

c.  If  coordinated  audit  programs  or 
detailed  audit  objectives,  as  appropriate, 
have  been  prepared,  copies  will  be  dis¬ 
tributed  to  each  participating  FAO. 

d.  While  the  audits  are  in  process,  the 
CAC  and  participating  FAOs  should 
communicate  with  each  other  as  neces¬ 
sary  to  clarify  questions  and  problems 
which  may  arise. 


e.  Workshops  may  be  arranged,  subject 
to  regional  office  approval,  to  discuss  and 
resolve  problems  and  significant  ques¬ 
tionable  areas  which  cannot  otherwise  be 
disposed  of. 

f.  Where  indirect  cost  negotiations  are 
involved,  individual  reports  prepared  by 
the  assigned  FAOs  will  be  forwarded  to 
the  CAC  for  incorporation  in  a  consoli¬ 
dated  audit  report  covering  items  audited 
on  a  coordinated  basis. 

15-207  Responsibilities  of  Other 
Audit  Offices 

Audit  offices  having  responsibility  for 
CAC  complex  components  shall  follow  a 
policy  of  full  disclosure  and  positive 
support  to  the  contract  audit  coordina¬ 
tion  program.  These  offices  will: 

a.  Provide  to  the  contract  audit  coordi¬ 
nator: 

(1)  Copies  of  any  reports  requested  or 
otherwise  considered  pertinent  for  CAC 
complex  consideration  or  action. 

(2)  Complete  data  concerning  any  local 
problem  areas  which,  in  their  opinion, 
may  also  exist  at  any  other  locations  of 
the  contractor  or  within  the  CAC  com¬ 
plex. 

(3)  Complete  data  concerning  any  local 
problem  area  which,  while  not  believed 
to  exist  at  other  CAC  complex  locations, 
cannot  be  resolved  locally.  Problems 
should  not  be  submitted  until  local  ef¬ 
forts  for  resolution  have  been  exhausted. 
When  forwarding  unresolved  problems, 
it  is  necessary  that  the  cognizant  auditors 
explain  action  taken  at  the  local  level  and 
make  recommendations  for  solution  by 
the  contract  audit  coordinator. 

(4)  Description  of  special  audit  proce¬ 
dures,  techniques,  or  programs  developed 
locally  which  resulted  in  more  effective 
audit  performance  and  which  may  be 
applied  at  other  locations. 

b.  Perform  on  a  coordinated  basis 
audits  of  selected  functional  areas,  indi¬ 
rect  cost  items,  major  item  procurement 
program  elements,  etc.,  in  accordance 
with  the  time  schedules  and/or  audit 
programs  established  for  the  CAC  com¬ 
plex  under  15-206. 

c.  Coordinate  CAS  reviews  and  report 
issuance  with  the  CAC,  informing 
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him/her  of  problem  areas  pursuant  to 
Chapter  8. 

d.  On  reviews  of  operations  of  major 
contractors,  coordinate  drafts  of  func- 
I  tional  reports  (see  14-504)  with  the  con¬ 
tract  audit  coordinator.  When  issued, 
copies  of  these  reports  will  be  furnished 
to  the  contract  audit  coordinator. 

15-208  Communication  Among  Audit 
Offices 

a.  Full  and  free  exchange  of  informa¬ 
tion  and  thinking  is  essential  to  this 
program.  To  that  end,  the  audit  coordina¬ 
tion  office  and  the  FAOs  responsible  for 
audit  at  the  other  contractor  locations  are 
authorized  to  communicate  directly  with 
one  another  in  respect  to  the  types  of 
matters  described  above.  Such  communi¬ 
cation  may  be  through  the  media  of 
telephone,  correspondence,  small  work¬ 
shops  or  visits,  as  appropriate.  The  CAC 
is  encouraged  to  pursue  the  availability  of 
contractors’  tele/video  conferencing  facil¬ 
ities  as  a  means  of  communication  if 
possible. 

b.  Communications  between  audit  of¬ 
fices  on  problem  areas  or  interrelated 
audit  matters  should  not  be  delayed 
pending  the  holding  of  a  contract  audit 
coordination  conference.  They  should  be 
initiated  as  soon  as  the  need  is  recog¬ 
nized,  and  should  be  continued  thereaf¬ 
ter,  on  a  day-to-day  basis  as  required,  to 
effect  resolutions  of  problem  areas. 

15-209  Contract  Audit  Coordinator 
Conferences 

15-209.1  Objectives  of  Conferences 

In  addition  to  the  normal  and  regular 
communication  channels  provided 
above,  conferences  of  cognizant  auditors 
of  a  multi-segment  contractor  or  groups 
of  contractors  will  be  held  to  review 
mutual  problems.  These  conferences  (1) 
serve  as  a  means  for  the  dissemination  of 
information  and  the  exchange  of  experi¬ 
ences,  (2)  enable  conferees  to  reach  com¬ 
mon  understandings  and  crystallize  unre¬ 
solved  problems,  and  (3)  result  in  agree¬ 
ment  on  actions  to  be  taken. 


15-209.2  Planning  and  Conduct  of 
Conferences 

a.  Conferences  will  be  planned  and 
held  as  required,  with  the  approval  of  the 
cognizant  regional  office.  The  CAC 
should  notify  Headquarters,  Attn:  O,  of 
all  conferences  and  workshops  at  least  45 
days  before  the  scheduled  date.  If  the 
scheduled  date  is  later  changed,  prompt 
notification  should  be  forwarded  to 
Headquarters.  Normally,  a  CAC  confer¬ 
ence  should  be  scheduled  at  least  once 
evej7  two  years;  if  other  considerations 
indicate  a  longer  interval,  the  regional 
director  and  Headquarters  should  be  ap¬ 
propriately  advised. 

b.  Only  those  cognizant  auditors  hav¬ 
ing  significant  (actual  and/or  potential) 
workload  should  attend  the  conference. 

c.  Invitations  to  rarticipate  in  confer¬ 
ences  will  be  extended  to  the  corporate 
ACO  (CACO),  procurement  personnel, 
and  audit  representatives  from  non-de¬ 
fense  audit  agencies,  such  as  NASA, 
having  a  significant  audit  interest.  How¬ 
ever,  the  total  number  of  conferees 
should  be  kept  to  a  practical  minimum. 
To  facilitate  a  productive  concurrent 
consideration  by  different  audit  and/or 
procurement  representatives,  separate 
workshop  sessions  may  be  scheduled  at 
the  same  time  as  part  of  the  conference 
proceedings.  A  separate  session  for  audit 
personnel  only  should  be  considered  in 
preparing  the  agenda.  Topics  to  be  con¬ 
sidered  for  presentation  during  auditor- 
only  sessions  include  procurement  sup¬ 
port  problems,  and  audit  techniques  em¬ 
ployed  at  various  contractor  locations 
which  resulted  in  improved  audit  effec¬ 
tiveness  or  significant  audit  findings.  A 
summary  report  of  each  workshop  should 
be  furnished  to  the  conference  partici¬ 
pants. 

d.  Contractor  representatives  may  be 
invited  to  address  the  conferees  and 
engage  in  discussion  of  matters  of  mutual 
interest.  Their  participation  will  be  limit¬ 
ed  to  specific  sessions  devoted  wholly  to 
this  purpose. 

e.  The  CAC  should  prepare  a  dralt 
conference  agenda  on  the  basis  of  day-to- 
day  knowledge  of  CAC  activities  and 
information  solicited  from  FAOs  on  ap¬ 
propriate  topics.  The  draft  agenda  should 
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be  time-phased,  incorporate  a  concise 
statement  on  each  topic  showing  its  scope 
and  applicability,  and  describe  any  prob¬ 
lems  for  discussion  by  participants.  The 
draft  agenda  should,  not  later  than  45 
days  prior  to  conference  date,  be  for¬ 
warded  to  Headquarters,  Attn:  OPD. 
Headquarters  will  review  and  provide 
comments  within  10  days  after  receipt  of 
the  draft  agenda.  Before  release  of  the 
agenda,  an  advance  copy  will  be  submit¬ 
ted  for  regional  office  approval.  A  copy  of 
each  approved  agenda  will  be  sent  to 
Headquarters  and  each  conference  par¬ 
ticipant  at  least  30  days  before  the  con¬ 
ference.  The  CAC  will  generally  serve  as 
conference  chair. 

f.  Recommendations  for  action  to  re¬ 
solve  problem  areas  will  be  developed 
during  the  conference.  Where  applicable, 
each  such  recommendation  should  be 
assigned  a  due  date  for  its  implementa¬ 
tion  and,  where  appropriate,  provide  for 
the  issuance  of  any  reports  required  un¬ 
der  14-504.  If  the  conferees  cannot  agree 
on  a  solution  to  a  problem,  the  matter 
should  be  submitted  to  the  appropriate 
regional  directors  for  resolution  (see  15- 
210). 

15-209.3  Conference  Minutes 

Conference  minutes  will  be  prepared 
by  the  contract  audit  coordinator  within 
20  days  after  the  close  of  the  conference. 
After  review  and  approval  by  the  regional 
office,  they  will  be  distributed  as  follows: 

(1)  Three  copies  to  the  regional  office, 
one  of  which  will  be  transmitted  (with 
appropriate  comments,  if  any)  by  the 
regional  office  to  Headquarters,  Attn:  O. 

(2)  One  copy  each  to  other  interested 
regional  offices. 

(3)  One  copy  to  each  cognizant  auditor. 

(4)  One  copy  each  (or  more,  as  desired) 
to  the  CACO,  NASA,  and  other  interest¬ 
ed  offices  having  representation  at  the 
conference. 

15-210  Resolution  of  Problem  Areas 

It  is  anticipated  that  most  of  the  con¬ 
tract  audit  problems  that  may  arise  can 
be  resolved  through  discussions  between 
the  contract  audit  coordinator  and  the 
contractor’s  key  management  officials,  or 
by  agreement  among  the  cognizant  audi¬ 


tors  involved,  subject  to  appropriate  au¬ 
dit  and  procurement  administrative  ap¬ 
provals. 

15-210.1  Resolution  with  Contractor 

In  the  event  resolution  cannot  be 
achieved  with  the  contractor,  the  audit 
problem  will  be  referred  by  the  contract 
audit  coordinator  to  his/her  regional  of¬ 
fice  for  disposition.  Where  resolution 
cannot  be  achieved  at  that  level  within  a 
reasonable  time,  Headquarters,  Attn: 
OPD,  will  be  apprised  of  all  pertinent 
facts  as  a  basis  for  appropriate  action. 

15-210.2  Resolution  Among  Auditors 

Disagreements  between  a  contract  au¬ 
dit  coordinator  and  a  cognizant  auditor 
in  common  problem  areas  will  be  re¬ 
ferred  by  the  contract  audit  coordinator 
to  his/her  regional  office.  If  the  cognizant 
auditor  is  in  another  region,  the  regional 
office  will  take  steps  to  resolve  the  dis¬ 
agreement  with  the  regional  office  in 
which  the  cognizant  auditor  is  located.  If 
this  cannot  be  accomplished,  the  interest¬ 
ed  regional  offices  will  refer  the  matter  to 
Headquarters,  Attn:  OPD.  Where  appro¬ 
priate,  an  Advice  of  CAC  Case  (see  15- 
211)  will  be  used  to  accomplish  this 
referral. 

15-211  CAC  Case  Files 

15-211.1  Establishing  CAC  Cases 

a.  Contract  audit  coordinators  will 
maintain  appropriate  records  to  docu¬ 
ment  activities  under  the  CAC  program. 
A  C.AC  case  file  will  be  established,  at  the 
contract  audit  coordinator’s  discretion, 
for  (1)  each  separate  problem  area  or 
action  item  submitted  to  the  contract 
audit  coordinator  under  the  CAC  pro¬ 
gram  if  resolution  will  not  be  accom¬ 
plished  in  a  relatively  short  time  frame, 
and  (2)  any  studies  or  inquiries  undertak¬ 
en  under  the  monitorship  of  the  contract 
audit  coordinator,  the  scope  of  which  is 
CAC  complex-wide,  or  affects  more  than 
one  location. 

b.  Examples  of  CAC  case  file  subjects 
include  (1)  difficulties  concerning  access 
to  records;  (2)  local  problems  which  can¬ 
not  be  resolved  locally;  (3)  problems 
affecting  more  than  one  contractor  divi- 
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sion  or  plant;  (4)  problems  requiring 
coordination  or  action  at  the  corporate 
headquarters  level;  (5)  problems  requir¬ 
ing  uniform  action  at  the  contract  admin¬ 
istration  level;  (6)  CAS  compliance  is¬ 
sues,  and  (7)  special  studies  or  inquiries 
on  corporate  accounting,  pricing,  and 
cost  estimating  policies  and  procedures. 

c.  Each  CAC  case  file  will  contain  all 
pertinent  data  on  the  matters  and  issues 
involved.  Appropriate  documentation 
will  also  be  maintained  for  CAC  activi¬ 
ties  or  actions  not  made  the  subject  of  an 
individual  CAC  case  file. 

15-211.2  Advice  of  CAC  Case 

a.  When  a  CAC  case  file  is  opened,  the 
contract  audit  coordinator  will  prepare 
an  Advice  of  CAC  Case.  The  advice  will 
show  the  name  of  the  contractor,  the  date 
the  case  was  established,  and  a  control 
number  consisting  of  the  fiscal  year  and  a 
consecutive  series  of  numbers  (for  each 
fiscal  year)  beginning  with  one.  The  ad¬ 
vice  will  include  a  statement  of  the  case, 
source  of  the  case,  action  taken  to  date, 
and  any  action  planned.  It  will  be  signed 
by  the  contract  audit  coordinator.  Below 
the  signature,  the  following  statement 
will  appear; 

“Recipients  of  this  advice  are  invited 
to  submit  suggestions  for  solution  of  the 
problem.”  Copies  of  the  advice  will  be 
distributed  to  (1)  the  cognizant  regional 
office,  (2)  each  of  the  other  cognizant 
FAOs,  (3)  the  CACO  where  appropriate, 

(4)  case  file,  and  (5)  Headquarters,  Attn:- 
OPD. 

b.  Supplemental  Advices  of  CAC  Cases 
may  also  be  issued  as  required  to  present 
subsequent  additional  data  and  status 
information  which  the  CAC  considers 
should  be  distributed  to  the  above  recipi¬ 
ents  to  keep  them  currently  informed 
about  the  case. 

15-211.3  Case  Resolution 

When  a  CAC  case  is  resolved,  the 
contract  audit  coordinator  will  prepare 
an  Advice  of  CAC  Case  Resolution, 
which  will  include  the  name  of  the  con¬ 
tractor,  the  case  control  number,  date  the 
case  was  closed,  and  a  statement  of 
resolution.  The  advice  will  be  signed  by 
the  contract  audit  coordinator  and  dis¬ 
tributed  as  in  15-211.2. 


15-212  CAC  Information  Files 

The  CAC  will  maintain  adequate  files 
relating  to  the  CAC  complex  and  activi¬ 
ties  for  his/her  own  use  and  the  use  of 
participating  FAOs,  regional  directors, 
DCAA  Headquarters,  and  others  as  may 
be  authorized.  These  files  should  include 
as  a  minimum  the  following  information: 

a.  Contractor  Organization 

(1)  For  multi-divisional  CACs,  location 
of  the  co^orate  office,  and  each  operat¬ 
ing  division,  plant  and/or  affiliate  per¬ 
forming  government  contracts. 

(2)  For  groups  of  contractors  consti¬ 
tuting  a  CAC  complex,  a  list  showing  the 
name  and  location  of  each  contractor. 

(3)  Location  of  each  ACO  and  DCAA 
regional  and  field  audit  office  cognizant 
of  the  individual  offices  or  plants  indicat¬ 
ed  in  (1)  and  (2)  above. 

(4)  Organizational  chart  of  each  divi¬ 
sion  or  constituent  contractor,  including 
the  names  of  key  personnel. 

(5)  Annual  financial  reports  as  avail¬ 
able  for  each  contractor  or  component 
within  the  CAC  complex. 

(6)  Number  of  employees  for  each  of 
the  locations  shown  in  (1)  and  (2)  above. 

(7)  For  multi-segment  contractors,  ma¬ 
jor  product  lines  and  services  by  division 
or  plant  as  applicable. 

(8)  For  multi-segment  contractors,  an¬ 
nual  (calendar  or  fiscal  year)  volume  of 
sales  by  office,  division  or  plant,  and  if 
available,  amount  and  percentage  of  gov¬ 
ernment  business  for  each. 

b.  Policies  and  Procedures 

Access  to  corporate  or  institutional 
policies  and  procedures  including  those 
applicable  to  each  contractor,  GOCO 
plant,  or  division  in  the  CAC  complex. 

c.  Plans,  Programs,  Reports,  etc. 

(1)  Annual  CAC  program  or  plan  of 
operation. 

(2)  Common  audit  programs,  audit 
objectives,  and  unusual  audit  programs 
of  applicable  FAOs. 

(3)  Major  audit  reports  submitted  by 
the  CAC  and  applicable  FAOs.  (These 
include  reports  on  functional  areas,  sur¬ 
veys,  indirect  costs,  significant  pricing 
proposals,  and  noncompliance  with 
CAS.) 
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(4)  Reports  on  GAO  reviews  and  pro¬ 
curement  surveys,  and  other  non-DCAA 
reports. 

d.  Correspondence  &  Communications 

(1)  Minutes  of  all  CAC  conferences  and 
workshops. 

(2)  Trip  reports  covering  visits  to 
FAOs. 

(3)  Written  comments  of  the  CAC  on 
the  review  of  reports  submitted  by  FAOs. 

(4)  All  correspondence  pertaining  to 
the  CAC  program. 

e.  CAC  Cases 

Files  pertaining  to  CAC  cases  designat¬ 
ed  by  number  and  title  (See  15-211.) 

f.  Other.  The  CAC  information  files 
should  serve  as  a  central  collecting  and 
distributing  point  for  information  on: 

(1)  Access  to  all  types  of  contractor 
records  about  which  there  is  some  diffi¬ 
culty  or  question  from  time  to  time. 


(2)  The  status  of  completion  of  corpo¬ 
rate-wide  audits  where  common  pro¬ 
grams  are  in  use. 

(3)  Changes  or  proposed  changes  in 
management  policies  and  practices  hav¬ 
ing  cost  implications. 

(4)  Current  practices  in  estimating 
methods,  overhead  allocation  methods, 
CAS,  IR&D  costs,  advance  agreements, 
pension  plan  management,  insurance  on 
plants,  intracompany  cost  transfers,  and 
other  areas  common  to  more  than  one 
office,  division,  or  plant. 

(5)  Specific  areas  which  may  afford 
special  opportunity  for  achieving  con¬ 
tractor-wide  or  group-wide  cost  reduction 
and  consistent  audit  treatment. 
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15-300  Section  3  —  Procurement  Liaison  Auditor  Services 


15-301  Introduction 

a.  This  section  provides  policies  and 
procedures  applicable  to  the  performance 
of  the  DCAA  procurement  liaison  func¬ 
tion  by  the  procurement  liaison  auditor 
(PLA).  Procurement  liaison  covers  advi¬ 
sory  audit  services  that  are  offered  to 
DoD  procurement  and  contract  adminis¬ 
tration  offices  to  assist  them  in  achieving 
the  objectives  of  sound  contracting  by 
providing  on-site  accounting  and  finan¬ 
cial  advice  to  contracting  officers,  negoti¬ 
ators,  and  buyers.  Arrangements  have 
also  been  made  with  the  National  Aero¬ 
nautics  and  Space  Administration 
(NASA)  to  furnish  similar  PLA  services 
to  NASA  procurement  and  contract  ad¬ 
ministration  offices  upon  their  request. 

b.  The  PLA  is  primarily  concerned 
with  (1)  facilitating  effective  communica¬ 
tion  and  coordination  between  procure¬ 
ment  officers  and  auditors;  (2)  providing 
on-the-spot  personal  consultation  and  ad¬ 
vice  in  connection  with  contractors’  cost 
representations  and  related  matters;  (3) 
providing  to  DCAA  information  regard¬ 
ing  specific  awards,  trends  in  the  type 
and  volume  of  awards  and  other  data 
impacting  on  immediate  or  long-range 
DCAA  responsibilities;  and  (4)  providing 
DCAA  management  with  information  as 
to  the  adequacy,  responsiveness  and 
timeliness  of  the  advisory  audit  reports 
being  submitted  by  field  audit  offices. 
See  15-305  for  further  description  and 
guidance  on  the  services  provided  by 
DCAA  liaison  auditors. 

15-302  PLA  Authorization  and  Types 

a.  DoD  Directive  5105.36  (see  1-lSl) 
authorizes  the  Director,  DCAA  to  estab¬ 
lish  and  maintain  liaison  auditors  as 
appropriate  at  procuring  and  contract 
administration  offices. 

b.  Liaison  auditor  services  may  be 
provided  either  on-site  (by  full-time  or 
part-time  PL.As  working  at  the  individual 
procuring  and  contract  administration 
offices),  or  off-site  (by  part-time  PLAs 
using  the  telephone,  facsimile  machines, 
etc.,  at  DCAA  field  audit  offices  or 


contractor  plants).  Generally  speaking, 
the  full-time,  on-site  PLAs  are  located  at 
(1)  the  major  procurement  commands 
with  the  most  significant  auditable  con¬ 
tracting  activity,  or  (2)  the  procurement 
policy-making  groups  for  the  military 
services  (see  15-303). 

15-303  Full-time  On-Site  PLAs 

15-303.1  Audit  Liaison  Division  (OAL) 

OAL  reports  to  the  Assistant  Director, 
Operations,  and  is  responsible  for  (1) 
managing  the  Agency’s  PLA  program, 
and  (2)  directly  supervising  all  full-time, 
on-site  PLAs.  See  15-3S1  for  a  listing  of 
the  OAL  liaison  auditors  currently  on¬ 
site  at  the  major  procurement  commands 
and  contract  administration  offices. 

15-303.2  Memorandums  of 
Understanding  (MOUs) 

e.  To  ensure  that  the  PLA  services 
being  rendered  are  genuinely  useful  and 
effective  and  that  there  is  no  misunder¬ 
standing  as  to  the  nature  of  these  ser¬ 
vices,  DCAA  is  entering  into  memoran¬ 
dums  of  understanding  (MOUs)  with 
those  buying  commands  that  can  sup¬ 
port/justify  a  full-time  PLA.  The  MOU 
represents  general  agreement  on  the 
available  services  and  facilities  to  be 
provided  the  PLA.  It  also  represents  a 
commitment  by  both  parties  to  cooperate 
in  the  exchange  information  to  resolve 
procurement-related  problems. 

b.  Each  MOU  is  signed  by  DCAA’s 
Assistant  Director,  Operations,  and  by 
the  responsible  official  at  each  of  the 
PLA  locations.  It  is  a  working  document 
without  an  established  effective  period, 
and  as  such  can  be  amended  at  any  time. 
Questions  regarding  the  MOU  may  be 
directed  to  the  Chief,  Audit  Liaison  Divi¬ 
sion  (see  15-3S1). 

15-303.3  Requests  for  OAL  PLAs 

Requests  for  the  placement  of  full¬ 
time,  on-site  PLAs  may  be  forwarded  to 
the  Director,  DCAA. 


DCAA  Contract  Audit  Manual 


January  1995 


1533 

1115-304 


15-304  Part-time  PLA  Services 

15-304.1  Rp-  "  le  DCAA  Offices 

a.  The  regie.  .  office  and,  when  appli¬ 
cable,  the  designated  field  audit  office 
(FAO)  cognizant  of  DCAA  operations 
within  a  given  procurement  activity’s 
geographical  area,  are  responsible  for 
providing  audit  liaison  services  on  a  part- 
time  basis.  This  includes  those  services 
that  are  provided  on-site,  as  well  as  off¬ 
site,  on  a  less-than-full-time  basis. 

b.  The  full-time,  on-site  PLAs  (see  1 5- 
303.1)  will  assist  the  Regions  and  FAOs 
in  performing  and  coordinating  their 
specific  PLA  tasks  when  such  assistance 
is  (1)  determined  appropriate  in  the  cir¬ 
cumstances,  or  (2)  specifically  requested 
by  either  the  responsible  DCAA  activity 
or  procurement  command. 

15-304.2  Arranging  for  Part-time 
Services 

While  part-time  PLA  services  are  read¬ 
ily  available,  they  are  furnished  only 
upon  specific  request  of,  or  arrangement 
with,  the  respective  procurement  centers 
and  contract  administration  offices.  Ini¬ 
tial  requests  for  part-time  services  should 
be  first  considered  by  the  regional  direc¬ 
tor  cognizant  of  the  area  in  which  the 
procurement  center  or  contract  adminis¬ 
tration  office  is  located. 

15-305  PLA  Services 

15-305.1  General 

The  on-site  PLA  is  DCAA’s  principal 
point  of  contact  at  the  procuring  or 
contract  administration  activity  to  which 
assigned,  and  the  duties  of  the  PLA  cover 
a  broad  spectrum  ranging  from  expedit¬ 
ing  the  submission  of  advisory  audit 
reports  to  on-the-spot  consultation  on 
complex  financial  and  accounting  mat¬ 
ters  relating  to  contract  costs.  Many  of 
the  key  services  which  the  PLA  performs 
are  discussed  in  15-305.3  to  15-305.13. 

15-305.2  Proactive  vs.  Reactive. 

Whenever  possible,  PLAs  are  instruct¬ 
ed  to  take  a  proactive  role  as  opposed  to  a 
reactive  role.  The  proactive  role  stresses 
the  opening  of  lines  of  communication 
with  all  command  activities  including 


contracting  officers,  pricing  directorates, 
legal  staff,  and  all  other  acquisition  offi¬ 
cials  requiring  DCAA  services.  It  also  ( 1 ) 
emphasizes  the  joint  exploration  of  ways 
to  improve  coordination  and  the  estab¬ 
lishment  of  mechanisms  to  identify,  eval¬ 
uate  and  resolve  issues;  (2)  recognizes 
that  a  strong  relationship  between  DCAA 
and  the  acquisition  and  contract  admin¬ 
istration  commands  provides  a  clearer 
understanding  of  customer  needs;  and  (3) 
facilitates  DCAA’s  ability  to  provide 
quality,  timely,  and  responsive  audit  ser¬ 
vices. 

15-305.3  Professional  Accounting  and 
Financial  Advice 

The  PLA  will  advise  procurement  per¬ 
sonnel  on  accounting  and  financial  mat¬ 
ters  in  areas  of  DCAA  responsibility. 
This  includes: 

a.  Explaining  or  elaborating  on  the 
accounting  and  auditing  principles,  in¬ 
cluding  CAS,  underlying  advisory  audit 
report  comments,  findings,  and  recom¬ 
mendations  and,  when  necessary,  obtain¬ 
ing  additional  data,  elaborations,  or  ex¬ 
planations  from  the  field  auditor. 

b.  Assisting  procurement  personnel  in 
their  efforts  to  obtain  specific  cost  infor¬ 
mation  when  an  audit  review  of  a  con¬ 
tractor’s  proposal  is  not  required  (see  9- 
107).  PLA  assistance  in  obtaining  such 
information  (e.g.,  indirect  cost  rates,  la¬ 
bor  rates,  loading  factors,  etc.)  may  be 
necessary  and  is  usually  beneficial  when  a 
contracting  officer  is  experiencing  diffi¬ 
culty  (1)  contacting  the  cognizant  DCAA 
field  audit  office  (FAO),  (2)  obtaining  the 
requested  data  in  a  timely  manner,  or  (3) 
obtaining  the  requested  data  because  of 
its  connection  with  some  unusual  or 
controversial  matter. 

c.  Providing  advice  regarding  reports 
on  contractors’  accounting  and  estimat¬ 
ing  systems. 

d.  Consulting  on  negotiation  targets, 
and  advising  on  the  treatment  of  contro¬ 
versial  items  of  cost. 

e.  Arranging  for  the  attendance  of  field 
auditors  at  the  negotiation  conference,  if 
required,  and  participating  in  contract 
negotiations,  when  appropriate.  (.Also  see 
15-305.6.) 
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f.  Advising  on  financial  sections  of 
business  clearances,  negotiation  memo¬ 
randums,  etc. 

g.  Discussing  with  reviewing  authori¬ 
ties,  on  request,  the  treatment  accorded 
costs  in  negotiations  in  which  the  PLA 
participated. 

h.  Advising  the  contracting  officer  on 
matters  relating  to  DCAA’s  postaward 
audit  reports,  and  coordinating  on  re¬ 
quests  for  followup  audit  effort  on  posta¬ 
ward  audit  findings. 

i.  Consulting  with  the  contracting  offi¬ 
cer  in  determining  whether  an  audit 
waiver  is  appropriate,  or  a  DCAA  review 
is  necessary  to  arrive  at  a  decision  that  a 
proposed  cost  or  price  is  fair  and  reason¬ 
able). 

j.  Providing  counsel  and  any  necessary 
coordination  where  a  contracting  officer 
is  planning  to  issue  a  request  for  audit 
review  on  only  a  part  of  a  contractor’s 
price  proposal. 

15-305.4  Coordination  of  Requests  for 
Audit  Review  of  Price  Proposals 

a.  The  PLA  is  available  to  provide 
procurement  personnel  with  information 
regarding  the  DCAA  field  audit  office  to 
which  a  copy  of  the  request  for  field 
pricing  support  should  be  sent,  an  esti¬ 
mate  of  the  time  required  for  audit  (after 
consultation  with  cognizant  FAO),  and 
the  content  of  the  request  when  specific 
information  is  desired.  The  PLA  may 
offer  an  opinion,  or  concur  in  an  opinion 
of  a  contracting  officer,  that  an  audit  is 
not  essential  in  specific  instances.  This  is 
particularly  pertinent  with  respect  to 
cost-type  proposals  for  research  and  de¬ 
velopment  effort  where  advice  on  labor 
rates,  overhead  rates,  loading  factors, 
etc.,  may  be  essentially  all  that  DCAA 
can  provide.  In  these  instances,  the  PLA 
may  assist  the  contracting  officer  by 
reviewing  pertinent  audit  data  previously 
reported  by  field  audit  offices  and  by 
obtaining  current  data  verbally  from  the 
cognizant  field  audit  office  (see  9-107). 

b.  Direct  telephonic  communications 
between  procurement  personnel  in  the 
larger  buying  offices  and  the  cognizant 
field  auditors  may  result  in  multiple 
requests  from  various  negotiators  for  the 
same  data  or  requests  for  data  already 
available  in  the  files  of  the  PLA;  requests 


for  data  with  unrealistic  time  deadlines; 
and  requests  for  data  to  be  furnished  by 
telephone  which  is  of  such  significance  or 
magnitude  that  it  should  be  furnished 
only  by  means  of  an  advisory  audit 
report.  Also,  direct  telephonic  communi¬ 
cations  may  result  in  misinterpretation 
because  the  negotiator  may  not  readily 
understand  what  the  data  means.  Conse¬ 
quently,  when  a  field  auditor  receives  a 
telephonic  request  for  data,  questionable 
or  problem  areas  which  cannot  be  re¬ 
solved  at  that  time  should  be  promptly 
referred  to  the  PLA  who  will  obtain  any 
needed  clarification  or  background  infor¬ 
mation  from  the  requester  (see  9-107). 

c.  The  PLA  should  have  copies  of  all 
correspondence  issued  concerning  audit 
matters  by  the  procuring  activity  if  he  or 
she  is  to  provide  on-the-spot  personal 
consultation  and  advice  to  procurement 
and  contract  administration  personnel  in 
connection  with  analyses  of  contractors’ 
cost  representations  and  related  matters. 
Consequently,  the  PLA  should  make  ar¬ 
rangements  with  the  procurement  activi¬ 
ty  to  be  furnished  a  copy  of  each  request 
for  field  pricing  support  as  well  as  any 
notices  of  date  adjustments  for  the  audi¬ 
tor’s  submission  of  audit  report  to  the 
Plant  Representative/ACO. 

d.  When  the  buying  office  changes 
product  requirements,  quantities,  or 
specifications  while  an  audit  review  is  in 
process,  the  PLA  should  confer  with  the 
contracting  officer  to  assess  the  impact  of 
the  changes  on  the  current  proposal.  The 
PLA  should  then  confer  with  the  field 
auditor  on  the  advisability  of  continuing 
the  current  audit  or  suspending  audit 
until  a  revised  proposal  is  submitted. 
Where  appropriate,  arrangements  may  be 
made  for  supplemental  audit  reports. 

e.  Responsibility  for  the  submittal  of  a 
timely  audit  report  rests  with  the  cogni¬ 
zant  field  auditor;  responsibility  of  the 
PLA  in  this  matter  is  to  facilitate  the  use 
of  audit  service.  The  PLA  shall  look  into 
any  inquiry  made  either  orally  or  in 
writing  by  the  procuring  activity  where  it 
is  stated  that  a  specific  advisory  audit 
report  is  overdue  or  was  not  received  on 
a  timely  basis.  On  each  such  matter  the 
PLA  shall  discuss  the  matter  with  the 
FAO  and  the  procuring  activity  in  an 
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effort  to  assure  timely  reporting  or  more 
practicable  due  dates  for  future  requests. 

15-305.5  Counsel  on  Advisory  Audit 
Reports 

a.  The  PLA  will  be  available  to  discuss 
the  audit  reports  with  procurement  per¬ 
sonnel.  This  can  involve  providing  inter¬ 
pretation  and  explanation  of  the  account¬ 
ing  and  auditing  principles  underlying 
the  findings,  comments,  and  recommen¬ 
dations  set  forth  in  the  report  or  obtain¬ 
ing  from  the  cognizant  field  auditor  addi¬ 
tional  information  or  further  elaboration 
and  explanation  regarding  particular  cost 
elements.  DCAA  offices  will  provide  the 
on-site  PLA  one  copy  of  each  advisory 
audit  report  when  it  is  issued  (see  1 5-308 
and  15-3S1). 

b.  The  PLA  will  pursue  all  leads  and 
concerns  raised  by  the  management  at 
the  commands  being  supported,  and 
those  requiring  the  attention  of  DCAA 
field  and/or  Headquarters  management 
should  be  elevated  accordingly.  A  file 
should  be  maintained  on  problem  areas 
in  order  that  recurring  matters  indicating 

trend  or  other  condition  requiring  ac¬ 
tion  at  FAO,  regional  or  Headquarters 
level  may  be  communicated  by  the  PLA 
to  the  appropriate  office.  Arrangements 
should  be  made  with  the  procurement 
office  to  provide  appropriate  notification 
of  problems  and  problem  areas  to  the 
PLA,  preferably  by  direct  written  com¬ 
munication  or  by  copy  of  a  PNM  in 
which  the  matter  is  set  forth. 

15-305.6  Arranging  for  DCAA 
Participation  in  Negotiation  Conferences 

a.  The  PLA  should  arrange  to  obtain 
advance  information  concerning  impend¬ 
ing  contract  negotiation  conferences  in 
instances  where  an  audit  report  has  been 
issued.  This  could  involve  the  prenegotia¬ 
tion  conference  attended  only  by  govern¬ 
ment  representatives,  the  formal  negotia¬ 
tion  conference  with  the  contractor,  or 
both.  When  advising  the  contracting  offi¬ 
cer  as  to  the  need  for  the  field  auditors’ 
participation  at  the  conference,  the  PLA 
will  consider  the  complexity  of  the  audit 
findings,  the  magnitude  of  the  dollar 
amounts  of  costs  questioned  and  possible 
savings  to  the  government,  the  views  of 
the  contracting  officer’s  representative. 


and  any  other  pertinent  factors.  When 
such  attendance  is  required,  the  PCO’s 
request  to  the  field  audit  office  should  be 
transmitted  promptly  to  provide  maxi¬ 
mum  time  for  preparation  and  travel 
arrangements.  Where  the  PCO  consis¬ 
tently  fails  to  solicit  necessary  field  audi¬ 
tor  attendance,  the  PLA  should  resolve 
the  problem  in  accordance  with  1 5-402. 1 . 

b.  Arrangements  for  auditors’  partici¬ 
pation  in  negotiations  should  be  coordi¬ 
nated  through  the  liaison  auditor.  Field 
auditors  should  inform  the  PLA  of  any 
requests  for  attendance  at  negotiations 
received  directly  from  contracting  offi¬ 
cers,  and  discuss  any  question  concerning 
the  necessity  or  duration  of  his  or  her 
attendance.  Field  auditors  should  check 
in  with  the  liaison  auditor  upon  arrival  at 
the  procuring  activity  to  attend  a  negotia¬ 
tion.  The  negotiations  in  which  field 
auditors  are  invited  to  participate  are 
usually  large-dollar,  complex  procure¬ 
ments,  and  it  may  be  advisable  for  the 
PLA  to  attend  with  the  field  auditor, 
especially  where  (1)  continuity  is  needed 
because  negotiations  are  expected  to  ex¬ 
tend  over  a  number  of  days  or  weeks  at 
both  the  contractor’s  location  and  the 
procurement  office  and  it  will  not  be 
possible  for  the  field  auditor  to  be  present 
at  all  sessions,  (2)  the  contacting  officer 
specifically  desires  that  the  PLA  attend, 
or  (3)  the  auditor  has  limited  experience 
as  a  participant  in  negotiation  confer¬ 
ences. 

c.  In  those  cases  where  a  field  audit  was 
not  .’equested  or  where  circumstances  do 
not  justify  the  attendance  of  the  field 
auditor,  the  PLA  should  attend  negotia¬ 
tion  meetings  and  conferences  when  re¬ 
quested  by  the  contracting  officer,  and 
should  provide  whatever  accounting  and 
audit  advice  and  assistance  is  required. 

15-305,7  Procurement  and  DCAA  Policy 
and  Procedures 

The  PLA  will  explam  and  clarify 
DCAA  policy  and  procedures  to  the 
procuring  activity  to  which  assigned, 
when  requested,  or  if  the  policy  or  proce¬ 
dures  are  not  known  will  request  explana¬ 
tion  and  clarification  from  Headquarters. 
In  turn,  when  the  PLA  becomes  aware  of 
new  or  revised  policy  or  procedures  that 
impact  upon  DCAA  operations,  the  PLA 
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will  advise  Headquarters,  through  his  or 
her  region  and/or  the  Audit  Liaison  Divi¬ 
sion. 

15-305.8  PLA  Support  of  Major  Defense 
Systems  Procurement 

a.  DoD  Directive  5000.1  and  DoD 
Instruction  5000.2  set  forth  the  policies 
and  procedures  and  establish  specific 
requirements  and  responsibilities  for  ac¬ 
quiring  major  defense  systems.  As  stated 
in  the  Directive,  the  policy  of  DoD  is  to 
assure  that  the  acquisition  process  is 
timely,  efficient,  and  effective.  In  support 
of  that  policy,  the  PLA  should  make  a 
direct  offer  to  assist  the  program  manager 
for  the  major  defense  systems  procure¬ 
ment  during  the  initial  stages  of  the 
program  as  well  as  after  contract  award. 
Maintaining  good  communications  and 
close  working  relationships  with  the  pro¬ 
gram  manager  will  help  facilitate  the 
acquisition  process  and  resolve  audit 
disclosures. 

b.  Although  not  intended  as  a  complete 
listing,  the  responsibilities  of  the  PLA  on 
major  defense  system  procurements  will 
generally  include  those  summarized  be¬ 
low: 

(1)  To  act  as  the  official  representative 
of  and  focal  point  for  DCAA  on  all 
matters  requiring  contact  with  the  con¬ 
tracting  officer,  project  manager  and 
their  staffs.  All  field  office  contacts  with 
the  indicated  representatives  should  be 
made  through  the  PLA. 

(2)  To  recommend  to  the  procurement 
activity,  when  appropriate,  that  the  re¬ 
quest  for  proposal  (RFP)  should  require 
the  contractor  to; 

(a)  Disclose  any  deviations  from  its 
normal  accounting  and/or  estimating 
procedures  used  to  prepare  the  proposal. 

(b)  Identify  the  dollar  impact  of  such 
deviations. 

(c)  Identify  and  explain  any  anticipated 
differences  between  the  accounting  for 
costs  to  be  incurred  under  the  proposed 
contract  and  the  accounting  methods  and 
procedures  reflected  in  its  proposal. 

(d)  Prepare  and  furnish  for  audit  re¬ 
view  historical  unit  cost  trend  studies  and 
analyses  of  experienced  labor  and  over¬ 
head  and  G&A  expense  rate  data. 


(3)  To  assist  the  procurement  office  in 
the  analysis  of  the  accounting  and  finan¬ 
cial  aspects  of  the  contractor’s  proposal. 

(4)  To  monitor  the  overall  audit  input, 
arranging  the  timing  of  field  audit  effort 
and  reporting  so  that  submissions  coin¬ 
cide  with  the  overall  time  schedules  and 
requirements  of  the  procurement  office. 

(5)  To  advise  FAOs  promptly  of  any 
unusual  cost  provisions  in  the  RFP  in 
order  that  appropriate  coverage  may  be 
provided  in  the  audit  program. 

(6)  To  advise  FAOs  of  any  special  areas 
of  audit  coverage  desired  by  the  procur¬ 
ing  authority  and  not  detailed  in  the 
RFP;  this  may  be  especially  important  in 
a  competitive  situation. 

(7)  To  discuss  with  the  proper  repre¬ 
sentatives  the  extent  to  which  audits  will 
be  needed  on  major  subcontract  propos¬ 
als,  and  expedite  the  process  by  making 
direct  and  simultaneous  requests  to  the 
auditors  cognizant  of  the  subcontractors. 
Such  arrangements  should  be  coordinat¬ 
ed  with  the  resident  auditor  at  the  prime 
contractor  location. 

(8)  To  maintain  sufficient  contact  with 
the  FAOs  to  monitor  the  timeliness  of 
audit  service,  and  arrange  for  any  neces¬ 
sary  extensions  of  scheduled  report  dates. 

(9)  To  discuss  and,  if  necessary,  explain 
audit  reports  to  the  procuring  authority 
and  other  interested  personnel. 

(10)  To  arrange  for  any  additional 
audit  effort  which  may  become  necessaiy 
subsequent  to  the  submission  of  audit 
reports.  In  these  efforts,  it  is  essential  that 
the  field  audit  offices  are  timely  and 
completely  responsive  to  the  PLA  and 
that  actual  or  expected  delays  are  com¬ 
municated  promptly  to  the  PLA  in  order 
that  he  or  she  may  initiate  appropriate 
action  with  the  procurement  office. 

15-305.9  Distribution  of  Contractual 
Documents 

The  PLA  will  assist  procurement  per¬ 
sonnel  in  the  identification  of  DCAA 
offices  to  which  contract  documents 
should  be  sent,  but  will  not  make  the 
actual  distribution. 

15-305.10  Price  Negotiation 
Memorandum  (PNM) 

CAM  4-104  states  the  procedure  to  be 
followed  by  field  auditors  in  the  event  a 
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copy  of  the  PNM  is  not  furnished  by  the 
contracting  officer  within  a  reasonable 
time  after  contract  negotiation.  It  also 
provides  that  upon  receipt  of  a  copy  of 
the  FAO’s  followup  request,  the  PLA  has 
the  responsibility  to  follow  up  until  the 
PNM  is  distributed.  Preparation  and 
distribution  of  the  PNM  is  the  responsi¬ 
bility  of  the  PCO  and  unless  requested 
the  PLA  should  not  become  involved  in 
its  preparation.  However,  when  request¬ 
ed  by  the  PCO  the  PLA  may  assist  in 
clarification  of  matters  related  to  audit 
input  and  accounting  terminology.  Al¬ 
though  it  is  not  desired  that  the  PLA 
receive  or  distribute  the  DCAA  copy  of 
the  PNM,  he  or  she  should  try  to  arrange 
that  the  procedures  of  the  procurement 
activity  provide  (1)  direct  distribution  of 
a  copy  of  the  PNM  to  the  cognizant 
auditor,  and  (2)  notification  to  the  cogni¬ 
zant  field  audit  office  in  those  instances 
where  no  PNM  will  be  prepared,  e.g., 
when  the  procurement  was  cancelled,  the 
offeror  was  unsuccessful,  etc. 

15-305.11  Participation  in  Training 
Sessions,  Seminars  and  Review  Groups 

The  PLA’s  participation  in  informal 
training  sessions  and  seminars  of  the 
procurement  or  contract  a  ^ministration 
office  is  encouraged  since  it  affords  an 
excellent  opportunity  to  elaborate  on 
DCAa  services  available  to  procurement. 
The  PLA  may  participate  as  a  member  of 
various  ad  hoc  review  groups  when  au¬ 
thorized  by  OAL  or  the  regional  director. 

15-305.12  Assistance  in  Preparing 
Replies  to  General  Accounting  Office 
Reports 

Procurement  and  contract  administra¬ 
tion  activities  will  on  occasion  request 
the  assistance  of  the  liaison  auditor  in 
preparing  replies  to  GAO  reports.  Al¬ 
though  DCAA  has  no  objection  to  assis¬ 
tance  in  cost  accounting  or  audit  matters 
involved  in  such  reports,  the  liaison 
auditor  should  make  it  clear  that  his 
advice  does  not  necessarily  represent  an 
official  DCAA  opinion.  CAM  1-204  con¬ 
tains  the  procedures  to  be  followed  when 
a  DCAA  opinion  is  desired. 


15-305.13  General 

The  PLA  should  be  continuously  alert 
to  major  items  of  audit  workload  origi¬ 
nating  at  the  procurement  office.  When  it 
is  learned  that  a  major  proposal  will 
require  audit  evaluation  in  the  near  fu¬ 
ture,  the  appropriate  resident  or  branch 
office(s)  should  be  informed.  Along  these 
same  lines,  the  PLA  should  assist  field 
auditors  by  providing  information  on 
developments  affecting  contracts  under 
their  cognizance;  discussing  audit  prob¬ 
lems  with  procurement  personnel  to  min¬ 
imize  audit  or  negotiation  difficulties; 
and  coordinating  with  procurement  per¬ 
sonnel  in  establishing  the  agendas  for 
negotiation  conferences  so  that  the  field 
auditor’s  time  at  the  conference  is  not 
unduly  extended. 

15-306  Liaison  Services  to  Contract 
Administration  Offices 

a.  Many  of  the  PLA  services  provided 
to  the  procurement  centers  are  also  avail¬ 
able  to  Administrative  Contracting  Offi¬ 
cers  (ACOs)  and  other  procurement-sup¬ 
port  personnel  at  the  contract  adminis¬ 
tration  offices  (CAOs).  However,  since 
DCAA  field  audit  office  (FAO)  managers 
are  often  co-located  or  housed  in  close 
proximity,  and  in  daily  contact  with  their 
CAO  counterparts,  it  is  generally  unnec¬ 
essary  to  assign  full-time  PLAs  to  the 
CAOs. 

b.  Meeti.igs  should  be  held  periodically 
between  the  local  management  of  the 
DCAA  FAO  and  CAO  to  discuss  issues  of 
common  concern,  and  to  determine 
whether  DCAA  and  the  CAO  could  bene¬ 
fit  from  new  or  improved  liaison  ser¬ 
vices.  When  this  appears  to  be  the  case, 
the  FAO  responsible  for  the  CAO  should 
not  hesitate  to  provide  the  services.  If 
there  is  no  known  DCAA  FAO  in  close 
proximity  to  the  CAO.  the  matter  of 
liaison  services  should  be  brought  to  the 
attention  of  the  appropriate  DCAA  re¬ 
gional  office. 

15-307  Liaison  Services  for  Special 
Access  Programs  (SAPs) 

a.  As  a  result  of  their  special  security 
requirements,  SAP  procurements  require 
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unique  audit  liaison  services.  To  provide 
these  services,  DCAA  has  established  a 
PLA  position  dedicated  to  the  support  of 
SAPs.  The  PLA  for  SAPs,  or  PLA-SAPs, 
reports  to  the  Chief,  Audit  Liaison  Divi¬ 
sion. 

b.  DCAA  Instruction  5205.11,  “Proce¬ 
dures  for  Implementing  Audit  Effort  of 
SAPs,”  sets  forth  the  specific  responsibil¬ 
ities  and  duties  of  the  PLA-SAP,  along 
with  DCAA’s  operating  procedures  for 
supporting  SAPs.  All  questions  pertain¬ 
ing  to  DCAA’s  support  of  specific  SAPs 
must  be  directed  to,  or  through,  the  PLA- 
SAP.  Questions  relating  to  DCAA’s  gen¬ 
eral  support  of  SAPs  may  be  directed  to 
the  Chief,  Audit  Liaison  Division, 
through  the  Assistant  Director,  Opera¬ 
tions. 

15-308  Audit  Report  Distribution  to 
On-site  PLAs 

a.  As  provided  for  in  various  sections 
of  Chapter  10  (e.g.,  10-303.1,  10-411.5, 


10-508b.(3),  10-604,  10-704,  and  10-  I 
1103.2),  the  on-site  PLAs  (see  15-3S1) 
are  to  be  included  in  the  distribution  of 
all  DCAA  audit  reports  resulting  from 
forward  pricing  reviews,  functional/  op¬ 
erational  audits,  annual  incurred  cost 
audits,  postaward  reviews,  terminations, 
and  claims. 

b.  This  requirement  does  not  mean 
that  part-time,  predominantly  off-site 
PLAs  should  not  receive  copies  of  reports 
when  circumstances  v.'arrant  such  distri¬ 
bution.  Nor  does  it  mean  that  the  on-site 
PLAs  should  be  limited  only  to  the  types 
of  reports  noted  above.  Special  consider¬ 
ation  should  always  be  given  to  providing 
the  cognizant  PLA  with  a  copy  of  any 
audit  report  that  may  require,  or  could 
benefit  from,  PLA  coordination  or  in¬ 
volvement. 

c.  Do  not  send  the  PLA  for  Special 
Access  Programs  (PLA-SAPs)  copies  of 
audit  reports  unless  specifically  requested 
to  do  so  by  the  PLA-SAPs  (see  1 5-307). 
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15-3S1  Supplement  -  Audit  Liaison  Division  (OAL)  Procurement 
Liaison  Auditors  (PLAs)  and  Other  On-site  PLA  Office  Addresses 


DEFENSE  CONTRACT  AUDIT  AGENCY 
AUDIT  LIAISON  DIVISION 
CAMERON  STATION 
ALEXANDRIA  VA  22304-6178 


NAME  &  TITLE 

ROOM 

(C) 

(A) 

703-274-0687/0688 

284-0687/8 

Henry  Simpkins 

4A265 

(X) 

703-617-0014 

Chief,  Audit  Liaison  Division 

(H) 

0830  -  1700  EST 

ARMY 

U.S.  ARMY  MATERIEL  COMMAND 
AMCAQ-DCAA 

ATTN:  DCAA  PLA  LIAISON  OFFICE 
5001  EISENHOWER  AVENUE 
ALEXANDRIA  VA  22333-0001 


NAME  &  TITLE 

ROOM 

(C) 

(A) 

703-274-3021 

284-3021 

Patrick  Duffy 

9E10 

(X) 

703-274-3198 

Senior  PLA 

(H) 

0830  -  1700  EST 

U.S.  ARMY  AVIATION  AND  TROOP  COMMAND 
AMSAT-A-AE 

ATTN:  DCAA  PLA  LIAISON  OFFICE 
4300  GOODFELLOW  BLVD 
ST  LOUIS  MO  63120-1798 


BLDG 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

ROOM 

(C) 

(A) 

314-263-2427 

693-2427 

Michael  Andert,  PLA 

102 

(X) 

314-263-7665 

Codes  DAAJ09,  DAAK50 

G15 

(H) 

0730  -  1600  CST 

U  S.  ARMY  ARMAMENT,  MUNITIONS  AND  CHEMICAL  COMMAND 
AMSMC-PPF 

ATTN:  DCAA  PLA  LIAISON  OFFICE 
BLDG  350,  POST  5F23 
ROCK  ISLAND  IL  61299-6000 

BLDG 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

ROOM 

(C) 

309-782-3705 

(A) 

793-3705 

Michael  Andert,  PLA 

350 

(X) 

309-782-3799 

Codes  DAAA08,  DAAA09,  DA/VA20 

5F23 

(H) 

0730  -  1600  CST 

U.S.  ARMY  COMMUNICATIONS  ELECTRONICS  COMMAND 

AMSEL-ACSP 

ATTN-  DC/VA  PLA  LIAISON  OFFICE 
FORT  MONMOUTH  NJ  07703-5000 

NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

ROOM 

(C) 

908-532-3351 

(A) 

992-3351 

Tony  Cunningham,  PLA 

5A21 

(X) 

908-532-3046 

Codes  DAAB07.  DAAB08,  D/kAK20,  DAAK80,  DAAL02 

(H) 

0700  -  1530  EST 
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ARMY  (Continued) 

U.S.  ARMY  MISSILE  COMMAND 
AMSMI-AC-CP 

ATTN-  DCAA  PLA  LIAISON  OFFICE 
BUILDING  4488 

REDSTONE  ARSENAL  AL  35898-5280 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

BLDG 

ROOM 

(C) 

205-842-9435 

(A) 

788-9435 

Thomas  W-;eks,  PLA 

4488 

(X) 

205-876-7032 

Codes  DAAHOl,  DAAH03 

D348 

(H) 

0730  -  1600  EST 
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NAVY  (Continued) 

COMMANDER 
CODE  SEA  0283Y 
NAVAL  SEA  SYSTEMS  COMMAND 
2531  JEFFERSON  DAVIS  HWY 
ARLINGTON  VA  22242-5160 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

BLDG 

ROOM 

(C) 

703-602-8007 

(A) 

332-8007 

David  A,  Smith,  Senior  PLA 

NC-3 

(X) 

703-602-4770 

Code  N00024 

5E52 

(H) 

0730  -  1600  EST 

COMMANDER 

SPACE  &  NAVAL  WARFARE  SYSTEMS  COMMAND 
NAVAL  SUPPLY  SYSTEMS  COMMAND 
ATTN:  DCAA  PLA  -  CODE  02-PLA 
2451  CRYSTAL  DRIVE 
ARLINGTON  VA  22245-5200 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

BLDG 

(C) 

703-602-8604 

(A) 

332-8604 

Terry  Schneider,  PLA 

5CPK 

(X) 

703-602-1960 

Code  N00039,  N00023 

225 

(H) 

0745  -  1615  EST 

AIR  FORCE 

AIR  FORCE  MATERIEL  COMMAND 
AERONAUTICAL  SYSTEMS  CENTER 
WRIGHT  PATTERSON  AFB  LIAISON  OFFICE 
DCAA/WPL  BLDG  39 
2196  D  STREET 

WRIGHT  PATTERSON  AFB  OH  45433-7201 

BLDG 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

ROOM 

(C) 

513-255-4369 

(A) 

785-4369 

Rick  Robinson,  Senior  PLA 

39 

(X) 

513-255-1611 

no 

(H) 

0730  -  1630  EST 

Thomas  E.  Mohrhaus,  Senior  PLA 

39 

no 

Codes  F33600,  F3360I,  F33615,  F33657, 
F3366I,.  F33733 


AIR  FORCE  ELECTRONIC  SYSTEMS  CENTER 
ATTN:  DCAA/PLA  (E5C/PKF) 

104  BARKSDALE  ST 
HANSCOM  AFB  MA  01731-1806 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

BLDG 

ROOM 

(C) 

6' 7-377-2627 

(A) 

478-2627 

Michael  Motulski,  PLA 

1521 

(X) 

617-377-4323 

Codes  F19628,  F19630,  F19650 

2nd 

Floor 

(H) 

0730  -  1600  EST 

AIR  FORCE  SPACE  &  MISSILE  SYSTEMS  CENTER 
ATTN:  DCAA  PLA  (SCOTT  GENTRY) 

HQ  SMC/PK-DCAA 
155  DISCOVERER  BLVD  SUITE  1516 
LOS  ANGELES  CA  90245-4692 

BLDG 

NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY  ROOM  (C)  310-363-6991 

- -  (A)  833-6991 

S.  Scott  Gentry,  PLA  110  (X)  310-363-6989 

Codes  F04693,  F0470I,  F04704,  F29601.  F29650  1353  (H)  0700  -  1530  PST 
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AIR  FORCE  (Continued) 

WARNER  ROBINS  AIR  LOGISTICS  CENTER 
WR  ALC/PKPS  ATTN.  ARTHUR  KLAUSS 
235  BYRON  STREET 
ROBINS  AFB  GA  31098-1611 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

BLDG 

ROOM 

(C) 

912-926-7510 

Arthur  Klauss,  PLA 

300PKPS 

(A) 

(X) 

468-7510 

912-926-7572 

Codes  F09603,  F09650 

Door 

(H) 

0700-1530  EST 

21A 

Notification  req’d 

AIR  FORCE  LOGISTICS  CENTER 
MAIL  CODE  DCAA/PLAyPKF 
6028  ASPEN  AVE 
HILL  AFB  UT  84056-5206 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

BLDG 

(C) 

(A) 

801-777-7561 

458-7561 

Dave  Geldmacher,  PLA 

1298 

(X) 

801-777-7563 

Codes  F42600,  F42610.  F42620.  F42630,  F42650 

(H) 

0730  -  1600  MST 

SAN  ANTONIO  AIR  LOGISTICS  CENTER 
DCAA  PROCUREMENT  LIASON  AUDITOR 
SA  ALC/PKC 

143  BILLY  MITCHELL  RD 
KELLY  AFB  TX  78241-6014 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

BLDG 

POST 

(C) 

210-925-1184 

(A) 

945-1  184 

Pete  Gonzales,  PLA 

43 

(X) 

210-925-3307 

Codes  F41608,  F41621,  F41650,  F41691,  F41636, 

E-5 

(H) 

0730  -  1600  CST 

F41689.  F41800 


AIR  FORCE  HUMAN  SYSTEMS  CENTER 
DEFENSE  CONTRACT  AUDIT  AGENCY 
PROCUREMENT  LIASON  OFFICE 
ATTN:  HSC/PKF 
8005  9TH  STREET 
BROOKS  AFB  TX  78235-5353 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 


Pete  Gonzales,  PLA 
Codes  F41622,  F41624 


BLDG 

POST 

(C) 

210-536-6319 

(A) 

240-6319 

626 

(X) 

210-536-9070 

(H) 

0800  -  1630  CST 

AIR  FORCE  LOGISTICS  CENTER 
DCAA  LIAISON  OFFICE 
OC-ALC/PKF 

3001  STAFF  DR  STE  2AI78A 
TINKER  AFB  OK  73145-3015 


NAME,  TITLE,  &  PCO  CODE  RESPONSIBILITY 

BLDG 

(C) 

(A) 

405-739-2946 

339-2946 

Vacant,  PLA 

3001 

(X) 

405-734-2179 

Codes  F34601.  F34608.  F34650 

(H) 

0730  -  1600  CST 
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15-400  Section  4  —  Audit  Support  of  Negotiation  Conferences 


15-401  Introduction 

This  section  contains  procedures  and 
guidance  on  audit  support  of  negotiation 
conferences. 

15-402  Auditor  Attendance  at  a 
Negotiation  Conference 

15-402.1  Notification  of  Availability  of 
Audit  Assistance 

Each  advisory  audit  report  shall  con¬ 
tain  a  concluding  statement  to  the  effect 
that  audit  counsel  and  assistance  is  avail¬ 
able  to  the  contracting  officer  if  so  de¬ 
sired  for  the  negotiation  of  contract 
prices  covered  by  the  report.  The  state¬ 
ment  should  identify  the  designated  liai¬ 
son  audit  office  to  which  requests  for 
assistance  should  be  made,  or  in  the 
absence  of  a  designated  liaison  office,  the 
report  should  state  that  the  request 
should  be  submitted  directly  to  the  field 
office  which  performed  the  audit.  Where, 
because  of  either  the  complexity  or  the 
controversial  nature  of  the  matters  pre¬ 
sented  in  the  report,  the  auditor  consid¬ 
ers  that  further  assistance  will  be  particu¬ 
larly  beneficial,  the  concluding  statement 
may  recommend  to  the  contracting  offi¬ 
cer  that  audit  assistance  be  requested. 
When  buying  offices  continually  fail  to 
solicit  necessary  auditor  attendance  at 
negotiation  conferences,  the  PLA,  togeth¬ 
er  with  the  regional  directors,  should 
confer  with  the  head  of  such  client  activi¬ 
ties.  Refer  significant  unresolved  prob¬ 
lems  to  Headquarters,  “Attention”  O,  for 
discussion  at  higher  procurement  levels. 

15-402.2  Request  for  Auditor  Attendance 
at  the  Negotiation  Conference 

0*1  receiving  the  request  for  audit 
assistance,  the  liaison  auditor  will  discuss 
the  report  with  the  contracting  officer  to 
determine  the  extent  of  the  assistance 
required.  To  the  maximum  extent  practi¬ 
cable,  the  liaison  auditor  should  render 
the  required  assistance  through  his  or  her 
own  office,  particularly  where  it  involves 
only  an  explanation  of  accounting  princi¬ 
ples  or  a  limited  amount  of  information 
which  can  readily  be  obtained  by  contact¬ 


ing  the  audit  office  which  performed  the 
audit.  Co  'ies  of  selected  audit  office 
working  papers  may  be  provided  to  effi¬ 
ciently  satisfy  an  inquiry.  The  copies  will 
be  marked  with  appropriate  protective 
markings  based  on  the  information  con¬ 
tained  therein  and  consistent  with  the 
audit  report  (see  10-206).  v'here,  how¬ 
ever,  the  assistance  involves  extensive 
referral  to  audit  working  papers  or  pre¬ 
sentation  of  information  on  conduct  of 
the  examination,  the  liaison  auditor  will 
arrange  directly  with  the  audit  office  for 
auditor  attendance  at  the  negotiation 
conference.  The  objective  should  be  to 
provide  the  assistance  necessary  to  sup¬ 
port  the  audit  findings  in  the  minimum 
amount  of  time.  Although  attendance  of 
field  auditors  at  negotiations  is  pro¬ 
moted,  any  requests  for  auditor  atten¬ 
dance  which  will  involve  more  than  two 
weeks  shall  be  coordinated  with  the  re¬ 
gional  office. 

15-402.3  Subcontract  Negotiation 
Conferences 

Arrangements  may  be  made  for  a 
DCAA  auditor  who  performed  a  subcon¬ 
tract  audit  to  attend  a  subcontract  negoti¬ 
ation  conference  only  when  all  negotiat¬ 
ing  parties  concur.  Participation  should 
be  limited  to  explaining  the  audit  proce¬ 
dures  performed  and  the  results  of  exami¬ 
nation.  The  conduct  of  subcontract  nego¬ 
tiations  is  the  responsibility  of  the  upper- 
tier  contractor. 

15-403  Advisory  Audit  Counsel  in  the 
Negotiation  Conference 

15-403.1  Negotiation  Process 

The  negotiation  of  a  fair  and  reason¬ 
able  price  is  a  complex  process  involving 
consideration  of  many  factors  including 

(1)  actual  costs  and  completion  estimates; 

(2)  the  amount  of  profit  or  fee  in  relation 
to  total  cost,  the  complexity  of  the  work, 
quality,  efficiency,  and  ingenuity  of  the 
contractor’s  performance,  and  the  techni¬ 
cal  and  financial  risk  assumed;  and  (3) 
the  competitiveness  of  the  end  price. 
Costs  constitute  an  important  factor  in 
the  contract  price  negotiation  and  the 
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discussions  between  the  contractor  and 
the  contracting  officer  include  the  objec¬ 
tive  of  arriving  at  a  definitive  agreement, 
to  the  maximum  extent  possible,  on  the 
amount  of  costs  to  be  considered  in  the 
price.  During  these  discussions,  the  audi¬ 
tor  is  responsible  for  furnishing  to  the 
contracting  officer,  as  requested,  cost 
information  and  explanations  of  audit 
findings  to  facilitate  such  agreement. 
Definitive  agreement  on  each  element  of 
cost  may  not  always  be  possible  because 
of  honest  differences  of  opinion  or  other 
considerations  between  the  negotiating 
oarties.  This  means,  in  negotiation  terms, 
a  give  and  take  proposition  in  which  the 
contracting  officer  usually  cannot  nepti- 
ate  a  price  which  includes  cost  consider¬ 
ations  exactly  in  accordance  with  the 
advisory  audit  report.  In  this  situation, 
the  auditor  should  clearly  establish  for 
the  contracting  officer  the  extent  and 
financial  significance  of  any  differences 
or  considerations  which  exist.  In  connec¬ 
tion  with  profit  or  fee,  many  of  the  other 
factors  enumerated  above,  which  are  to 
be  considered  in  price  negotiation,  are 
also  not  subject  to  a  precise  determina¬ 
tion.  Such  factors  as  the  complexity  of 
the  work  or  the  contractor’s  ingenuity  are 
not  generally  expressed  in  dollar  and 
cents  terms  but  require  judgmental  evalu¬ 
ation  of  a  broader  basis.  Accordingly,  in 
some  instances,  a  total  end  price  may 
thus  be  negotiated  without  specific  mone¬ 
tary  resolution  of  all  of  the  individual 
cost  elements  or  other  pricing  factors 
involved. 

15-403.2  Nature  of  Audit  Counsel 

The  auditor  will  act  as  the  accounting 
advisor  to  the  contracting  officer  in  the 
negotiation  process.  In  this  capacity,  pro¬ 
vide  the  contracting  officer  financial  in¬ 
formation  and  audit  counsel  which  will 
assist  in  the  conclusion  of  a  fair  and 
reasonable  price  agreement  with  the  con¬ 
tractor.  Whether  in  actual  attendance  at 
the  conference  or  through  support  from 
the  audit  office,  the  auditor  will: 

a.  Upon  request  of  the  contracting 
officer,  explain  the  audit  report  recom¬ 
mendations  on  the  costs  of  the  particular 
items  in  the  contractor’s  proposal.  Copies 
of  appropriate  supporting  working  papers 
may  be  provided  to  help  answer  a  request 


in  an  efficient,  economical,  and  effective 
manner,  especially  when  auditor  atten¬ 
dance  at  the  negotiation  conference  is  not 
feasible. 

b.  Answer  questions  raised  by  confer¬ 
ence  participants  relating  to  the  scope  of 
audit  or  other  bases  for  audit  determina¬ 
tions  or  recommendations.  Appropriate 
references  shall  be  made  to  the  factual 
information  and  documentation  in  the 
supporting  working  papers. 

c.  Review  any  additional  cost  informa¬ 
tion  the  contractor  may  submit  or  any 
different  considerations  which  it  may 
allege  during  the  negotiation  conference. 
The  additional  information  shall  be  re¬ 
viewed  and  evaluated  during  the  confer¬ 
ence.  If  such  information  concerns  a 
significant  amount  of  costs  which  would 
seriously  affect  the  price  negotiation, 
FAR  1 5-805-5(h)  requires  the  contracting 
officer  to  request  the  auditor  to  immedi¬ 
ately  review  this  information  (also  see  9- 
103.7). 

15-403.3  Limitations  of  Audit  Counsel 

As  discussed  in  FAR  15.805-1.  the 
contracting  officer  has  exclusive  respon¬ 
sibility  for  determining  the  suitability  of 
the  overall  negotiated  price.  It  is  not 
appropriate  for  the  auditor  to  provide  in 
writing  or  otherwise  an  overall  opinion 
on  a  “bottomline”  negotiation  objective 
(but  see  15-403.4  below). 

15-403.4  Contracting  Officer’s  Treatment 
of  Reported  Recommendations 

Circumstances  may  arise  during  a  neg¬ 
otiation  conference  when  the  auditor 
believes  the  contracting  officer  has  given 
inadequate  or  improper  treatment  to  the 
audit  recommendations  in  the  advisory 
audit  report.  In  such  cases,  the  auditor 
has  the  responsibility  to  make  his/her 
position  clear  to  the  contracting  officer 
prior  to  the  negotiation  settlement.  This 
should  be  accomplished  with  appropriate 
tact  and  objectivity  at  a  time  when  the 
contractor  is  not  present.  When  the  con¬ 
tracting  officer  fails  to  accept  an  audit 
recommendation  and  the  auditor  feels 
that  this  action  has  a  significant  or  con¬ 
tinuing  impact  on  the  reasonableness  of 
pricing  or  contract  administration  and 
there  is  an  opportunity  for  useful  correc- 
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live  action,  the  procedures  outlined  by  1- 
403.3  and  15-604.2  should  be  followed. 

15-404  Documenting  Auditor 
Participation  at  Negotiations 

15-404.1  Auditor’s  Memorandum  of 
Negotiation 

The  FAO  or  liaison  auditor  should 
prepare  a  memorandum  for  the  record  as 
soon  as  possible  after  attendance  at  a 
negotiation  conference.  The  memoran¬ 
dum  will  include  basic  identification  data 
with  respect  to  the  contractor,  the  con¬ 
tract,  personnel  in  attendance,  etc.;  infor¬ 
mation  as  to  the  matters  discussed  during 
the  negotiation  conference;  a  summary  of 
the  action  taken  on  audit  recommenda¬ 
tions;  and  the  results  of  the  negotiation. 
Where  applicable,  the  memorandum 
should  also  cover  the  evaluation  of  new 
data  presented  by  the  contractor,  effect  of 
changes  in  the  proposed  statement  of 
work,  and  any  other  pertinent  matters 
not  covered  in  the  audit  report.  If  the 
contractor’s  proposal  was  revised  during 
negotiations,  indicate  the  extent  to  which 
the  audit  report  is  applicable  to  the 
revised  proposal,  or  show  a  self-explana¬ 
tory  reconciliation.  Comment  on  possible 
improvements  in  the  audit  report  presen¬ 
tation,  the  extent  of  contracting  officer 
acceptance  of  audit  recommendations. 


the  effectiveness  of  the  contribution 
made  by  the  auditor  at  the  negotiation 
conference,  audit  problem  areas  dis 
closed  by  the  negotiation,  and  other  per¬ 
tinent  matters.  File  the  original  memo- 
landum  with  the  audit  working  papers 
and  furnish  copies  to  the  liaison  audit 
office.  A  copy  of  every  memorandum 
documenting  (1)  a  settlement  that  is  not 
supported  by  audit  report  findings  or  (2) 
unusually  effective  auditor  participation 
will  also  be  furnished  to  the  regional 
office. 

15-404.2  Written  Concurrence  of 
Settlement 

Auditors  are  sometimes  asked  to  affirm 
their  concurrence  in  writing  with  posi¬ 
tions  negotiated  by  contracting  officers. 
These  negotiated  positions  frequently  dif¬ 
fer  from  audit  report  positions,  as  a  result 
of  both  subjective  and  objective  argu¬ 
ments  raised  by  contractors  at  negotia¬ 
tions.  When  asked  to  provide  such  con¬ 
currence,  the  auditor  should  professional¬ 
ly  decline.  This  is  because  the  contracting 
officer  position  has  the  authority  to  make 
flexible  concessions  without  audit  con¬ 
currence,  as  well  as  the  responsibility  to 
document  the  negotiations.  (Sec  15- 
403.2c,  however,  for  guidance  on  dealing 
with  additional  cost  information  fur¬ 
nished  by  the  >:  ruiractor.) 
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15-500  Section  5  —  Special  Procedures  for  Actual  or  Potential  Contract 

Appeals  Cases 


15-501  Introduction 

This  section  identifies  the  responsibili¬ 
ties  of  field,  regional,  and  Headquarters 
personnel.  It  outlines  the  reporting  re¬ 
quirements  for  actual  or  potential  board 
of  contract  appeals  (BCA)  cases  and  cases 
before  courts  of  appeal,  such  as  the 
United  States  Claims  Court. 

15-502  Contracting  Officer  Decisions 

Their  warrants  authorize  contracting 
officers  to  resolve  claims  by  or  against 
contractors  related  to  contracts  subject  to 
the  Contract  Disputes  Act.  Contractors 
may  appeal  written  decisions  to  agency 
boards  of  contract  appeals  or  to  the 
courts  (see  FAR  33.211).  The  Armed 
Services  Board  of  Contract  Appeals 
(DFARS  Appendix  A)  hears  most  cases 
affecting  DoD  contract  costs.  Many  BCA 
and  court  cases  involve  controversial 
items.  Since  appeal  decisions  often  influ¬ 
ence  the  treatment  of  these  items  in 
future  years,  DCAA  has  special  interest 
in  them. 

15-503  Coordinated  Support  of 
Contract  Appeals  Cases 

a.  Close  communication,  through  es¬ 
tablished  channels,  between  the  FAOs, 
regional  offices,  and  Headquarters  is 
needed  throughout  the  course  of  such 
appeals.  Close  communication  with  the 
government  trial  attorney  and  with  the 
contracting  officer  is  also  very  important. 

b.  DCAA  Pamphlet  7641.50,  The  Role 
of  the  Auditor  in  Legal  Proceedings, 
contains  procedures  for  Agency  partici¬ 
pation  in  judicial  and  quasi-judicial  pro¬ 
ceedings.  The  purp9se  of  this  pamphlet  is 
to  assist  the  auditor  in  the  effective 
development  of  audit  support  for  a  legal 
case.  The  pamphlet  provides  witnesses 
with  information  on  the  authority  and 
practices  of  the  boards  and  courts  and 
guidance  that  should  enable  witnesses  to 
function  more  effectively. 

c.  It  is  Agency  policy  to  assist  the 
government  counsel  in  accounting  mat¬ 


ters  in  all  cases,  whether  initiated  through 
an  Agency  finding  or  by  other  means. 
Audit  support  should  fully  respond  to  the 
actual  needs  of  counsel  and  may  consist 
of  comprehensive  audit  and  accounting 
advisory  services,  accounting  research 
applicable  to  the  specific  case,  testimony 
relative  to  the  audit  report,  or  testimony 
as  an  expert  on  accounting  and  auditing 
matters. 

15-504  Reporting  Requirements 

15-504.1  DCAA  Responsibilities 

DCAA  is  responsible  for  reviewing  all 
appeal  decisions  that  have  an  impact  on 
the  allowability  of  costs  under  DoD  con¬ 
tracts.  Where  such  decisions  appear  to 
adversely  affect  the  desired  DoD  policy, 
DCAA  will  recommend  changes  to  the 
acquisition  procedures  through  estab¬ 
lished  channels.  Furthermore,  it  is  DCAA 
policy  to  provide  information  to  con¬ 
tracting  officers,  contractor  representa¬ 
tives,  Federal  agencies,  and  the  public 
regarding  our  activities.  Such  informa¬ 
tion  includes  the  status  of  DCAA  actions 
before  courts  and  boards  of  contract 
appeals.  The  required  reporting  facili¬ 
tates  accomplishing  this  responsibility. 
The  policies  and  procedures  for  reporting 
contract  disputes  cases  are  outlined  in 
DCAAl  7730.13  dated  2  July  1991.  Re¬ 
porting  requirements  and  report  contents 
are  detailed  in  15-504.2  and  15-504.3. 

15-504.2  Immediate  Reporting 

Actual  cases  have  board  or  court  dock¬ 
et  numbers  while  potential  cases  have  not 
yet  reached  that  stage.  The  field  auditor 
identifies  potential  cases  based  on  experi¬ 
ence  and  judgment  and  treats  them  like 
actual  cases  for  reporting  purposes.  As 
soon  as  they  identify  an  actual  or  poten¬ 
tial  BCA  or  court  case  involving  account¬ 
ing,  financial,  or  auditing  matters,  FAOs 
will  submit  a  report  to  the  regional  spe¬ 
cial  programs  office.  Regional  contract 
disputes  coordinators  (CDCs)  will  submit 
briefs  of  significant  cases  to  Headquar¬ 
ters,  Attn:  Pad.  Both  the  FAO  and 
regional  CDC  will  supplement  such  re- 


DCAA  Contract  Audit  Manual 


January  1995 


1547 

1115-504.2 


ports  as  new  data  becomes  available. 
Reports  on  actual  and  potential  cases 
should  include: 

a.  The  contractor’s  name  and  address; 
the  name  of  the  board  or  court  and  the 
case  number,  if  applicable;  the  govern¬ 
ment  procurement  office  concerned  with 
the  dispute;  and  the  name  of  the  govern¬ 
ment  trial  attorney. 

b.  A  statement  of  the  issues,  the  con¬ 
tractor’s  position,  the  dollars  related  to 
each  issue,  and  the  dollar  effect  on  appli¬ 
cable  government  contracts. 

c.  Copies  of  audit  reports  or  other 
documentation  that  state  the  items  in 
contention.  Pertinent  excerpts  will  suffice 
if  the  total  report  is  very  lengthy  and 
extensive  portions  are  not  applicable. 

d.  All  known  or  anticipated  significant 
actions  on  the  dispute. 

e.  Items  such  as  memorandums  for 
record  and  trip  reports  concerning 
DCAA  participation  in  the  dispute  pro¬ 
ceedings. 

f.  Recommendation  for  DCAA  counsel 
(DL)  involvement,  if  warranted  (see  15- 
507.) 

I  15-504.3  Semiannual  Reporting 

Regional  directors  are  responsible  for 
submitting  contract  appeal  case  semian- 
I  nual  reports  to  Headquarters.  These  re¬ 
ports  provide  the  necessary  information 
for  Headquarters  reviews  and  status  re¬ 
ports.  Regional  offices  accumulate  imme¬ 
diate  reports  (see  15-504.2),  summarize 
them  in  a  prescribed  format,  and  forward 
them  to  Headquarters  for  the  semiannual 
periods  ending  31  March  and  30  Septem¬ 
ber.  The  regional  CDC  is  responsible  for 
the  accuracy  and  timeliness  of  the  data¬ 
base  information  submitted  to  Head¬ 
quarters  and  for  providing  FAOs  with  the 
regional  case  data  summaries. 

15-505  Regional  Contract  Disputes 
Coordinator  (CDC)  Participation 

15-505.1  Review  Audit  Position 

Regional  CDCs  will  review  the  audit 
position,  working  papers,  supporting  doc¬ 
umentation,  contractor’s  response  or  re¬ 
buttal,  and  other  data  to  ensure  that  the 
case  is  well-founded.  Appeals  are  time- 
consuming  and  expensive,  so  regional 


offices  should  make  every  effort  to 
present  the  board  or  court  with  a  clear, 
well-supported  position.  DCAA’s  posi¬ 
tion  should  include  rebuttals  to  any 
known  contractor  arguments.  Regional 
offices  should  recommend  additional  au¬ 
dit  work  if  the  existing  documentation  is 
inadequate.  In  such  cases,  the  field  audi¬ 
tor  should  advise  the  government  trial 
attorney  if  more  time  is  required  to 
develop  the  supporting  data. 

15-505.2  Technical  Assistance 

Regional  offices  will  furnish  assistance 
to  the  FAO  and  government  counsel 
when  necessary.  Regional  CDCs  will 
m.aintain  an  index  of  reference  materials 
to  help  the  field  in  developing  cases. 
They  will  ensure  that  the  auditor  clearly 
understands  the  major  points  in  the  case, 
and  that  the  trial  attorney  understands 
the  accounting  significance  of  these 
points. 

15-505.3  Coordinate  Government 
Accounting  Witnesses 

Government  attorneys  sometimes  re¬ 
quest  expert  witnesses  to  testify  in  the 
areas  of  cost  accounting  standards,  gov¬ 
ernment  procurement  regulations,  gener¬ 
ally  accepted  accounting  principles,  and 
generally  accepted  governmental  auditing 
standards.  These  witnesses  come  from 
government,  academia,  public  account¬ 
ing  and  consulting  firms,  and  industry. 
Regional  offices  will  provide  assistance 
to  the  government  attorney  in  locating 
appropriate  witnesses.  Most  RAMs 
would  qualify  as  expert  witnesses  in  the 
various  areas  covered  by  contract  audit. 
In  some  cases,  FAO  managers  and  field 
supervisors  may  qualify  as  expert  wit¬ 
nesses.  In  addition,  the  regional  CDC 
may  provide  attorneys  with  the  DCAA 
listing  of  individuals  from  the  private 
and  academic  sectors  who  are  willing  to 
serve  as  expert  witnesses. 

15-505.4  Develop  and  Train  Field 
Witnesses 

DCAA  witnesses  of  fact  (usually  the 
auditor  who  performed  the  audit  or  the 
supervisory  auditor)  or  expert  witnesses 
(usually  the  RAM  or  RSPM)  need  to 
prepare  for  their  roles.  Trial  attorneys 
prepare  witnesses  for  trial,  but,  occasion- 
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ally,  this  preparation  is  brief  and  at  the 
last  minute.  Whenever  appropriate, 
DCAA  should  support  the  witness  prepa¬ 
ration  process.  After  coordinating  with 
the  government  trial  attorneys,  regional 
CDCs  should  acquaint  the  field  auditor 
witness  with  courtroom  procedure,  in¬ 
cluding  simulated  courtroom  testimony. 
To  familiarize  themselves  with  the  tri¬ 
al/hearing  process,  regional  CDCs  should 
attend  selected  board  hearings  or  court 
trials  in  their  regions. 

1S-50S.5  Evaluate  Field  Support 

Regional  CDCs  should  periodically  re¬ 
view  the  FAO  compliance  with  15-506 
responsibilities  for  the  contract  disputes 
program  to  assure  that  they  are  in  com¬ 
pliance  with  Agency  policy  and  to  submit 
suggestions  regarding  possible  improve¬ 
ments.  The  compliance  program  should 
assure  active  FAO  contact  with  trial 
attorneys. 

I  15-505.6  Control  Immediate  and 

I  Semiannual  Reporting 

Regional  CDC’s  will  maintain  effective 
controls  over  initial  reporting,  updating, 

I  and  semiannual  reporting  of  actual  and 
potential  appeals  cases  to  Headquarters 
as  described  in  15-504. 

15-506  FAO  Responsibilities 

15-506.1  Comply  with  DCAA  Regulation 
5410.11,  Release  of  OfTicial  Information 
in  Litigation  and  Testimony  by  DCAA 
Personnel  as  Witnesses 

This  regulation  requires  a  determina¬ 
tion  by  the  General  Counsel  or  his/her 
delegate  prior  to  the  release  of  official 
DCAA  information  for  use  in  litigation 
or  the  provision  of  DCAA  personnel  to 
be  interviewed,  contacted,  or  used  as 
witnesses  concerning  DoD  information. 
This  authority  has  been  delegated  to  the 
Chief  Trial  Attorney  or  other  trial  attor¬ 
neys  representing  the  government  in  con¬ 
tract  appeals  proceedings. 

15-506.2  Support  Trial  Attorney 

Audit  support  to  attorneys  should  con¬ 
sist  of  clearly  communicating  the  facts  of 
the  case,  explaining  the  significance  of 
the  auditing  and  accounting  issues,  if 


required,  and  providing  appropriate  re¬ 
quested  assistance.  This  may  include  sug¬ 
gesting  areas  for  discovery  or  participat¬ 
ing  as  a  technical  advisor  during  depos¬ 
ings.  Field  auditors  should  only  provide 
basic  accounting  information  and  specif¬ 
ic  issue  (factual)  support.  They  should 
exercise  special  care  to  avoid  expressing 
opinions  on  subjects  outside  the  account¬ 
ing  field  (they  should  not  express  legal  or 
engineering  opinions,  for  example.)  Au¬ 
ditors  should  elevate  to  the  regional  of¬ 
fices  any  requests  from  attorneys  that  fall 
outside  of  accounting  areas.  For  example, 
auditors  should  avoid  assessing  the  litiga- 
tive  risk  of  a  case.  This  responsibility  for 
board  or  court  cases  rests  with  the  trial 
attorney.  FAOs  should  inform  the  Re¬ 
gional  CDC  in  advance  of  significant 
meetings  with  the  trial  attorney  in  order 
to  facilitate  regional  involvement  in  im¬ 
portant  cases. 

15-506.3  Coordinate  with  Trial  Attorney 
and  Contracting  Officer 
Offer  services  to  the  contracting  officer 
and  trial  attorney  whenever  a  situation 
arises  where  audit  services  can  be  effec¬ 
tively  used.  Notify  the  trial  attorney  and 
the  contracting  officer  promptly  of  any 
problems  of  access  to  records  or  contrac¬ 
tor  delay  in  furnishing  data  (see  1-504.4). 
Request  them  to  obtain  any  necessary 
technical  reviews,  and  notify  them  of  any 
technical  reviews  that  are  not  received  on 
a  timely  basis.  Delays  in  receiving  re¬ 
quired  technical  reports  can  impair  the 
government’s  case  and  hamper  the  audi¬ 
tor’s  work.  FAOs  should  be  aware  of 
cases  in  a  prehearing  status  and  periodi¬ 
cally  contact  the  trial  attorney  to  offer 
assistance  and  discuss  case  status. 

15-506.4  Maintain  Case  Files 
Establish  a  separate  case  file  for  each 
active  board  or  court  case.  Index  the  file 
for  easy  retrieval  of  documents.  Prepare 
and  maintain  a  chronology  of  significant 
events  in  the  file.  Documents  belonging 
in  the  case  file  are  the  decision  being 
appealed,  the  contract,  the  audit  report, 
correspondence  between  parties  relating 
to  the  appeal,  and  any  other  pertinent 
information.  Case  files,  including  the 
applicable  working  papers,  should  be 
segregated  from  the  general  working  pa- 
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per  files  and  maintained  in  a  locked  file 
or  cabinet.  Board  or  court  cases  can  last 
for  many  years.  This  procedure  secures 
and  protects  documents  during  transition 
periods  (change  of  cognizant  supervisors 
or  FAO,  for  example). 

15-506.5  Produce  Documents 

Clarify  and  coordinate  requests  for  the 
production  of  documents  with  the  trial 
attorney  and  the  regional  office.  Review 
MIS  data  to  identify  all  pertinent  files. 
Once  identified,  segregate  these  files  with 
the  case  file  for  the  remainder  of  the 
litigation.  A  DCAA  representative  should 
physically  observe  any  contractor  access 
to  these  files  during  discovery.  Arrange  to 
have  all  pertinent  working  papers  at  the 
hearing.  Protect  classified  documents  es¬ 
sential  to  the  case  in  the  appropriate 
manner.  Retain  copies  of  all  working 
papers  released  from  DCAA  custody. 

15-506.6  Testify  as  a  Witness 

The  auditor  who  performed  the  origi¬ 
nal  audit  or  his  supervisor  will  normally 
be  the  DCAA  factual  witness,  unless  the 
regional  audit  manager  in  conjunction 
with  the  regional  CDC  and  the  govern¬ 
ment  trial  attorney  believe  other  arrange¬ 
ments  are  appropriate.  If  the  performing 
auditor  is  not  available  (because  of  termi¬ 
nation,  for  example),  or  if  the  original 
auditor  was  a  trainee,  the  supervisory 
auditor  involved  in  the  original  audit 
review  will  be  the  recommended  DCAA 
factual  witness.  Promptly  notify  the  re¬ 
gional  office  when  FAO  personnel  must 
testify,  so  the  regional  CDC  may  review 
the  case  and  assist  in  the  witness  prepara¬ 
tion  when  appropriate.  Self-study  course 
No.  9310,  “Auditor  Testimony  in  BCA 
Proceedings”  should  be  reviewed  by  all 
DCAA  witnesses.  The  CDC  should  coor¬ 
dinate  planned  action  with  the  trial  attor¬ 
neys.  Refer  any  requests  from  the  trial 
attorney  for  additional  or  expert  wit¬ 
nesses  to  the  regional  CDC. 


15-506.7  Evaluate  Audit  Support 

Following  audit  participation  in  an 
appeal,  evaluate  the  effectiveness  of  audit 
support  and  the  need  for  additional  guid¬ 
ance  on  the  issues  involved.  Include  the 
evaluation  in  the  report  submitted  to  the 
regional  office  as  outlined  in  15-504.2. 

15-507  Headquarters  Support 

a.  Headquarters,  Accounting  Policy 
Division,  will  monitor  all  actual  and 
potential  cases  and  update  guidance 
based  on  an  analysis  of  individual  cases 
or  trends.  Headquarters  will  assist  region¬ 
al  offices  upon  receipt  of  a  written  re¬ 
quest  containing  the  region’s  position 
and  all  supporting  documentation  (see  4- 
902.2).  The  Accounting  Policy  Division 
will  evaluate  regional  requests  for  DL 
involvement  contained  in  immediate  re¬ 
ports  (see  1 5-504.2)  and  make  referrals  to 
Dl,  if  appropriate.  Similarly,  Headquar¬ 
ters  can  refer  a  representative  to  testify  in 
support  of  the  regional  expert  witness  in 
significant  cases  concerning  accounting 
matters,  the  application  of  the  FAR  cost 
principles,  etc.  Headquarters  will  support 
cases  when  such  support  will  serve  a 
useful  pu^ose  and  the  elements  of  the 
case  are  likely  to  have  a  significant  im¬ 
pact  on  future  allowability  and  allocabili- 
ty  of  costs  at  a  number  of  contractor 
locations. 

b.  Headquarters,  Office  of  General 
Counsel,  will  review  and  analyze  regional 
requests  for  DL  support  referred  by  PAD. 
DL  will  coordinate  with  P  the  identifica¬ 
tion  of  cases  appropriate  for  DL  involve¬ 
ment.  Similarly,  any  din  ct  requests  from 
trial  attorneys  for  DL  involvement  in 
contract  disputes  cases  will  be  coordinat¬ 
ed  with  P.  For  cases  accepted  by  DL  for 
involvement,  DL  will  contact  the  trial 
attorney  and  offer  assistance.  DL  will 
communicate  to  P  and  the  region  the 
significant  areas  of  assistance  provided  to 
the  trial  attorney. 
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15-600  Section  6  —  Contract  Audit  Followup 


15-601  Introduction 

This  section  prese.Ts  the  responsibili¬ 
ties  of  acquisition  components  and  con¬ 
tract  auditors  under  DoD  Directive 
7640.2,  “Policy  for  Followup  on  Contract 
Audit  Reports.” 

15-602  Background  and  General 
Requirements 

a.  Audit  reports  often  deal  with  signifi¬ 
cant  problems  or  controversial  situations. 
Accordingly,  each  report  must  provide 
clear  rationale  for  the  audit  position.  At 
times,  differences  of  opinion  between  the 
auditor  and  the  contracting  officer  may 
arise  during  the  settlement  of  specific 
audit  issues.  Whenever  a  problem  of  this 
type  occurs,  the  auditor  must  provide  the 
contracting  officer  with  all  pertinent  evi¬ 
dential  materials.  Moreover,  there  shall 
be  continuous  communication  between 
the  contract  auditor  and  the  contracting 
officer,  to  promote  understanding  and 
improve  the  potential  for  satisfactory 
resolution,  before  a  final  decision  is  ren¬ 
dered. 

b.  DoD  Directive  7640.2,  “Policy  for 
Followup  on  Contract  Audit  Reports,” 
dated  i2  February  i988,  prescribes  DoD 
policies  for  contrac  audit  followup  and 
establishes  a  systen.  for  management 
action  on  contract  audit  reports.  The 
system  pruvides  for  (1)  tracking  and 
reporting  specified  types  of  contract  au¬ 
dit  reports,  (2)  procedures  to  monitor  and 
ensure  the  proper,  timely  resolution  and 
dispositio*^  of  contract  audit  reports,  and 
(3)  periodic  evaluations  by  internal  audi¬ 
tors  of  the  efiectiv  ness  of  the  DoD 
components’  followup  systems. 

15-60^  Responsibilities  of 
Ac-^i'jiSition  Components 

The  DoD  Directive  requires  Secretar¬ 
ies  of  the  Military  Departments  and  the 
Direciors  of  the  Defense  Agencies  to: 

a.  Designate  a  Contract  Audit  Follow¬ 
up  Officinl  iCAFO)  to  manage  their  com¬ 
ponent’s  contract  audit  ‘jl'owup  pro- 
giam. 


b.  Establish  procedures  as  prescribed 
by  FAR  15.807,  whereby  contracting 
officers  shall  fully  consider  contract  audit 
advice  in  the  course  of  determining  pre¬ 
negotiation  positions  that  are  subject  to 
DoD  component  review  and  clearance 
processes. 

15-603.1  Tracking  of  Audit  Reports 

DoD  procurement  and  contract  admin¬ 
istration  components  are  required,  under 
the  directive,  to  track  all  contract  audit 
reports.  All  information  is  to  be  main¬ 
tained  on  a  current  basis  and  is  to  serve 
as  source  documentation  for  required 
followup  status  reports.  For  preaward 
contract  audit  reports,  such  tracking  may 
be  accomplished  using  records  main¬ 
tained  in  official  contract  files. 

15-603.2  Reporting  Requirements 

a.  DoD  procurement  and  administra¬ 
tive  components  are  required  to  submit 
semiannual  status  reports  on  reportable 
contract  audit  reports  to  the  DoD  Inspec¬ 
tor  General.  These  status  reports  are  to 
be  submitted  within  thirty  calendar  days 
after  the  end  of  the  semiannual  periods 
ending  28  February  and  31  August.  Re¬ 
portable  reports  are; 

(1)  those  reports  containing  findings 
a  1(1  recommendations,  including  unsup¬ 
ported/qualified  findings,  covering  esti¬ 
mating  system  surveys,  accounting  sys¬ 
tem  reviews,  defective  pricing  reviews, 
and  cost  accounting  standards  (CAS) 
matters.  (Reports  containing  only  favor¬ 
able  findings  and  recommendations,  such 
as  CAS  reports  recommending  that  a 
contractor’s  proposed  accounting  change 
be  approved,  or  estimating  system  sur¬ 
veys  that  only  contain  “suggestions  for 
improvements”  a.-e  not  reportable.) 

(2)  those  reports  covering  internal  con¬ 
trols,  operations  audits,  incurred  costs, 
settlement  of  final  indirect  cost  rates, 
final  pricing  submissions,  termination 
settlement  proposals,  equitable  adjust¬ 
ment  claims,  hardship  claims,  and  escala¬ 
tion  claims  if  reported  costs  or  rates 
questioned  or  unsupported/qualified 
equal  SI 00.000  or  more. 


DCAA  Contract  Audit  Manual 


January  1995 


1551 

1I15-603.2a. 


(3)  reports  on  audit  determined  final 
indirect  cost  rates  and  Form(s)  1 ,  to  the 
cognizant  Administrative  Contracting 
Officer  (ACO)  when  the  auditor  cannot 
reach  an  agreement  with  the  contractor. 

b.  Audit  reports  covering  preaward 
proposals;  forward  pricing  proposals,  in¬ 
cluding  change  orders/modifications;  la¬ 
bor,  overhead  or  other  advance  rate 
agreements;  progress  payments;  preaward 
surveys;  assist  audits;  and  closing  state¬ 
ments  are  not  subject  to  the  reporting 
provisions  of  the  directive. 

c.  Interim  reports  to  be  incorporated 
into  a  future  report  are  not  reportable. 

d.  The  semiannual  status  reports  are  to 
include  reportable  reports  (1)  open  as  of 
the  end  of  the  reporting  period,  and  (2) 
closed  during  the  reporting  period. 

e.  Under  the  directive,  a  contract  audit 
report  is  considered  dispositioned  when 
(1)  the  contractor  implements  the  audit 
recommendations  or  the  contracting  offi¬ 
cer’s  decision;  (2)  the  contracting  officer 
negotiates  a  settlement  with  the  contrac¬ 
tor  and  a  contractual  doc  ament  has  been 
executed;  (3)  the  contracting  officer  is¬ 
sues  a  final  decision  pursuant  to  the 
“Disputes  Clause”  (see  15-502)  and  90 
days  elapse  without  contractor  appeal  to 
the  Armed  Services  Board  of  Contract 
Appeals  (ASBCA):  (4)  a  decision  has  been 
rendered  on  an  appeal  r  -ade  to  the 
ASBCA  or  U.S.  Claims  Court  and  any 
corrective  actions  directed  by  the  Board 
or  Court  have  been  completed  and  a 
contractual  document  has  been  executed; 
(5)  audit  reports  have  been  superseded 
by,  or  incorporated  into,  a  subsequent 
report;  or  (6)  any  corrective  actions 
deemed  necessary  by  the  contracting  offi¬ 
cer  have  been  taken  so  that  no  further 
actions  can  be  reasonably  anticipated. 
Should  the  contractor  appeal  to  the 
Claims  Court  within  the  12  months  after 
final  decision,  the  audit  must  be  reinstat¬ 
ed  as  an  open  report  in  litigation. 

15-603.3  Resolution  of  Contract  Audit 
Report  Recommendations 

a.  T;  •■ntracting  officer’s  prenegotia¬ 
tion  position  should  indicate  whether  the 
audit  recommendations  were  accepted 
or,  if  not,  whether  the  auditor  has  revised 
them.  When  the  contracting  officer  dis¬ 
agrees  with  the  audit  position,  the  prene¬ 


gotiation  documentation  should  include 
the  rationale  for  not  accepting  the  audit 
advice.  The  post-negotiation  documenta¬ 
tion  should  include  a  summary  of  the 
field  pricing  report  recommendations 
and  the  reasons  for  any  pertinent  vari¬ 
ances  from  those  recommendations. 

b.  For  auditor-determined  indirect  cost 
rates,  the  auditor  shall  seek  agreement 
with  the  contractor  upon  completion  of 
the  audit.  If  agreement  is  not  reached,  the 
auditor  shall  issue  a  notice  of  costs  sus¬ 
pended  and/or  disapproved,  and  advise 
the  contractor  of  its  right  to  submit  a 
claim  to  the  ACO  for  any  disapproved 
costs.  If  the  ACO  disagrees  with  the  audit 
recommendations,  the  ACO  is  to  comply 
with  the  procedures  prescribed  by  his  or 
her  DoD  component  for  documentation 
and  review  prior  to  disposition. 

15-604  DCAA  Followup 
Responsibilities 

15-604.1  SuppoU  Reviewing  Officials  or 
Boards 

a.  DCAA  will  provide  timely  and  com¬ 
plete  responses  to  any  contracting  officer 
or  review  official  who  requests  factual 
information  or  further  audit  opinions 
regarding  the  audit  issues  under  review. 

b.  Agency  policy  on  review  board  par¬ 
ticipation  is  outlined  in  1-403.4. 

c.  DCAA  will  assc.ss  whether  auditor 
attendance  at  negotiations  would  be  ben¬ 
eficial  to  the  procuring  office  in  under¬ 
standing  the  details  related  to  the  audit 
recommendations.  Where  it  can  be  deter¬ 
mined  prior  to  the  issuance  of  the  audit 
report  that  the  auditor  could  provide  a 
valuable  contribution  at  negotiations,  a 
statement  will  be  included  in  the  audit 
report  recommending  auditor  attendance 
(10-209.4a). 

15-604,2  Support  DoD  IG  and  internal 
Audit  Reviews 

DCAA  will  provide  timely  and  com¬ 
plete  support  to  the  IG  and  any  internal 
audit  organization  reviewing  a  DoD 
Component’s  contract  audit  followup 
system. 


DCAA  Contract  Audit  Manual 


1552 

1115-604.3 


January  1995 


15-604.3  Identify  Reportable  Contract 
Audit  Reports 

DCAA  will  identify  for  NASA  Head¬ 
quarters  and  DoD  procurement  or  ad¬ 
ministrative  components,  both  at  the 
time  of  issuance  and,  in  summary  form, 
semiannually,  all  contract  audit  reports 
reportable  under  15-603.2  above.  Proce¬ 
dures  are  set  forth  in  1 5-605  and  1 5-606. 

15-604.4  Utilize  Feedback 

DCAA  will  use  the  feedback  provided 
by  the  contracting  and  contract  audit 
followup  officials,  including  final  disposi¬ 
tion  and  negotiation  memorandums,  to 
analyze  and  improve  audit  procedures 
and  practices. 

15-605  DCAA  Summary  Sheets 

a.  The  DCAA  Summary  Sheet  (Figure 
15-6-1)  will  be  used  to  advise  DoD 
procurement  and  contract  administration 
components  of  the  issuance  of  a  reporta¬ 
ble  contract  audit  report  as  defined  in  15- 
603.2  above.  The  National  Aeronautics 
and  Space  Administration  has  also  elect¬ 
ed  to  receive  DCAA  Summary  Sheets  as 
specified  in  b(3)  below. 

b.  Procedures.  Upon  completion  of  a 
reportable  audit  report  for  DoD  or 
NASA,  prepare  a  summary  sheet.  Attach 
the  summary  sheet  to  the  copy  of  the 
audit  report  marked  “Original”  and  send 
it  to  the  contracting  officer  having  negoti¬ 
ation  or  disposition  responsibility.  Do 
not  attach  summary  sheets,  to  other  re¬ 
port  copies. 

(1)  Additional  requirements  -  Navy 

When  an  Army  or  Navy  contracting 

officer  is  the  official  having  negotiation 
or  disposition  responsibility,  forward  a 
copy  of  each  summary  sheet  to  the  cogni¬ 
zant  Army  or  Navy  procurement  or  con¬ 
tract  administration  office  (see  15-6S1). 
Summary  sheets  sent  to  these  offices  may 
be  batched  and  transmitted  monthly.  Do 
not  attach  copies  of  the  reports. 

(2)  .Additional  requirements  -  DCMC 

When  a  DCMC  contracting  officer  is 

the  official  having  negotiation  or  disposi¬ 
tion  responsibility,  forward  a  copy  of 
each  summary  sheet  to  the  cognizant 
Defense  Contract  Administration  Ser¬ 
vices  Region,  Attention  Director,  Con¬ 


tract  Management  Division.  Summary 
sheets  sent  to  these  offices  may  be 
batched  and  transmitted  monthly.  Do 
not  attach  copies  of  the  reports. 

(3)  Additional  requirements  -  NASA 

Although  not  subject  to  the  provisions 
of  DoD  Directive  7640.2,  NASA  has 
elected  to  use  DCAA  summary  sheets. 
Attach  the  original  summary  sheet  to  the 
“original”  copy  of  all  audit  reports  to 
NASA  of  the  type  specified  in  1 5-603. 2a. 
Monthly,  summary  sheet  copies  will  be 
batched  and  forwarded  (without  copies  of 
the  reports)  to; 

Headquarters,  National  Aeronautics 
and  Space  Administration 
Attn:  Code  HC 
Washington,  DC  20546 

15-606  DCAA  Control  Log 

Use  the  DCAA  Control  Log  (Figure  1 5- 
6-2)  to  advise  DoD  components  and 
NASA  Headquarters,  on  a  semiannual 
basis,  of  issued  reportable  contract  audit 
reports.  See  1 5-6 J2  for  offices  designated 
to  receive  control  logs.  The  following 
procedures  apply: 

a.  Maintain  a  separate  control  log,  as 
necessary,  for  each  office  designated  to 
receive  semiannual  notifications.  The 
FAO  administrative  staff  should  enter 
the  data  on  the  control  logs,  using  the 
summary  sheets  (see  1 5-605)  as  the  input 
source.  Where  a  question  exists  as  to 
which  DoD  component  office  should  be 
identified  for  a  particular  audit  report, 
request  advice  from  the  cognizant  con¬ 
tracting  officer.  Cognizant  DoD  compo¬ 
nents  are  those  components  having  nego¬ 
tiation  or  resolution  responsibility.  Thus, 
if  a  contract  administration  component 
requests  and  receives  a  reportable  audit 
report  on  behalf  of  a  procurement  com¬ 
ponent,  consider  the  procurement  com¬ 
ponent  the  cognizant  DoD  component. 

b.  Except  for  NASA  Headquarters,  do 
not  maintain  control  logs  on  reports 
issued  to  nonDoD  agencies. 

c.  Within  three  calendar  days  after  the 
semiannual  periods  ending  28/29  Febru¬ 
ary  and  3 1  August,-  each  FAO  will  tran¬ 
smit  a  copy  of  the  control  logs  covering 
the  completed  semiannual  period  to  the 
regional  office. 


DCAA  Contract  Audit  Manual 


January  1995  1553 

1I15-606d. 

d.  Regions  will  sort  the  FAO  input  by  appropriate  component  offices  by  2 1 
individual  component  office  and  tran-  March  and  21  September, 
smit  the  batched  control  logs  to  the 
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Figure  15-6-1 


Defense  Contract  Audit  Agency 
Contract  Audit  Followup 
Summary  Sheet 


Contractor; 


Contract  Number  (if  applicable)- _ 

Audit  Report  Number: _  Date; 


Subject  to  Reporting  Because  (Check  one) 

1.  Report  contains  recommendations  covering; 

_  Estimating  System  _ Defective  Pricing 

_ Accounting  System  _ Cost  Accounting  Standards 

2.  Report  has  findings,  recommendations,  and  costs  questioned  or  qualified  of  $100,000  or  more  and  covers: 

_  Incurred  costs  _ Hardship  Claims 

_ Settlement  of  Indirect  Cost  Rates  _  Escalation  Claims 

_ Final  Pricing  Submission  _  Internal  Controls 

_ Termination  Settlement  Proposal  _ Operations  Audit 

_  Equitable  Adjustment  Claims 

3.  Report  has  unsettled  auditor-determined  Final  indirect  cost  rates _ 


Amounts  involved  (if  applicable)  for  item(s)  checked  in  1, 2,  or  3  above; 

Costs  questioned:  $ _  ’  Dollars  audited  $ _ 

Cost  avoidances’  $ _  Costunsupported/qualiricd.  $ _  I 

I 

Contracting  Officer,  Address,  and  DFARIi  Appendix  G  Code  (if  readily  available  or  provided  in  the  audit  request) 
having  negotiation/resolution  responsibility; 


Cognirant  DoD  Component: 
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Contracting  Officer* 
Activity  Address/ 
DEARS  App.  G  Code 

Contractor 

Cost  Questioned/ 

U  nsupported/Qualifled/ 
Avoidance 

Type  of  Audit 

1 

1 

Audit  Report 
Number 

1 

1 

Report 

Date 
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15-6S1  Supplement  —  Army  and  Navy  Office  Summary  Sheet 
Copy  Distribution  List 


Note:  Summary  Sheets  are  to  be  batched 
and  sent  to  the  appropriate  procurement 
or  administrative  centers. 

ARMY 

Commander 

U.S.  Army  Corps  of  Engineers 
ATTN;  CEPR 

Washington,  DC  20314-1000 
Commander 

U.S.  Army  Forces  Command 

ATTN:  FCJ4-PR 

Ft.  McPherson,  GA  30330-6000 

Commander 

U.S.  Army  Training  and  Doctrine 

Command 

ATTN:  ATCS-A 

Fort  Monroe,  VA  23651-5000 

Commander 

U.S.  Army  Medical  Research  & 
Development  Command 
ATTN:  SGRD-ACQ 
Ft.Oetrick,  MD  21701-5012 

Commander 

U.S.  Army  Strategic  Defense 
Command 
ATTN:  DASD-H-C 
P.O.Box  1500 
Huntsville,  AL  35807-3801 

Commander 

U.S.  Army  Materiel  Command 
ATTN:  AMCAQ-PM 
5001  Eisenhower  Ave. 

Alexandria,  YA  22333-0001 

Commander 

U.S.  Army  Missile  Command 
ATTN:  AMSMI-AC-MAR 
Redstone  Arsenal,  AL  35898-5000 

Commander 

U.S.  Armv  Laboratory  Command 
ATTN;  AMSLC-PR 
2800  Powder  Mill  Rd. 

Adelphi,  MD  20783-1145 


Commander 

U.S.  Army  Communications- 
Electronics  Command 
ATTN:  AMSEL-AC-BED-EN 
Ft.  Monmouth,  NJ  07703-5000 

Commander 

U.S.  Army  Tank-Automotive 
Command 
ATTN:  AMSTA-IE 
Warren,  Ml  48397-5000 

Commander 

U.S.  Army  Aviation  and  Troop 
Command 

ATTN:  AMSAT-A-AE 
St.  Louis,  MO  63120-1798 

Commander 

U.S.  Army  Armament,  Munitions 
and  Chemical  Command 
ATTN;  AMSMC-PPR 
Rock  Island,  IL  61299-6000 

Commander 

U.S.  Army  Deoot  System  Command 
ATTN:  AMS:l.»S-PP 
Chambersburg,  PA  17201-4170 

Commander 

U.S.  Army  Test  and  Evaluation 

Command 

ATTN;  AMSTE-PR 

Aberdeen  Proving  Ground,  MD 

21005-5055 

NAVY 

Cognizant  DoD  Component 
Space  and  Naval  Warfare  Systems 
Command 
SPAWAR-02 

Washington,  DC  20363-5100 

Cognizant  DoD  Component 
Office  of  Naval  Research 
Code  600 

Washington,  DC  20375 
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Cognizant  DoD  Component 
Commandant  of  the  Marine  Corps 
Contracts  Division  (MC-LB) 
Washington,  DC  22209 

Cognizant  DoD  Component 
Strategic  Systems  Programs 
Department  of  the  Navy 
Office  of  Contracts,  Room  1002 
Washington,  DC  20376-5002 

Cognizant  DoD  Component 
Naval  Air  Systems  Command 
Headquarters  (AIR-2111) 
Washington,  DC  20361-2110 

Commanding  Officer 

Naval  Air  Pacific  Rework  Facility 

(NAVPRA) 

APO  San  Francisco  96405 

Naval  Aviation  Depot  Operations 
Center 

Naval  Air  Station 

Patuxent  River,  MD  20670-5449 

Cognizant  DoD  Component 
Naval  Supply  Systems  Command, 
Headquaiters 
Code  200 

Washington,  DC  20376-5002 

Naval  Electronic  Systems  Command 
ELEX-02 

Washington,  DC  20360 

Cognizant  Procurement  or 
Administrative  Center(s)  for 
Component  Above 
Commanding  Officer 
Naval  Supply  Center 
Code  200 

Oakland,  CA  94625 

Commanding  Officer 
Naval  Supply  Center 
Code  200 

Charleston,  SC  29411-5000 

Commanding  Officer 
Naval  Supply  Center 
Code  200 

Norfolk,  VA  23512-5000 


Commanding  Officer 

Naval  Supply  Center,  Puget  Sound 

Code  200 

Bremerton,  WA  98314-5215 

Commanding  Officer 
Naval  Supply  Center 
Box  300 
Code  200 

Pearl  Harbor,  HI  96860-5060 

Commanding  Officer 
Naval  Regional  Contracting  Center 
Washington  Navy  Yard 
Code  F 

Washington,  DC  20374-2004 

Commanding  Officer 

Naval  Regional  Contracting  Center 

Code  O 

Philadelphia,  PA  19112-5083 

Commanding  Officer 

Naval  Regional  Contracting  Center 

Code  AOB 

Long  Beach,  CA  98022-5095 

Commanding  Officer 

Naval  Regional  Contracting  Center 

Box  50 

FPO  New  York  09521 

Commanding  Officer 
Naval  Supply  Center 
Code  200 

San  Diego,  CA  92132-5106 

Commanding  Officer 

Naval  Regional  Contracting  Center 

Philadelphia  Newport  Det. 

Building  1327  Naval  Base 
Newport,  R1  02840-5000 

Commanding  Officer 
London  Det. 

US  Naval  Regional  Contracting 
Center,  Naples 
Box  45 

APO  New  York  09510 

Commanding  Officer 
US  Naval  Supply  Depot 
Box  1 1 
Code  200 
FPO  Seattle  98762 
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Commanding  Officer 

Navy  Ships  Parts  Control  Center 

Code  02 

5450  Carlisle  Pike 
P.O.  Box  2020 

Mechanicsburg,  PA  17055-0788 

Commanding  Officer 
Navy  Aviation  Supply  Center 
Code  PG 

700  Robbins  Avenue 
Philadelphia,  PA  19111-5098 

Commander 

Naval  Ail  Development  Center 
Code  845 

Warminster,  PA  18974-5000 

Commanding  Officer 
Naval  Avionics  Center 
Code  600 

Indianapolis,  IN  46218-2189 
Commander 

Portsmouth  Naval  Shipyard 
Portsmouth,  NH  03801 

Commander 

Navy  Resale  and  Service 
Support  Office 
Fort  Wadsworth 
Staien  Island,  NY  10305 

Commander 

Naval  Surface  Weapons  Center 
Code  S 

Dahlgren,  VA  22448-5110 

Commanding  Officer 
Naval  Oceanographic  Center 
Code  4411 
NSTl  Station 

Bay  St.  Louis,  MS  39529-5000 

Commander 

Naval  Weapons  Center 

Code  252 

China  Lake,  CA  93555-6001 

Commanding  Officer 

US  Naval  Supply  Depot  (Guam) 

Code  200 

FPO  San  Francisco  96630-2903 


Commander 

David  W.  Taylor  Naval  Ship 
Research 

and  Development  Center 
Code  53 

Bethesda,  MD  20084-5000 

Commanding  Officer 
Naval  Air  Station 
Code  77 

Patuxent  River,  MD  20670-5304 

Commanding  Officer 
Naval  Coast  Systems  Center 
Code  600 

Panama  City,  FL  32407 

Commanding  Officer 
Naval  Air  Station 
Code  194-200 

Jacksonville,  FL  32212-0111 
Commander 

Naval  Ocean  Systems  Center 
Code  422 

San  Diego,  CA  92152 

Commanding  Officer 
Naval  Weapons  Support  Center 
Code  1 1 6 
Crane,  IN  47522 

Commanding  Officer 
Naval  Ordnance  Station 
Louisville,  KY  40214 

Commanding  Officer 

Naval  Training  Equipment  Center 

Orlando,  FL  32813-5200 

Cognizant  DoD  Component 
Naval  Facilities  Engineering 
Command  Headquarters 
FAC-02 

Washington,  DC  20375 

Cognizant  Procurement  or 
Administrative  Center(s)  for 
Component  Above 
Commanding  Officer 
Southern  Division 
Naval  Facilities  Engineering 
Command 

Charleston,  SC  28411-0068 
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Commander 

Atlantic  Division 

Naval  Facilities  Engineering 

Command 

Norfolk,  VA  23511-5500 

Commander 

Pacific  Division 

Naval  Facilities  Engineering 

Command 

Pearl  Harbor,  HI  96860-5470 

Commanding  Officer 
Northern  Division 
Naval  Facilities  Engineering 
Command 

Philadelphia,  PA  19112-5066 

Commanding  Officer 
Western  Division 
Naval  Facilities  Engineering 
Command 

San  Bruno,  CA  94066-3070 

Commanding  Officer 
Chesapeake  Division 
Washington  Navy  Yard 
Washington,  DC  20374-0001 

Office  in  Charge  of  Construction 
Naval  Facilities  Engineering 
Command 

Contracts  TRIDENT 

Naval  Submarine  Support  Base 

Kings  Bay,  GA  31547-6600 

Cognizant  DoD  Component 
Military  Sealift  Command 
Headquarters 
Director  of  Procurement 
Code  M-10 

Washington,  DC  20016-5100 

Cognizant  Procurement  or 
Administrative  Center(s)  for 
Component  Above 
Military  Sealift  Command-Atlantic 
Military  Ocean  Terminal 
Building  42 
Cayenne,  NJ  07002 

Military  Sealift  Command-Europe 
APO  New  York  09069-0006 


Military  Sealift  Command-Pacific 
Oakland,  CA  94624 

Military  Sealift  Command-Far  East 
FPO  Seattle  98760 

Cognizant  DoD  Component 
Naval  Data  Automation  Command 
Headquarters 
NDAC-15 

Washington,  DC  20374 

Cognizant  Procurement  or 
Administrative  Center(s)  for 
Component  Above 
Naval  Automatic  Data  Processing 
Selection  Office 
Director  of  Contracts 
Washington,  DC  20374 

Naval  Regional  Data  Automation 

Center 

Code  072 

Washington,  DC  20374 

Naval  Sea  Systems  Command 

Headquarters 

SEA-028 

Washington,.  DC  20362-5101 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
574  Washington  Street 
Bath,  ME  04530-0998 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
495  Summer  Street 
Boston,  MA  02210-2181 

Officer-1  n-Charge 

Supervisor  of  Shipbuilding 

Conversion/Repair,  USN 

ATTN:  Code  400 

Flushing  and  Washington  Avenues 

Brooklyn,  NY  11251-9060 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
Naval  Base 

Charleston.  SC  29408-6230 
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Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
Groton,  CT  06340-4990 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
P.O.  Box  280158 
Mayport  Naval  Station 
Jacksonville,  FL  32228-0158 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
Long  Beach  Naval  Shipyard 
Long  Beach,  CA  90822-5093 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN':  Code  400 
New  Orleans,  LA  70142-5700 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
Newport  News,  VA  23607-2785 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
Pascagoula,  MS  39568-2210 

Officer-In-Charge 

Supervisor  of  Shipbuilding 

Conversion/Repair,  USN 

San  Diego  Detachment  Pearl  Harbor 

Box  700 

Pearl  Harbor,  HI  96860-5353 


Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
P.O.  Box  215 

Portsmouth,  VA  23705-0215 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
Box  119,  Naval  Station 
San  Diego,  CA  92136-51  19 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
San  Francisco,  CA  94124-5003 

Resident  Supervisor  of  Shipbuilding 

Conversion/Repair,  USN 

Supship  New  Orleans  Detachment, 

Savannah 

P.O.  Box  1208 

Savannah,  GA  31401-1208 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
ATTN:  Code  400 
Seattle,  WA  98115-5003 

Supervisor  of  Shipbuilding 
Conversion/Repair,  USN 
AITN:  Code  400 
55  South  Third  Avenue 
Sturgeon  Bay,  W1  54235-2239 
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15-6S2  Supplement  —  DCAA  Control  Log 
Distribution  List 


AIR  FORCE 

1.  A  copy  of  all  control  logs  applicable 
to  all  Air  Force  components  should  be 
sent  to: 

Headquarters,  SAF/AQC 
Pentagon,  Room  4C314 
Washington,  DC  20330-1000 

2.  A  separate  control  log  should  be 
prepared  for  both  Headquarters, 
SAF/AQCF  and  Air  Force  Materiel  Com¬ 
mand  and  sent  to  the  addresses  listed 
below  in  BOLD  PRINT.  Each  log  should 
identify  only  reportable  audits  previously 
sent  tc  •’''tivities  listed  directly  below  the 
respective  BOLD  PRINT  address. 

3.  Any  activity  not  listed  below  which 
receives  a  reportable  audit  report  with  a 
summary  sheet  attached,  should  be  pro¬ 
vided  control  logs  listing  all  audits  pro¬ 
vided  to  that  activity  within  the  six 
month  period. 

Headquarters,  SAF/AQCF 
Pentagon 

Washington,  DC  20330 

Director  of  Contracting 
Pacific  Air  Forces 
PAPAF/i  nr 

Hickam  AFB,  HI  96853-5001 

Directorate  of  Contracting 
HQ  USAFA/LGC 
P.O.  Box  189 

USAF  Academy,  CO  80840-0189 

Air  Force  Communications  Com¬ 
mand 

HQ  AFCC/PK 
203  West  Losey  St. 

Room  1020 

Scott  AFB,  IL  62225-5219 

Air  Training  Command 
HQ  ATC/LGC 

550  D  St.  East  STE  03  Bldg  399 
Randolph  AFB,  TX  78150-4429 


Director  of  Contracts 
Air  Mobility  Command 
HQ  AMC/LGC 
402  Scott  Dr.,  Room  132 
Scott  AFB,  IL  62235-5363 

Air  Force  Intelligence  Command 

HQ  AFIC/LECC 

306  Wakkanai,  Suite  1 

San  Antonio,  TX  78243-7139 

Director  of  Contracts 
Air  Force  Reserve 
HQ  AFRES/LGC 
155  2nd  St. 

Robins  AFB,  GA  31098-1635 

Director  of  Contracting 
Air  Combat  Command 
HQ  ACC/LGC 
130  Douglas  St.,  Suite  210 
Langley  AFB,  VA  23665-2791 

Director  of  Contracting 
United  States  Air  Forces 
in  Europe 
USAFE/LGC 

APO  New  York  09012-5001 

Director  of  Contracts 
21st  Contract  Squadron/LGC 
700  Suffolk  St. 

Peterson  AFB,  CO  80914-1200 

Air  Force  Materiel  Command 
HQ  AFMC/PKF 

Wright-Patterson  AFB,  OH  45433 
AGMC/PK 

813  Irving-Wick  Drive  W 
Newark  AFB.  OH  43057-0027 

Director  of  Contracts 

Air  Force  Office  of  Scientific 

Research/PK, 

Bldg  410 
Boiling  AFB 

Washington,  DC  20332-6448 
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Director  of  Contracting 
Rome  Lab/PKP 
26  Electronics  Parkway 
Griffiss  AFB,  NY  13441-4514 

Director  of  Contracting 
5  South  Wolfe  Ave 
Edwards  AFB,  CA  93524-1185 

Contracting  Directorate 

Arnold  Engineering  Development 

Center/PK 

100  Kwidel  Dr.,  Suite  A335 
Arnold  AFB,  TN  37389-1335 

ARMY 

1 .  A  copy  of  all  control  logs  applicable 
to  all  Army  components  should  be  sent 
to; 

Deputy  Assistant  Secretary  of  the 
Army  (Acquisition) 

Office  of  the  Assistant  Secretary  of 
the  Army  (Research,  Development 
and  Acquisition) 

Department  of  the  Army 
Pentagon 

Washington,  DC  20310 

2.  In  addition,  applicable  control  logs 
should  be  sent  to  the  following  cognizant 
Army  components.  Any  activity  not  list¬ 
ed  below  which  receives  a  reportable 
audit  report  with  a  summary  sheet  at¬ 
tached,  should  be  provided  control  logs 
listing  all  audits  provided  to  that  activity 
within  the  six  month  period. 

Commander 

U.S.  Army  Corps  of  Engineers 
ATTN:  CEPR 

Washington,  DC  20314-1000 
Commander 

U.S.  Army  Forces  Command 

ATTN:  FCJ4-PR 

Fort  McPherson,.  GA  30330-6000 

Commander 

U.S.  Army  Training  and  Doctrine 
Command' 

ATTN’  ATCS-A 

Fort  Monroe,  VA  23651-5000 


Commander 

U.S.  Army  Medical  Research  &  De¬ 
velopment  Command 
ATTN:  SGRD-ACQ 
Fort  Detrick,  MD  21701-5012 

Commander 

U.S.  Army  Strategic  Defense  Com¬ 
mand 

ATTN;  DASD-H-C 
PO  Box  1500 
Huntsville,  AL  35807-3801 

Commander 

U.S.  Army  Material  Command 
ATTN:  AMCAQ-PM 
5001  Eisenhower  Ave. 

Alexandria,  VA  22333-001 

Commander 

U.S.  Army  Missile  Command 
ATTN:  AMSMl-AC-MAR 
Redstone  Arsenal,  AL  35898-5000 

Commander 

U.S.  Army  Laboratory  Command 
ATTN:  AMSLC-PR 
2800  Powder  Mill  Rd. 

Adelphi,  MD  20783-1  145 

Commander 

U.S.  .Army  Communications-Elec- 
tronics  Command 
ATTN:  AMSEL-AC-BED-EN 
Fort  Monmouth,  NJ  07703-5000 

Commander 

U.S.  Army  Tank-Automotive 
Command 
ATTN:  AMSTA-IE 
Warren,  Ml  48090-5000 

Commander 

U.S.  Army  Aviation  and  Troop 
Command 

ATTN:  AMSAT-A-AE 
St.  Louis,  MO  63120-1798 

Commander 

U.S.  Army  Armament,  Munitions, 
and  Chemical  Command 
ATTN:  AMSMC-PPR 
Rock  Island,  IL  61299-6000 
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Commander 

U.S  Army  Depot  System  Command 
ATTN:  AMSDS-PP 
Chambersburg,  PA  17201-4170 

Commander 

U.o.  Army  Test  and  Evaluation 

Command 

ATTN:  AMSTE-PR 

Aberdeen  Proving  Ground,  MD 

21005-5055 

NAVY 

1 .  A  copy  of  all  control  logs  applicable 
to  all  Navy  components  should  be  sent 
to: 

Office  of  the  Assistant  Secretary  of 
the  Navy 

(Research,  Development  and  Acqui¬ 
sition) 

Navy  Acquisition  Executive 
APIA-PP  Room  536 
22 1 1  Jefferson  Davis  Highway 
Arlington,  VA  22244-5106 

2.  !n  addition,  applicable  control  logs 
should  be  sent  to  the  following  cognizant 
Navy  components: 

Commander 

Naval  Air  Systems  Command 
code  air-2 1 1 1 

1421  Jefferson  Davis  Highway 
Arlington  VA  22243-21  10 

Naval  Supply  Systems  Command 
SUP-022 

1931  Jefferson  Davis  Highway 
Arlington  VA  22241-5360 

Commander 

Space  and  Naval  Warfare 
Systems  Command 
SPAWAR-02 
2451  Crystal  Drive 
Arlington  VA  22245-5200 

Naval  Facilities  Engineering  Command 
Code  11 

200  Stovall  Street 
Alexandria  VA  22332 


Commandt  r 

Naval  Sea  Systems  Command 
SEA-028 

2531  Jefferson  Davis  Highway 
Arlington  VA  22242-5160 

Office  of  Naval  Research 
800  North  Quincy  Street 
Code  14 

Arlington,  VA  22217-0002 

Commandant  of  the  Marine  Corps 
Contracts  Division  (MC-LB) 
Washington,  DC  22209 

Military  Sealift  Command 
Division  of  Procurement  (Code  M-10) 
Washington,  DC  20398-5540 

Naval  Data  Automation  Command 
NDAC-15 

Washington,  DC  20374 

Stategic  Systems  Programs 
Department  Of  The  Navy 
ATTN  CODE  SPN 
1931  Jefferson  Davis  Highway 
Arlington  VA  22241-5362 

DEFENSE  LOGISTICS  AGENCY 

1.  A  copy  of  all  control  logs  for  contract 
audit  follow-up  reports  applicable  to 
DLA  management  offices  should  be  sent 
to  the  cognizant  office  listed  below: 

Director,  Contract  Management 
DCMD  Southern 
805  Walker  Street 
Marietta,  GA  30060-2789 

Director,  Contract  Management 
DCMD  Northeast 
495  Summer  Street 
Boston,  MA  02210-2184 

Director,  Contract  Management 
DCMD  North  Central 
PO  Box  66926 
10601  West  Higgins 
O’Hare  International  Airpoit 
Chicago,  IL  60666-0926 
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Director,  Contract  Management 
DCMD  West 
222  N.  Sepulveda 
El  Segundo,  CA  90045-4320 

Director,  Contract  Management 
DCMD  Mid-Atlantic 
2800  South  20th  Street 
Philadelphia,  PA  19101-7478 

Director,  Contract  Management 
DCMC  International 
2000  Hamilton  Street 
Dayton,  OH45444-5410 

2.  A  copy  of  all  control  logs  for  contract 
audit  follow-up  reports  applicable  to 
DLA  Supply  Centers  and  other  contract¬ 
ing  offices  (not  DCMAOs  or  DPROs) 
should  be  sent  to: 

a.  HQ  Defense  Logistics  Agency 
ATTN:  DLA-PPR 
Cameron  Station 
Alexandria,  VA  22304-6100 

b.  Distribution  addresses  for  DLA  Sup¬ 
ply  Centers: 

Chief,  Cost  &  Price  Analysis  Branch 
Defense  Construction  Supply  Center 
ATTN:  DCSC-PPC 
PO  Box  3990 

Columbus,  CH  43216-5000 

Chief,  Cost  &  Price  Analysis  Branch 
Defense  Electronics  Supply  Center 
ATTN:  DESC-PAP 
1507  Wilmington  Pike 
Davton,  OH45444-5000 

Chie,  Cost  &  Price  Analysis  Divi¬ 
sion 

Defense  Fuel  Supply  Center 
ATTN:  DFSC-PA 
Cameron  Station 
Alexandria,  VA  22304-6160 

Chief,  Cost  &  Price  Analysis  Branch 
Defense  General  Supply  Center 
ATTN:  DGSC-PAP 
Richmond,  VA  23297-5000 

Chief,  Cost  &  Price  Analysis  Branch 
Defense  Industrial  Supply  Center 
ATTN:  DISC-PTP 
700  Robins  Avenue 


Philadelphia,  PA  19111-5096 

Chief,  Cost  &  Price  Analysis  Branch 
Defense  Personnel  Supply  Center 
ATTN:  DPSC-PMC 
2800  South  20th  Street 
Philadelphia,  PA  19101-8419 

DEFENSE  INFORMATION  SYSTEMS 

agency - 

Defense  Information  Systems  Agency 
Chief,  Contract  Management  Division, 
Code  PM 

701  South  Courthouse  Road 
Arlington,  VA  22204-1845 

DEFENSE  MAPPING  AGENCY 

Defense  Mapping  Agency 
8613  Lee  Highway 
ATTN:  AQ  (A-3) 

Fairfax,  VA  22031-2139 

DEFENSE  NUCLEAR  AGENCY 

Defense  Nuclear  Agency 
Attn:  Director,  Acquisition  Manage¬ 
ment 

6801  Telegraph  Road 
Alexandria,  VA  22310-3398 

NATIONAL  SECURH  Y  AGENCY 

Maryland  Procurement  Agency 

9800  Savage  Road 

Fort  Meade,  MD  20755-6000 

DEFENSE  SUPPLY  SERVICES  - 

WASHINGTON 

Defense  Supply  Services,  Washington 
Room  1D245,  Pentagon 
Washington,  DC  20310-5200 

NASA  HEADQUARTERS 
Headquarters,  National  Aeronautics 
and  Space  Administration 
300  E  Street,  SW 
Attn:  Code  HP 
Washington,  DC  20546-0000 
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15-700  Section  9 

15-701  Introduction 

This  section  presents  audit  guidance 
relating  to  the  Agency’s  support  of  DoD 
components  responsible  for  establishing 
formal  cost  monitoring  programs  to  en¬ 
sure  that  contractors  are  effectively  man¬ 
aging  and  controlling  their  direct  and 
indirect  costs.  DoD  guidelines  on  the 
establishment  of  these  programs  are  in 
DFARS  Subpart  242.70,  “Monitoring 
Contractors’  Costs.” 

15-702  Formal  Monitoring  Program 
Criteria 

DFARS  242.7002-1  states  that  a  for¬ 
mal  cost  monitoring  program  should  be 
established  at  all  major  contractor  loca¬ 
tions  which  satisfy  the  criteria  below,  or 
at  any  other  contractor  location  where 
directed  by  the  head  of  the  contracting 
activity.  The  criteria  are; 

a.  The  contractor’s  next  fiscal  year 
sales  to  the  government  are  expected  to 
exceed  $100  million  on  other  than  firm 
fixed-price  and  fixed-price  with  escala¬ 
tion  contracts;. 

b.  The  contract  administration  office 
determines  the  cost  benefits  to  be  derived 
from  monitoring  a  contractor  with  less 
than  $100  million  in  other  than  firm 
fixed-price  and  fixed-price  with  escala¬ 
tion  contracts  would  be  warranted;  or 

c.  The  government’s  share  of  indirect 
costs  for  these  sales  is  at  least  50  percent 
of  the  total  indirect  costs. 

15-703  Responsibilities 

Primary  responsibility  for  controlling 
and  managing  DoD  contract  costs  rests 
with  contractor  management  (DFARS 
242.7001).  DoD  representatives  monitor 
cost  management  to  ensure  that  contrac¬ 
tors  are  fulfilling  their  commitments. 

15-703.1  Cost  Monitoring  Specialist 

For  those  contractor  locations  falling 
under  the  requirements  of  DFARS 
242.7002-1,  the  cost  monitoring  special¬ 
ist  (CMS)  is  the  designated  individual  in 
the  contract  administration  office  (CAO) 


Cost  Monitoring 

responsible  for  conducting  the  cost  moni¬ 
toring  program.  The  CMS  may  be  the 
ACO  or  another  CAO  staff  member. 
Specific  CMS  responsibilities  are  listed  in 
DFARS  242.7002-2.  They  include: 

a.  Planning.  A  formal  monitoring  pro¬ 
gram  focuses  on  the  contractor’s  policies, 
procedures  and  practices,  and  is  intended 
to  prevent  duplication  in  the  monitoring 
of  contractor  costs.  The  CMS  is  responsi¬ 
ble  for  preparation  of  a  mutually  accept¬ 
able  consolida*“d  plan  and  schedule  for 
monitoring  the  contractor’s  operations, 
based  on  the  long-range  plans  prepared 
by  the  various  team  specialists,  including 
the  contract  auditor.  Prior  to  the  begin¬ 
ning  of  each  government  fiscal  year  the 
CMS  is  to  coordinate  with  CAO  and 
DCAA  representatives  to  select  areas  for 
review  during  that  period.  Examples  of 
the  data  used  in  the  selection  process  are 
identified  in  DFARS  242.7003-2. 

b.  Coordination.  The  CMS  is  responsi¬ 
ble  for  the  various  aspects  of  coordina¬ 
tion  associated  with  the  program  includ¬ 
ing  the  execution  of  cost  monitoring 
efforts;  informing  contracting  officers, 
auditors  and  other  officials  of  matters 
affecting  costs  on  government  contracts; 
and  ensuring  access  to  all  pertinent  con¬ 
tractor  policies,  procedures,  and  related 
data. 

c.  Monitoring.  The  CMS  is  responsible 
for  continuously  monitoring  the  status  of 
the  outstanding  program  review  recom¬ 
mendations  and  for  advising  the  ACO  of 
any  necessary  corrective  action. 

15-703.2  DCAA 

a.  Plan  execution.  A  cost  monitoring 
program  does  not  change  or  add  to 
DCAA’s  basic  responsibilities  with  re¬ 
gard  to  providing  auditing  services  and 
accounting  and  financial  advice  to  other 
DoD  components.  As  stated  in  DFARS 
242.7002-3(a),  the  auditor  has  primary 
access  to  the  contractor’s  financial  and 
accounting  records  supporting  proposed 
costs  or  pricing  data,  and  the  CAO  is 
required  to  utilize  DCAA’s  services  and 
audit  expertise  (see  1-403).  The  plan 
described  in  15-703. la  generally  identi¬ 
fies  the  organization(s)  responsible  for 
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performing  planned  reviews.  DCAA  will 
conduct  reviews  and  sign  reports  where 
no  technical  support  is  required.  Reviews 
requiring  both  CAO  and  DCAA  expertise 
will  be  conducted  jointly,  with  resulting 
reports  signed  by  the  heads  of  the  respec¬ 
tive  local  organizations.  Exit  conference 
and  report  processing  details  are  in 
DEARS  242.7004(b)  and  (c).  When  pre¬ 
paring  reports,  the  auditor  should  follow 
the  general  reporting  guidance  in  10-100 
and  10-200,  and  the  report  format  in  10- 
400. 

b.  Followup.  Although  DEARS 
242.7002-2  assigns  primary  responsibili- 
■  ty  for  the  monitoring  of  outstanding 
reported  issues  and  i',rommendations  to 
the  CMS,  the  FAO  should  continue  to 


•.rack  the  status  and  resolution  of  those 
issues  and  recommendations  which  affect 
the  Agency’s  areas  of  responsibility.  The 
FAO  should  also  keep  the  CMS/ACO 
appropriately  informed  on  any  subse¬ 
quent  audit  activity  or  followup  actions 
which  affect  the  outstanding  issues  and 
recommendations. 

15-704  Resolution 

The  ACO  is  responsible  for  resolving 
CAO/DCAA  differences,  and  for  effect¬ 
ing  final  settlement  on  issues  disputed  by 
the  contractor.  Guidance  on  major  issues 
in  dispute  and  DCAA  resolution  respon¬ 
sibilities  is  in  1-403.3  and  15-603.1 
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A-000  CONTRACT  COST  PRINCIPLES  AND  PROCEDURES 


A-OOl  Scope  of  Appendix 

This  appendix  presents  transcripts  of 
I  the  Federal  Acquisition  Regulation 
(FAR)  Part  31,  and  Part  231  of  the  DoD 
FAR  Supplement  (DFARS).  Also  pre¬ 
sented  is  a  cross  index  of  FAR  to  DFARS 
and  to  the  cost  principles  included  in  the 
Defense  Acquisition  Regulation  (DAR). 
Effective  1  April  1 9<14,  the  FAR,  together 
with  agency  supplemental  regulations, 
replaced  the  DAR  and  the  NASA  Pro¬ 


curement  Regulation.  The  presentation  I 
of  FAR  Part  31  is  composed  of  the  initial 
1984  edition  of  the  part  together  with 
changes  which  have  since  been  published. 
The  presentation  of  Part  231  of  the  DoD 
FAR  Supplement  is  composed  of  the 
April  1984  part  and  changes  since  that 
date.  The  FAR  is  effective  for  new  solici¬ 
tations  on  or  after  April  1,  1984.  DCAA 
field  office  libraries  include  complete 
copies  of  the  FAR,  DFARS,  DAR,  and 
the  Cross  Index  of  DAR  to  FAR. 


A-IOO  CROSS  INDEX  -  FAR,  DAR,  DFARS  CONTRACT  COST 
PRINCIPLES  AND  PROCEDURES 

A-IOI  Scope  of  Section  number  and  title  for  the  FAR,  DoD  FAR 

Supplement,  and  DAR. 

This  cross  index  identifies  correspond¬ 
ing  segments  of  the  cost  principles  by 


FAR 

DFARS 

DAR 

COVERAGE 

31.000 

15-000 

15-101 

Scope  of  section 

Scope  of  part 

31.001 

15-108 

Definitions 

31.100 

31.101 

231.101 

Scope  of  subpart 

Objectives 

31.102 

15-106 

Fixed-price  contracts 

31.103 

231.103 

15-102 

Contracts  with  commercial 

31.104  & 

15-103  & 

organizations 

Contracts  with  educational 

Subpt  31.3 

15-3xx,8xx 

institutions 

31.105 

231.105 

15-104  & 

Construction  and  architect- 

31.106 

15-4XX 

15-105  & 

engineer  contracts 

Facilities  contracts 

31.107  & 

15-5xx 

15-108  & 

Contracts  with  state,  local, 

Subpt  31.6 

15-7xx 

and  federally  recognized  In¬ 

31.108  & 

0MB  Circ.  A- 122 

dian  tribal  governments 
Contracts  with  nonprofit 

Subpt  31.7 
31.109 

15-107 

organizations 

Advance  agreements 

31.201 

231.201 

General 

31.201-1 

15-201.1 

Composition  of  total  cost 

31.201-2 

15-201.2 

Determining  allowability 

31.201-3 

15-201.3 

Determining  reasonableness 

31.201-4 

15-201.4 

Determining  allocability 

31.201-5 

15-201.5 

Credits 
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COVERAGE 

31.201-6 

15-201.6 

Accounting  for  unallowable 

31.201-7 

31.202 

15-202 

costs 

Construction  and  architect- 
engineer  contracts 

Direct  costs 

31. ,203 

15-203 

Indirect  costs 

31.204 

15-204 

Application  of  pr'-’ciples 

31.205 

1.5-205 

and  procedures 

Selected  costs 

31.205-1 

15-205.1 

Public  relations  and  adver¬ 

31.205-2 

239.7300 

15-205.48 

tising  costs 

Automatic  data  processing 

31.205-3 

15-205.2 

equipment  leasing  costs 

Bad  debts 

31.205-4 

15-205.4 

Bonding  costs 

31.205-5 

15-205.5 

Civil  defense  costs 

31.205-6 

15-205.6 

Compensation  for  personal 

31.205-7 

15-205.7 

services 

Contingencies 

31.205-8 

15-205.8 

Contributions  and  donations 

31.205-9 

15-205.14 

(Reserved) 

31.205-10 

231.205-10 

15-205.50 

Cost  of  Money 

31.205-11 

15-205.9 

Depreciation 

31.205-12 

15-205.47 

Economic  planning  costs 

31.205-13 

15-205.10 

Employee  morale,  health, 

31.205-14 

15-205.11 

welfare,  food  service,  and 
dormitoiy  costs  and  c'“dits 
Entertainment  costs 

31.205-15 

15-205.13 

Fines  and  penalties 

31.205-16 

15-205.32 

Gains  and  losses  on  dispo¬ 

31.205-17 

15-205.12 

sition  of  depreciable  proper¬ 
ty  or  other  capital  assets 

Idle  facilities  and  idle  ca¬ 

31.205-18 

231.205-18 

15-205.3  &  15-205.35 

pacity  costs 

Independent  research  and 

31.205-19 

15-205.16 

development  and  bid  and 
proposal  costs 

Insurance  and  indemnifica¬ 

31.205-20 

1.5-205.17 

tion 

Interest  and  other  financial 

31.205-21 

15-205.18 

costs 

Labor  relations  costs 

31.205-22 

15-205.51 

Legislative  lobbying  costs 

31.205-23 

15-205.19 

Losses  on  other  contracts 

31.205-24 

15-205.20 

Maintenance  and  repair 

31.205-25 

i:-205.21 

costs 

Manufacturing  and  produc¬ 

31.205-26 

15-205.22 

tion  engineering  costs 
Material  costs 

31.20.5-27 

15-205.23 

Oiganization  costs 

31.205-28 

15-205.24 

Other  business  expenses 

31.205-29 

15-205.28 

Plant  protection  costs 

31.205-30 

15-205.26 

Patent  costs 

31.205-31 

15-205.29 

Plant  reconversion  costs 
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A-101 

FAR 

DFARS 

DAR 

COVERAGE 

31.205-32 

15-205.30 

Precontract  costs 

31.205-33 

15-205.31 

Professional  and  consultant 
service  costs 

31.205-34 

15-205.33 

Recruitment  costs 

31.205-35 

15-205.25 

Relocation  costs 

31.205-36 

15-205.34 

Rental  costs 

31.205-37 

15-205.36 

Royalties  and  other  costs 
for  use  of  patents 

31.205-38 

31.205-38 

15-205.37 

Selling  costs 

31.205-39 

15-205.38 

Service  and  warranty  costs 

31.205-40 

15-205.40 

Special  tooling  and  special 
test  equipment  costs 

31.205-41 

15-205.41 

Taxes 

31.2-3:^42 

15-205.42 

Termination  costs 

31.205^  .3 

15-205.43 

Trade,  business,  technical, 
and  professional  activity 
costs 

31.205-44 

15-205.44 

Training  and  education 
costs 

31.205-45 

15-205.45 

Transportation  costs 

31.205-46 

15-205.46 

Travel  costs 

31.205-47 

15-205.52 

Defense  of  fraud  proceed¬ 
ings 

31.205-48 

15-205.49 

Deferred  research  and  de¬ 
velopment  costs 

31.205- 49 

31.205- 50 

31.205- 51 

31.205- 52 

15-205.53 

Goodwill 

Executive  lobbying  costs 

Cost  of  alcoholic  beverages 
Asset  Valuations  resulting 
from  business  combinations 

42.801 

231.7001 

15-206 

Notice  of  intent  to  disallow 
costs 

Penalties  for  Unallowable 
Costs 
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A-200  DEFENSE  ACQUISITION  REGULATION  —  SECTION  XV 
CONTRACT  COST  PRINCIPLES  AND  PROCEDURES 

I  Since  DAR  Section  XV  was  superceded  beginning  1  April  1984,  it  is  no  longer 
I  printed  in  CAM;  however,  it  is  available  in  the  FAO  library. 
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A-300  FEDERAL  ACQUISITION  REGULATION  —  PART  31  — 
CONTRACT  COST  PRINCIPLES  AND  PROCEDURES 

A-301  Scope  of  Section.  FAR  Part  31  updated  through  Federal 

Acquisition  Circular  (FAC)  Number  90- 
The  Federal  Acquisition  Regulation  20. 

Part  31,  Contract  Cost  Principles  and  A  chronological  history  of  changes  has 
Procedures,  is  transcribed  on  attached  been  listed  by  FAC  number  and  date 
pages  A-57  to  A-119.  The  transcript  af^gj.  each  affected  cost  principle, 
reproduces  the  initial  1984  edition  of 
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—  CONTRACT  COST  PRINCIPLES  AND  PROCEDURES 


PART  31 

31.000  Scope  of  part. 

This  part  contains  cost  principles  and 
procedures  for  (a)  the  pricing  of  con¬ 
tracts,  subcontracts,  and  modifications  to 
contracts  and  subcontracts  whenever  cost 
analysis  is  performed  (see  15.805-3)  and 

(b)  the  determination,  negotiation,  or 
allowance  of  costs  when  required  by  a 
contract  clause. 

31.001  Definitions. 

“Accrued  benefit  cost  method”  means 
an  actuarial  cost  method  under  which 
units  of  benefit  are  assigned  to  each  cost 
accounting  period  and  are  valued  as  they 
accrue;  i.e.,  based  on  the  services  per¬ 
formed  by  each  employee  in  the  period 
involved.  The  measure  of  normal  cost 
under  this  method  for  each  cost  account¬ 
ing  period  is  the  present  value  of  the 
units  of  benefit  deemed  to  be  credited  to 
employees  for  service  in  that  period.  The 
measure  of  the  actuarial  liability  at  a 
plan’s  inception  date  is  the  present  value 
of  the  units  of  benefit  credited  to  employ¬ 
ees  for  service  prior  to  that  date.  (This 
method  is  also  known  as  the  unit  credit 
cost  method.) 

“Accumulating  costs”  means  collecting 
cost  data  in  an  organized  manner,  such  as 
through  a  system  of  accounts. 

“Actual  cash  value”  means  the  cost  of 
replacing  damaged  property  with  other 
property  of  like  kind  and  quality  in  the 
physical  condition  of  the  property  imme¬ 
diately  before  the  damage. 

“Actual  costs,”  as  used  in  this  part 
(other  than  Subpart  31.6),  means 
amounts  determined  on  the  basis  of  costs 
incurred,  as  distinguished  from  forecast¬ 
ed  costs.  Actual  costs  include  standard 
costs  properly  adjusted  for  applicable 
variances. 

“Actuarial  assumption”  means  a  pre¬ 
diction  of  future  conditions  affecting 
pension  costs;  e.g.,  mortality  rate,  em¬ 
ployee  turnover,  compensation  levels, 
pension  fund  earnings,  and  changes  in 
values  of  pension  funds  assets. 

“Actuarial  cost  method”  means  a  tech¬ 
nique  which  uses  actuarial  assumptions 


to  measure  the  present  value  of  future 
pension  benefits  and  pension  fund  ad¬ 
ministrative  expenses,  and  which  assigns 
the  cost  of  such  benefits  and  expenses  to 
cost  accounting  periods. 

“Actuarial  gain  and  loss”  means  the 
effect  on  pension  cost  resulting  from 
differences  between  actuarial  assump¬ 
tions  and  actual  experience. 

“Actuarial  liability”  means  pension 
cost  attributable,  under  the  actuarial  cost 
method  in  use,  to  years  before  the  date  of 
a  particular  actuarial  valuation.  As  of 
such  date,  the  actuarial  liability  repre¬ 
sents  the  excess  of  the  present  value  of 
the  future  benefits  and  administrative 
expenses  over  the  present  value  of  future 
contributions,  for  the  normal  cost  for  all 
plan  participants  and  beneficiaries.  The 
excess  of  the  actuarial  liability  over  the 
value  of  the  assets  of  a  pension  plan  is  the 
unfunded  actuarial  liability. 

“Actuarial  valuation”  means  the  deter¬ 
mination,  as  of  a  specified  date,  of  the 
normal  cost,  actuarial  liability,  value  of 
the  assets  of  a  pension  fund,  and  other 
relevant  values  for  the  pension  plan. 

“Allocate”  means  to  assign  an  item  of 
cost,  or  a  group  of  items  of  cost,  to  one  or 
more  cost  objectives.  This  term  includes 
both  direct  assignment  of  cost  and  the 
reassignment  of  a  share  from  an  indirect 
cost  pool. 

“Automatic  data  processing  equipment 
(ADPE),”  as  used  in  this  part  means: 

(a)  Digital  and  analog  computer  com¬ 
ponents  and  systems,  irrespective  of  type 
of  use,  size,  capacity,  or  price; 

(b)  All  peripheral,  auxiliary,  and  acces¬ 
sorial  equipment  used  in  support  of  digi¬ 
tal  and/or  analog  computers,  either  cable 
connected,  or  “self  standing,”  and  wheth¬ 
er  selected  or  acquired  with  the  comput¬ 
ers  or  separately; 

(c)  Punched  card  machines  (PCM)  and 
systems  used  in  conjunction  with  or 
independently  of  digital  or  analog  com¬ 
puters;  and 

(d)  Digital  and  analog  terminal  and 
conversion  equipment  that  is  acquired 
solely  or  primarily  for  use  with  a  system 
which  employs  a  computer  or  punched 
card  machines. 
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“Business  unit”  means  any  segment  of 
an  organization,  or  an  entire  business 
organization  which  is  not  divided  into 
segments. 

“Compensated  personal  absence” 
means  any  absence  from  work  for  reasons 
such  as  illness,  vacation,  holidays,  jury 
duty,  military  training,  or  personal  activi¬ 
ties  for  which  an  employer  pays  compen¬ 
sation  directly  to  an  employee  in  accor¬ 
dance  with  a  plan  or  custom  of  the 
employer. 

“Cost  input”  means  the  cost,  except 
general  and  administrative  (G&A)  ex¬ 
penses,  which  for  contract  costing  pur¬ 
poses  is  allocable  to  the  production  of 
goods  and  services  during  a  cost  account¬ 
ing  period. 

“Cost  objective,”  as  used  in  this  part 
(other  than  Ssubpart  31.6),  means  a  func¬ 
tion,  organizational  subdivision,  con¬ 
tract,  or  other  work  unit  for  which  cost 
data  are  desired  and  for  which  provision 
is  made  to  accumulate  and  measure  the 
cost  of  processes,  products,  jobs,  capital¬ 
ized  projects,  etc. 

“Cost  of  capital  committed  to  facili¬ 
ties”  means  an  imputed  cost  determined 
by  applying  a  cost  of  money  rate  to 
facilities  capital. 

“Deferred  compensation”  means  an 
award  made  by  an  employer  to  compen¬ 
sate  an  employee  in  a  future  cost  account¬ 
ing  period  or  periods  for  services  ren¬ 
dered  in  one  or  more  cost  accounting 
periods  before  the  date  of  the  receipt  of 
compensation  by  the  employee.  This  def¬ 
inition  shall  not  include  the  amount  of 
year  end  accruals  for  salaries,  wages,  or 
bonuses  that  are  to  be  paid  within  a 
reasonable  period  of  time  after  the  end  of 
a  cost  accounting  period. 

“Defined-benefit  pension  plan”  means 
a  pension  plan  in  which  the  benefits  to  be 
paid,  or  the  basis  for  determining  such 
benefits,  are  established  in  advance  and 
the  contributions  are  intended  to  provide 
the  stated  benefits. 

“Defined-contribution  pension  plan” 
means  a  pension  plan  in  which  the  contri¬ 
butions  to  be  made  are  established  in 
advance  and  the  benefits  aie  determined 
thereby. 

“Directly  associated  cost”  means  any 
cost  which  is  generated  solely  as  a  result 
of  the  incurrence  of  another  cost,  and 
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which  would  not  have  been  incurred  had 
the  other  cost  not  been  incurred. 

“Estimating  costs”  means  the  process 
of  forecasting  a  future  result  in  terms  of 
cost,  based  upon  information  available  at 
the  time. 

“Expressly  unallowable  cost”  means  a 
particular  item  or  type  of  cost  which, 
under  the  express  provisions  of  an  appli¬ 
cable  law,  regulation,  or  contract,  is  spe¬ 
cifically  named  and  stated  to  be  unallow¬ 
able. 

“Facilities  capital”  means  the  net  book 
value  of  tangible  capital  assets  and  of 
those  intangible  capital  assets  that  are 
subject  to  amortization. 

“Final  cost  objective,”  as  used  in  this 
part  (other  than  subparts  31.3  and  31.6), 
means  a  cost  objective  that  has  allocated 
to  it  both  direct  and  indirect  costs  and,  in 
the  contractor’s  accumulation  system,  is 
one  of  the  final  accumulation  points. 

“Fiscal  year,”  as  used  in  this  part, 
means  the  accounting  period  for  which 
annual  financial  statements  are  regularly 
prepared,  generally  a  period  of  12 
months,  52  weeks,  or  53  weeks. 

“Funded  pension  cost,”  as  used  in  this 
part,  means  the  portion  of  pension  costs 
for  a  current  or  prior  cost  accounting 
period  that  has  been  paid  to  a  funding 
agency. 

“General  and  administrative  (G&A) 
expense”  means  any  management,  finan¬ 
cial,  and  other  expense  which  is  incurred 
by  or  allocated  to  a  business  unit  and 
which  is  for  the  general  management  and 
administration  of  the  business  unit  as  a 
whole.  G&A  expense  does  not  include 
those  management  expenses  whose  bene¬ 
ficial  or  causal  relationship  to  cost  objec¬ 
tives  can  be  more  directly  measured  by  a 
base  other  than  a  cost  input  base  repre¬ 
senting  the  total  activity  of  a  business 
unit  during  a  cost  accounting  period. 

“Home  office”  means  an  office  respon¬ 
sible  for  directing  or  managing  two  or 
more,  but  not  necessarily  all,  segments  of 
an  organization.  It  typically  establishes 
policy  for,  and  provides  guidance  to,  the 
segments  in  their  operations.  It  usually 
performs  management,  supervisory,  or 
administrative  functions,  and  may  also 
perform  service  functions  in  support  of 
the  operations  of  the  various  segments. 
An  organization  which  has  intermediate 
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levels,  such  as  groups,  may  have  several 
home  offices  which  report  to  a  common 
home  office.  An  intermediate  organiza¬ 
tion  may  be  both  a  segment  and  a  home 
office. 

“Immediate-gain  actuarial  cost  meth¬ 
od”  means  any  of  the  several  actuarial 
cost  methods  under  which  actuarial  gains 
and  losses  are  included  as  part  of  the 
unfunded  actuarial  liability  of  the  pen¬ 
sion  plan,  rather  than  as  part  of  the 
normal  cost  of  the  plan. 

“Independent  research  and  develop¬ 
ment  (IR&D)  cost”  means  the  cost  of 
effort  which  is  neither  sponsored  by  a 
grant,  nor  required  in  performife  a  con¬ 
tract,  and  which  falls  within  any  of  the 
following  four  areas:  (a)  basic  research, 
(b)  applied  research,  (c)  development, 
and  (d)  systems  and  other  concept  formu¬ 
lation  studies. 

“Indirect  cost  pools,”  as  used  in  this 
part  (other  than  Subparts  31.3  and  31.6), 
means  groupings  of  incurred  costs  identi¬ 
fied  with  two  or  more  cost  objectives  but 
not  identified  specifically  with  any  final 
cost  objective. 

“Insurance  administration  expenses” 
means  the  contractor’s  costs  of  adminis¬ 
tering  an  insurance  program;  e.g.,  the 
costs  of  operating  an  insurance  or  risk- 
management  department,  processing 
claims,  actuarial  fees,  and  service  fees 
paid  to  insurance  companies,  trustees,  or 
technical  consultants. 

“Intangible  capital  asset”  means  an 
asset  that  has  no  physical  substance,  has 
more  than  minimal  value,  and  is  expect¬ 
ed  to  be  held  by  an  enterprise  for  contin¬ 
ued  use  or  possession  beyond  the  current 
accounting  period  for  the  benefits  it 
yields. 

“Labor  cost  at  standard”  means  a 
preestablished  measure  of  the  labor  ele¬ 
ment  of  cost,  computed  by  multiplying 
labor-rate  standard  by  labor-time  stan¬ 
dard. 

“Labor-rate  standard”  means  a  prees¬ 
tablished  measure,  expressed  in  mone¬ 
tary  terms,  of  the  price  of  labor. 

“Labor-time  standard”  means  a  prees¬ 
tablished  measure,  expressed  in  temporal 
terms,  of  the  quantity  of  labor. 

“Material  cost  at  standard”  means  a 
preestablished  measure  of  the  material 
elements  of  cost,  computed  by  multiply¬ 


ing  material-price  standard  by  material- 
quantity  standard. 

“Material-price  standard”  means  a 
preestablished  measure,  expressed  in 
monetary  terms,  of  the  price  of  material. 

“Material-quantity  standard”  means  a 
preestablished  measure,  expressed  in 
physical  terms,  of  the  quantity  of  materi¬ 
al. 

“Moving  average  cost”  means  an  in¬ 
ventory  costing  method  under  which  an 
average  unit  cost  is  computed  after  each 
acquisition  by  adding  the  cost  of  the 
newly  acquired  units  to  the  cost  of  the 
units  of  inventory  on  hand  and  dividing 
this  figure  by  the  new  total  number  of 
units. 

“Normal  cost”  means  the  annual  cost 
attributable,  under  the  actuarial  cost 
method  in  use,  to  years  subsequent  to  a 
particular  valuation  date. 

“Original  complement  of  low  cost 
equipment”  means  a  group  of  items 
acquired  for  the  initial  outfitting  of  a 
tangible  capital  asset  or  an  operational 
unit,  or  a  new  addition  to  either.  The 
items  in  the  group  individually  cost  less 
than  the  minimum  amount  established 
by  the  contractor  for  capitalization  for 
the  classes  of  assets  acquired  but  in  the 
aggregate  they  represent  a  material  in¬ 
vestment.  The  group,  as  a  complement,  is 
expected  to  be  held  for  continued  service 
beyond  the  current  period.  Initial  outfit¬ 
ting  of  the  unit  is  completed  when  the 
unit  is  ready  and  available  for  normal 
operations. 

“Pay-as-you-go  cost  method”  means  a 
method  of  recognizing  pension  cost  only 
when  benefits  are  paid  to  retired  employ 
ees  or  their  beneficiaries. 

“Pension  plan”  means  a  deferred  com¬ 
pensation  plan  established  and  main¬ 
tained  by  one  or  more  employers  to 
provide  systematicall>;  for  the  payment  of 
benefits  to  plan  participants  after  their 
retirements;  provided,  that  the  benefits 
are  paid  for  life  or  are  payable  for  life  at 
the  option  of  the  employees.  Additional 
benefits  such  as  permanent  and  total 
disability  and  death  payments,  and  survi¬ 
vorship  payments  to  beneficiaries  of  de¬ 
ceased  employees  may  be  an  integral  part 
of  a  pension  plan. 

“Pension  plan  part>:ipant”  means  any 
employee  or  former  employee  of  an  em- 
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ployer  or  any  member  or  former  member 
of  an  employee  organization,  who  is  or 
may  become  eligible  to  receive  a  benefit 
from  a  pension  plan  which  covers  em¬ 
ployees  of  such  employer  or  members  of 
such  organization  who  have  satisfied  the 
plan’s  participation  requirements,  or 
whose  beneficiaries  are  receiving  or  may 
be  eligible  to  receive  any  such  benefit.  A 
participant  whose  employment  status 
with  the  employer  has  not  been  terminat¬ 
ed  is  an  active  participant  of  the  employ¬ 
er’s  pension  plan. 

“Pricing”  means  the  process  of  estab¬ 
lishing  a  reasonable  amount  or  amounts 
to  be  paid  for  supplies  or  services. 

“Profit  center,”  as  used  in  this  part 
(other  than  Subparts  31.3  and  31.6), 
means  the  smallest  organizationally  inde¬ 
pendent  segment  of  a  company  charged 
by  management  with  profit  and  loss 
responsibilities. 

“Projected  average  loss”  means  the 
estimated  long-term  average  loss  per  peri¬ 
od  for  periods  of  comparable  exposure  to 
risk  of  loss. 

“Projected  benefit  cost  method” 
means  any  of  the  several  actuarial  cost 
methods  which  distribute  the  estimated 
total  cost  of  all  the  employees’  prospec¬ 
tive  benefits  over  a  period  of  years, 
usually  their  working  careers. 

“Proposal”  means  any  offer  or  other 
submission  used  as  a  basis  for  pricing  a 
contract,  contract  modification,  or  termi¬ 
nation  settlement  or  for  securing  pay¬ 
ments  thereunder. 

“Residual  value”  means  the  proceeds, 
less  removal  and  disposal  costs,  if  any, 
realized  upon  disposition  of  a  tangible 
capital  asset.  It  usually  is  measured  by 
the  net  proceeds  from  the  sale  or  other 
disposition  of  the  asset,  or  its  fair  value  if 
the  asset  is  traded  in  on  another  asset. 
The  estimated  residual  value  is  a  current 
forecast  of  the  residual  value. 

“Segment”  means  one  of  two  or  more 
divisons,  product  departments,  plants,  or 
other  subdivisions  of  an  organization 
reporting  directly  to  a  home  office,  usual¬ 
ly  identified  with  responsibility  for  profit 
and/or  producing  a  product  or  service. 
The  term  includes  Government-owned 
contractor-operated  (GOCO)  facilities, 
and  joint  ventures  and  subsidiaries  (do¬ 
mestic  and  foreign)  in  which  the  organi¬ 


zation  has  a  majority  ownership.  The 
term  also  includes  those  joint  ventures 
and  subsidiaries  (domestic  and  foreign) 
in  which  the  organization  has  less  than  a 
majority  of  ownership,  but  over  which  it 
exercises  control. 

“Self-insurance”  means  the  assump¬ 
tion  or  retention  of  the  risk  of  loss  by  the 
contractor,  whether  voluntarily  or  invo¬ 
luntarily.  Self-insurance  includes  the  de¬ 
ductible  portion  of  purchased  insurance. 

“Self-insurance  charge”  means  a  cost 
which  represents  the  projected  average 
loss  under  a  self-insurance  plan. 

“Service  life”  means  the  period  of 
usefulness  of  a  tangible  capital  asset  (or 
group  of  assets)  to  its  current  owner.  The 
period  may  be  expressed  in  units  of  time 
or  output.  The  estimated  service  life  of  a 
tangible  capital  asset  (or  group  of  assets) 
is  a  current  forecast  of  its  service  life  and 
is  the  period  over  which  depreciation 
cost  is  to  be  assigned. 

“Spread-gain  actuarial  cost  method” 
means  any  of  the  several  projected  bene¬ 
fit  actuarial  cost  methods  under  which 
actuarial  gains  and  losses  are  included  as 
part  of  the  current  and  future  normal 
costs  of  the  pension  plan. 

“Standard  cost”  means  any  cost  com¬ 
puted  with  the  use  of  preestablished 
measures. 

“Tangible  capital  asset”  means  an  asset 
that  has  physical  substance,  more  than 
minimal  value,  and  is  expected  to  be  held 
by  an  enterprise  for  continued  use  or 
possession  beyond  the  current  accounting 
period  for  the  services  it  yields. 

“Termination  gain  or  loss”  means  an 
actuarial  gain  or  loss  resulting  from  the 
difference  between  the  assumed  and  actu¬ 
al  rates  at  which  pension  plan  partici¬ 
pants  separate  from  employment  for  rea¬ 
sons  other  than  retirement,  disability,  or 
death. 

“Unallowable  cost”  means  any  cost 
which,  under  the  provisions  of  any  perti¬ 
nent  law,  regulation,  or  contract,  cannot 
be  included  in  prices,  cost-reimburse¬ 
ments,  or  settlements  under  a  Govern¬ 
ment  contract  to  which  it  is  allocable. 

“Unfunded  pension  plan”  as  used  in 
this  part,  means  a  defined  benefit  pen¬ 
sion  plan  for  which  no  funding  agency  is 
established  for  the  accumulation  of  con¬ 
tributions. 
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“Variance”  means  the  difference  be¬ 
tween  a  preestablished  measure  and  an 
actual  measure. 

“Weighted  average  cost”  means  an 
inventory  costing  method  under  which 


an  average  unit  cost  is  computed  periodi¬ 
cally  by  dividing  the  sum  of  the  cost  of 
beginning  inventory  plus  the  cost  of 
acquisitions  by  the  total  number  of  units 
included  in  these  two  categories. 
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SUBPART  31.1  — 

31.100  Scope  of  subpart. 

This  '^abpart  describes  the  applicability 
of  the  cost  principles  and  procedures  in 
succeeding  subparts  of  this  part  to  vari¬ 
ous  types  of  contracts  and  subcontracts. 

It  also  describes  the  need  for  advance 
agreements. 

31.101  Objectives. 

In  recognition  of  differing  organiza¬ 
tional  characteristics,  the  cost  principles 
and  procedures  in  the  succeeding  sub¬ 
parts  are  grouped  basically  by  organiza¬ 
tional  type;  e.g.,  commercial  concerns 
and  educational  institutions.  The  overall 
objective  is  to  provide  that,  to  the  extent 
practicable,  all  organizations  of  similar 
types  doing  similar  work  will  follow  the 
same  cost  principles  and  procedures.  To 
achieve  this  uniformity,  individual  devi¬ 
ations  concerning  cost  principles  require 
advance  approval  of  the  agency  head  or 
designee  in  the  case  of  civilian  agencies 
and  the  National  Aeronautics  and  Space 
Administration,  and  by  the  Director  of 
Defense  Procurement,  Office  of  the  Un¬ 
der  Secretary  of  Defense  for  Acquisition 
(USD(A)DP),  in  the  case  of  the  Depart¬ 
ment  of  Defense.  Agency  supplements 
and  class  deviations  require  advance  ap¬ 
proval  by  either  the  USD(A)DP  or  Civil¬ 
ian  Agency  Acquisition  Council,  as  ap¬ 
propriate. 

31.102  Fixed-price  contracts. 

The  applicable  subparts  of  Part  31 
shall  be  used  in  the  pricing  of  fixed-price 
contracts,  subcontracts,  and  modifica¬ 
tions  to  contracts  and  subcontracts  when¬ 
ever  (a)  cost  analysis  is  performed,  or  (b) 
a  fixed-price  contract  clause  requires  the 
determination  or  negotiation  of  costs. 
However,  application  of  cost  principles 
to  fixed-price  contracts  and  subcontracts 
shall  not  be  construed  as  a  requirement 
to  negotiate  agreements  on  individual 
elements  of  cost  in  arriving  at  agreement 
on  the  total  price.  The  final  price  accept¬ 
ed  by  the  parties  reflects  agreement  only 
on  the  total  price.  Further,  notwithstand¬ 
ing  the  mandatory  use  of  cost  principles, 
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the  objective  will  continue  to  be  to  nego¬ 
tiate  prices  that  are  fair  and  reasonable, 
cost  and  other  factors  considered. 

31.103  Contracts  with  commercial 
organizations. 

This  catego^  includes  all  contracts  and 
contract  modifications  for  supplies,  ser¬ 
vices,  or  experimental,  developmental,  or 
research  work  negotiated  with  organiza¬ 
tions  other  than  educational  institutions 
(see  31.104),  construction  and  architect- 
engineer  contracts  (see  31.1 05),  State  and 
local  governments  (see  31.107)  and  non¬ 
profit  organizations  (sec  31.108)  on  the 
basis  of  cost. 

(a)  The  cost  principles  and  procedures 
in  Subpart  31.2  and  agency  supplements 
shall  be  used  in  pricing  negotiated  sup¬ 
ply,  service,  experimental,  developmen¬ 
tal,  and  research  contracts  and  contract 
modifications  with  commercial  organiza¬ 
tions  whenever  cost  analysis  is  performed 
as  required  by  15.805-3. 

(b)  In  addition,  the  contracting  officer 
shall  incorporate  the  cost  principles  and 
procedures  in  Subpart  31.2  and  agency 
supplements  by  reference  in  contracts 
with  commercial  organizations  as  the 
basis  for — 

(1)  Determining  reimbursable  costs  un¬ 
der  (i)  cost-reimbursement  contracts  and 
cost-reimbursement  subcontracts  under 
these  contracts  performed  by  commercial 
organizations  and  (ii)  the  cost-reimburse¬ 
ment  portion  of  time-and-materials  con¬ 
tracts  except  when  material  is  priced  on  a 
basis  other  than  at  cost  (see  1 6.60 1  (b)(3)); 

(2)  Negotiating  indirect  cost  rates  (see 
Subpart  42.7); 

(3)  Proposing,  negotiating,  or  deter¬ 
mining  costs  under  terminated  contracts 
(see  49.103  and  49.113); 

(4)  Price  revision  of  fixed-price  incen¬ 
tive  contracts  (see  16.204  and  16.403); 

(5)  Price  redeterminaiion  of  price  re- 
determination  contracts  (see  16.205  and 
16.206);  and 

(6)  Pricing  changes  and  other  contract 
modifications. 
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31.104  Contracts  with  educational 
institutions. 

This  category  includes  all  contracts  and 
contract  modifications  for  research  and 
development,  training,  and  other  work 
performed  by  educational  institutions. 

(a)  The  contracting  officer  shall  incor¬ 
porate  the  cost  principles  and  procedures 
in  Subpart  3 1 .3  by  reference  in  cost-reim¬ 
bursement  contracts  with  educational  in¬ 
stitutions  as  the  basis  for — 

(1)  Determining  reimbursable  costs  un¬ 
der  the  contracts  and  cost-reimbursement 
subcontracts  thereunder  performed  by 
educational  institutions; 

(2)  Negotiating  indirect  cost  rates;  and 

(S)  Settling  costs  of  cost-reimburse- 

meui  terminated  contracts  (see  Subpart 
49.3  and  49.109-7). 

(b)  The  cost  principles  in  this  subpart 
are  to  be  used  as  a  guide  in  evaluating 
costs  in  connection  with  negotiating 
fixed-price  contracts  and  termination  set¬ 
tlements. 

31.105  Construction  and  architcct- 
eitgineer  contracts. 

(a)  This  categoiy  includes  all  contracts 
and  contract  modifications  negotiated  on 
the  basis  of  cost  with  organizations  other 
than  educational  institutions  (see 
31.104),  State  and  local  governments  (see 
31.107),  and  nonprofit  organizations  ex¬ 
cept  those  exempted  under  0MB  Circu¬ 
lar  A- 122  (see  31-108)  for  construction 
management  or  construction,  alteration 
or  repair  of  buildings,  bridges,  roads,  or 
other  kinds  of  real  property.  It  also 
includes  architect-engineer  contracts  re¬ 
lated  to  construction  projects.  It  does  not 
include  contracts  for  vessels,  aircraft,  or 
other  kinds  of  personal  property. 

(b)  Except  as  otherwise  provided  in  (d) 
below,  the  cost  principles  and  procedures 
in  Subpart  31.2  shall  be  used  in  the 
pricing  of  contracts  and  contract  modifi¬ 
cations  in  this  category  if  cost  analysis  is 
performed  as  required  by  15.805-3. 

(c)  In  addition,  the  contracting  officer 
shall  incorporate  the  cost  principles  and 
procedures  in  Subpart  31.2  (as  modified 
by  (d)  below)  by  reference  in  contracts  in 
this  category  as  the  basis  for — 


(1)  Determining  reimbursable  costs  un¬ 
der  cost-reimbursement  contracts,  in¬ 
cluding  cost-reimbursement  subcontracts 
thereunder; 

(2)  Negotiating  indirect  cost  rates; 

(3)  Proposing,  negotiating,  or  deter¬ 
mining  costs  under  terminated  contracts; 

(4)  Price  revision  of  fixed-price  incen¬ 
tive  contracts;  and 

(5)  Pricing  changes  and  other  contract 
modifications. 

(d)  Except  as  otherwise  provided  in 
this  paragraph  (d),  the  allowability  of 
costs  for  construction  and  architect-engi¬ 
neer  contracts  shall  be  determined  in 
accordance  with  Subpart  31.2. 

(1)  Because  of  widely  vaiy'ing  factors 
such  as  the  nature,  size,  duration,  and 
location  of  the  construction  project,  ad¬ 
vance  agreements  as  set  forth  in  3 1 . 1 09, 
for  such  items  as  home  office  overhead, 
partners’  compensation,  employment  of 
consultants,  and  equipment  usage  costs, 
are  particularly  important  in  construc¬ 
tion  and  architect-engineer  contracts. 
When  appropriate  they  serve  to  express 
the  parties’  understanding  and  avoid  pos¬ 
sible  subsequent  disputes  or  disallo¬ 
wances. 

(2)  Construction  equipment,”  as  used 
in  this  section,  means  equipment  (includ¬ 
ing  marine  equipment)  in  sound  work¬ 
able  condition,  either  owned  or  con¬ 
trolled  by  the  contractor  or  the  subcon¬ 
tractor  at  any  tier,  or  obtained  from  a 
commercial  rental  source,  and  furnished 
for  use  under  Government  contracts. 

(i)  Allowable  ownership  and  operating 
costs  shall  be  determined  as  follows: 

(A)  Actual  cost  data  shall  be  used  when 
such  data  can  be  determined  for  both 
ownership  and  operating  costs  for  each 
piece  of  equipment,  or  groups  of  similar 
serial  or  series  equipment,  from  the  con¬ 
tractor’s  accounting  records.  When  such 
costs  cannot  be  so  determined,  the  con¬ 
tracting  agency  may  specify  the  use  of  a 
particular  schedule  of  predetermined 
rates  or  any  part  thereof  to  determine 
ownership  and  operating  costs  of  con¬ 
struction  equipment  (see  subdivisions 
(d)(2)(i)(B)  and  (C)  of  this  section).  How¬ 
ever,  costs  otherwise  unallowable  under 
this  part  shall  not  become  allowable 
through  the  use  of  any  schedule  (see 
31.109(c)).  For  example,  schedules  need 
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to  be  adjusted  tor  Government  contract 
costing  purposes  if  they  are  based  on 
replacement  cost,  include  unallowable 
interest  costs,  or  use  improper  cost  of 
money  rates  or  computations.  Contract¬ 
ing  officers  s.iould  review  the  computa¬ 
tions  and  factors  included  within  the 
specified  schedule  and  ensure  that  unal¬ 
lowable  or  unacceptably  computed  fac¬ 
tors  are  noi  allowed  in  cost  submissions. 

(B)  Predetermined  schedules  of  con¬ 
struction  equipment  use  rates  (e.g.,  the 
Construction  Equipment  Ownership  and 
Operating  Expense  Schedule  published 
by  the  U.S.  Army  Corps  of  Engineers, 
industry  sponsored  construction  equip¬ 
ment  cost  guides,  or  commercially  pub¬ 
lished  schedules  of  construction  equip¬ 
ment  use  cost)  provide  average  owner¬ 
ship  and  operating  rates  for  construction 
equipment.  The  allowance  for  operating 
costs  may  include  costs  for  such  items  as 
fuel,  filters,  oil,  and  grease;  servicing, 
repairs,  and  maintenance;  and  tire  wear 
and  repair.  Costs  of  labor,  mobilization, 
demobilization,  overhead,  and  profit  are 
generally  not  reflecteo  in  schedules,  and 
separate  consideration  may  be  necessary. 

(C)  When  a  schedule  of  predetermined 
use  rates  for  construction  equipment  is 
used  to  determine  direct  costs,  alt  costs  of 
equipment  that  are  included  in  the  cost 
allowances  provided  by  the  schedule  shall 
be  identified  and  eliminated  from  the 
contractor’s  other  direct  and  indirect 
costs  charged  to  the  contract.  If  the 
contractor’s  accounting  system  provides 
for  site  or  home  office  overhead  alloca¬ 
tions,  all  costs  which  are  included  in  the 
equipment  allowances  may  need  to  be 
included  in  any  cost  input  base  before 
computing  the  contractor’s  overhead 
rate.  In  periods  of  suspension  of  work 
pursuant  to  a  contract  clause,  the  allow¬ 
ance  for  equipment  ownership  shall  not 
exceed  an  amount  for  standby  cost  as 
determined  by  the  schedule  or  contract 
provision. 

(ii)  Reasonable  costs  of  renting  con¬ 
struction  equipment  are  allowable  (but 
see  paragraph  (C)  below). 

(A)  Cosis,  such  as  maintenance  and 
minor  or  running  repairs  incident  to 
operating  such  rented  equipment,  that 
are  not  included  in  the  rental  rate  are 
allowable. 


(B)  Costs  incident  to  major  repair  and 
overhaul  of  rental  equipment  are  unal¬ 
lowable. 

(C)  The  allowability  of  charges  for 
construction  equipment  rented  from  any 
division,  subsiffiary,  or  organization  un¬ 
der  common  control,  will  be  determined 
in  accordanee  with  31.205-36{b)(3). 

(3)  Costs  incurred  at  the  job  site  inci¬ 
dent  to  performing  the  work,  such  as  the 
cost  of  superintendence,  timekeeping  and 
clerical  work,  engineering,  utility  costs, 
supplies,  material  handling,  restoration 
and  cleanup,  etc.,  are  allowable  as  direct 
or  indirect  costs,  provided  the  accounting 
practice  used  is  in  accordance  with  the 
contraetor’s  established  and  consistently 
followed  cost  accounting  practices  for  all 
work. 

(4)  Rental  and  any  other  costs,  less  any 
applicable  credits  incurred  in  acquiring 
the  temporary  use  of  land,  structures,  and 
facilities  are  allowable.  Costs,  less  any 
applicable  credits,  incurred  in  construct¬ 
ing  or  fabricating  structure.s  and  facilities 
of  a  temporary  nature  are  allowable. 

31.106  Facilities  contracts. 

31.106- 1  Applicable  cost  principles. 

The  cost  principles  and  procedures 
applicable  to  the  evaluation  and  determi¬ 
nation  of  costs  under  facilities  contracts 
(as  defined  in  45.301),  and  subcontracts 
thereunder,  will  be  governed  by  the  type 
of  entity  to  which  a  facilities  contract  is 
awarded.  Except  as  otherwise  provided  in 

31.106- 2  below.  Subpart  31.2  applies  to 
facilities  contracts  awarded  to  commer¬ 
cial  organizations;  subpart  31.3  applies  to 
facilities  contracts  awarded  to  education¬ 
al  institutions;  and  31.105  applies  to 
facilities  contracts  awarded  to  construc¬ 
tion  contractors.  Whichever  cost  princi¬ 
ples  are  appropriate  will  be  used  in  the 
pricing  of  facilities  contracts  and  contract 
modifications  if  cost  analysis  is  per¬ 
formed  as  required  by  15.805-3.  In  addi¬ 
tion,  the  contracting  officer  shall  incorpo¬ 
rate  the  cost  principles  and  procedures 
appropriate  in  the  circumstances  (e.g.. 
Subpart  31.2;  Subpart  31.3;  or  31.105)  by 
reference  in  facilities  contracts  as  the 
basis  for — 
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(a)  Determining  reimbursable  costs  un¬ 
der  facilities  contracts,  including  cost- 
reimbursement  subcontracts  thereunder; 

(b)  Negotiating  indirect  cost  rates;  and 

(c)  Determining  costs  of  terminated 
contracts  when  the  contractor  elects  to 
“voucher  out”  costs  (see  Subpart  49.3), 
and  for  settlement  by  determination  (see 
49.109-7). 

31.106-2  Exceptions  to  general  rules  on 
allowability  and  allocability. 

(a)  A  contractor’s  established  account¬ 
ing  system  and  procedures  are  normally 
directed  to  the  equitable  allocation  of 
costs  to  the  types  of  products  which  the 
contractor  produces  or  services  rendered 
in  the  course  of  normal  operating  activi¬ 
ties.  The  acquisition  of,  or  work  on, 
facilities  for  the  Government  normally 
docs  not  involve  the  manufacturing  pro¬ 
cesses,  plant  departmental  operations, 
cost  patterns  of  work,  administrative  and 
managerial  control,  or  clerical  effort  usu¬ 
al  to  production  of  the  contractor’s  nor¬ 
mal  products  or  services. 

(b)  Advance  agreements  (see  31.109) 
should  be  made  between  the  contractor 
and  the  contracting  officer  as  to  indirect 
cost  items  to  be  applied  to  the  facilities 
acquisition.  A  contractor  s  normal  ac¬ 
counting  practice  for  allocating  indirect 
costs  to  the  acquisition  of  contractor 
facilities  may  range  from  charging  all 
these  costs  to  this  acquisition  to  not 
charging  any.  When  necessary  to  produce 
an  equitable  result,  the  contractor’s  usual 
method  of  allocating  indirect  cost  shall  be 
varied,  and  appropriate  adjustment  shall 
be  made  to  the  pools  of  indirect  cost  and 
the  bases  of  their  distribution. 

(c)  The  purchase  of  completed  facilities 
(or  services  in  connection  with  the  facili¬ 
ties)  from  outside  sources  does  not  in¬ 
volve  the  contractor’s  direct  labor  or 
indirect  plant  maintenance  personnel. 
Accordingly,  indirect  manufacturing  and 
plant  overhead  costs,  which  are  primarily 
incurred  or  generated  by  reason  of  direct 
labor  or  maintenance  labor  operations, 
are  not  allocable  to  the  acquisition  of 
such  facilities. 

(d)  Contracts  providing  for  the  installa¬ 
tion  of  new  facilities  or  the  rehabilitation 
of  existing  facilities  may  involve  the  use 
of  the  contractor’s  plant  maintenance 


labor,  as  distinguished  from  direct  labor 
engaged  in  the  production  of  the  compa¬ 
ny’s  normal  products.  In  such  instances, 
only  those  types  of  in  direct  manufactur¬ 
ing  and  plant  operating  costs  that  are 
related  to  or  incurred  by  reason  of  the 
expenditures  of  the  classes  of  labor  used 
for  the  performance  of  the  facilities  work 
may  be  allocated  to  the  facilities  contract. 
Thus,  a  facilities  contract  which  involves 
the  use  of  plant  maintenance  labor  only 
would  not  be  subject  to  an  allocation  of 
such  cost  items  as  direct  productive  labor 
supervision,  depreciation,  and  mainte¬ 
nance  expense  applicable  to  productive 
machinery  and  equipment,  or  raw  mate¬ 
rial  and  finished  goods  storage  costs. 

(e)  Where  a  facilities  contract  calls  for 
the  construction,  production,  or  rehabili¬ 
tation  of  equipment  or  other  items  that 
are  involved  in  the  regular  course  of  the 
contractor’s  business  by  the  use  of  the 
contractor’s  direct  labor  and  manufactur¬ 
ing  processes,  the  indirect  costs  normally 
allocated  to  all  that  work  may  be  allocat¬ 
ed  to  the  facilities  contract. 

31.106-3  Contractor’s  commercial 
products. 

If  facilities  constituting  the  contrac¬ 
tor’s  usual  commercial  products  (or  only 
minor  modifications  thereoO  are  ac¬ 
quired  by  the  Government  undf  r  the 
contract,  the  Government  shall  not  pay 
any  amount  in  excess  of  the  contractor’s 
most  favored  customer  price  or  the  price 
of  other  suppliers  for  like  quantities  of 
the  same  or  substantially  the  same  items, 
whichever  is  lower. 

31.107  Contracts  with  State,  local, 
and  federally  recognized  Indian  tribal 
governments. 

(a)  Subpart  31.6  provides  principles 
and  standards  for  determining  costs  ap¬ 
plicable  to  contracts  with  State,  local,  and 
federally  recognized  Indian  tribal  govern¬ 
ments.  They  provide  the  basis  for  a 
uniform  approach  to  the  problem  of 
determining  costs  and  to  promote  effi¬ 
ciency  and  better  relationships  between 
State,  local,  and  federally  recognized  In¬ 
dian  tribal  governments,  and  Federal 
Government  entities.  They  apply  to  all 
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programs  that  involve  contracts  with 
State,  local,  and  federally  recognized  In¬ 
dian  tribal  governments,  except  contracts 
with — 

(1)  Publicly  financed  educational  insti¬ 
tutions  subject  to  subpart  31.3;  or 

(2)  Publicly  owned  hospitals  and  other 
providers  of  medical  care  subject  to  re¬ 
quirements  promulgated  by  the  sponsor¬ 
ing  Government  agencies. 

(b)  The  Office  of  Management  and 
Budget  will  approve  any  other  exceptions 
in  particular  cases  when  adequate  justifi¬ 
cation  is  presented. 

31.108  Contracts  with  nonprofit 
organizations. 

Subpart  31.7  provides  principles  and 
standards  for  determining  costs  applica¬ 
ble  to  contracts  with  nonprofit  organiza¬ 
tions  other  than  educational  institutions. 
State  and  local  governments,  and  those 
nonprofit  organizations  exempted  under 
0MB  Circular  No.  A- 121 

31.109  Advance  agreements. 

(a)  The  extent  of  allowability  of  the 
costs  covered  in  this  part  applies  broadly 
to  many  accounting  systems  in  varying 
contract  situations.  Thus,  the  reasonable¬ 
ness  and  allocability  of  certain  costs  may 
be  difficult  to  determine,  particularly  for 
firms  or  their  divisions  that  may  not  be 
under  effective  competitive  restraints.  To 
avoid  possible  subsequent  disallowance 
or  dispute  based  on  unreasonableness  or 
nonallocability,  contracting  officers  and 
contractors  should  seek  advance  agree¬ 
ment  on  the  treatment  of  special  or 
unusual  costs.  However,  an  advance 
agreement  is  not  an  absolute  requirement 
and  the  absence  of  an  advance  agreement 
on  any  cost  will  not,  in  itself,  affect  the 
reasonableness  or  allocability  of  that  cost. 

(b)  Advance  agreements  may  be  negoti¬ 
ated  either  before  or  during  a  contract 
but  should  be  negotiated  before  incur¬ 
rence  of  the  costs  involved.  The  agree¬ 
ments  must  be  in  writing,  executed  by 
both  contracting  parties,  and  incorporat¬ 
ed  into  applicable  current  and  future 
contracts.  An  advance  agreement  shall 
contain  a  statement  of  its  applicability 
and  duration. 


(c)  The  contracting  officer  is  not  au¬ 
thorized  by  this  31.109  to  agree  to  a 
treatment  of  costs  inconsistent  with  this 
part.  For  examp!'',  an  advance  agreement 
may  not  provide  that,  notwithstanding 
31.205-20,  interest  is  allowable. 

(d)  Advance  agreements  may  be  negoti¬ 
ated  with  a  particular  contractor  for  a 
single  contract,  a  group  of  contracts,  or 
all  the  contracts  of  a  contracting  office, 
an  agency,  or  several  agencies. 

(e)  The  cognizant  administrative  con¬ 
tracting  officer  (AGO),  or  other  contract¬ 
ing  officer  established  in  Part  42,  shall 
negotiate  advance  agreements  except  that 
an  advance  agreement  affecting  only  one 
contract,  or  class  of  contracts  from  a 
single  contracting  office,  shall  be  negoti¬ 
ated  by  a  contracting  officer  in  the  con¬ 
tracting  office,  or  an  AGO  when  dele¬ 
gated  by  the  contracting  officer.  When 
the  negotiation  authority  is  delegated,  the 
AGO  shall  coordinate  the  proposed 
agreement  with  the  contracting  officer 
before  executing  the  advance  agreement. 

(I)  Before  negotiating  an  advance 
agreement,  the  Government  negotiator 
shall — 

(1)  Determine  if  other  contracting  of¬ 
fices  inside  the  agency  or  in  other  agen¬ 
cies  have  a  significant  unliquidated  dol¬ 
lar  balance  in  contracts  with  the  same 
contractor; 

(2)  Inform  any  such  office  or  agency  of 
the  matters  under  consideration  for  nego¬ 
tiation;  and 

(3)  As  appropriate,  invite  the  offiee  or 
ageney  and  the  cognizant  audit  agency  to 
participate  in  prenegotiation  discussions 
and/or  in  the  subsequent  negotiations. 

(g)  Upon  completion  of  the  negotia¬ 
tion,  the  sponsor  shall  prepare  and  dis¬ 
tribute  to  other  interested  agencies  and 
offices,  including  the  audit  agency,  copies 
of  the  executed  agreement  and  a  memo¬ 
randum  providing  the  information  speci¬ 
fied  in  15.808,  Price  negotiation  memo¬ 
randum,  as  applicable. 

(h)  Examples  of  costs  for  which  ad¬ 
vance  agreements  may  be  particularly 
important  are — 

(1)  Gompensation  for  personal  ser¬ 
vices,  including  but  not  limited  to  allow¬ 
ances  for  off-site  pay,  incentive  pay, 
location  allowances,  hardship  pay,  cost  of 


DCAA  Contract  Audit  Manual 


A16 

1131.109(h) 


January  1995 


living  differential,  and  termination  of 
defined  benefit  pension  plans; 

(2)  Use  charges  for  fully  depreciated 
assets; 

(3)  Deferred  maintenance  costs; 

(4)  Precontract  costs; 

(5)  Independent  research  and  develop¬ 
ment  and  bid  and  proposal  costs; 

(6)  Royalties  and  other  costs  for  use  of 
patents; 

(7)  Selling  and  distribution  costs; 

(8)  Travel  and  relocation  costs,  as 
related  to  special  or  mass  personnel 
movements,  as  related  to  travel  via  con¬ 
tractor-owned,  -leased,  or  -chartered  air¬ 
craft,  or  as  related  to  maximum  per  diem 
rates; 

(9)  Costs  of  idle  facilities  and  idle 
capacity; 

(10)  Costs  of  automatic  data  processing 
equipment; 


(11)  Severance  pay  to  employees  on 
support  service  contracts; 

(12)  Plant  reconversion; 

(13)  Professional  services  (e.g.,  legal, 
accounting,  and  engineering); 

(14)  General  and  administrative  costs 
(e.g.,  corporate,  division,  or  branch  allo¬ 
cations)  attributable  to  the  general  man¬ 
agement,  supervision,  and  conduct  of  the 
contractor’s  business  as  a  whole.  These 
costs  are  particularly  significant  in  con¬ 
struction,  job-site,  a’  chitect-engineer,  fa¬ 
cilities,  and  Govern  .nent-owned  contrac¬ 
tor  operated  (GOCO)  plait  contracts  (see 
31.203(0); 

(15)  Costs  of  construction  plant  and 
equipment  (see  31.105(d)). 

(16)  Costs  of  public  relations  and  ad¬ 
vertising;  and 

(17)  Training  and  education  costs  (see 
31  205-44(h)). 
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SUBPART  31.2  —  CONTRACTS  WITH  COMMERCIAL 
ORGANIZATIONS 


31.201  General. 

31.201- 1  Composition  of  total  cost. 

The  total  cost  of  a  contract  is  the  sum 
of  the  allowable  direct  and  indirect  costs 
allocable  to  the  contract,  incurred  or  to 
be  incurred,  less  any  allocable  credits, 
plus  any  allocable  cost  of  money  pursuant 
to  31.205-10.  In  ascertaining  what  consti¬ 
tutes  a  cost,  any  generally  accepted  meth¬ 
od  of  determining  or  estimating  costs 
that  is  equitable  and  is  consistently  ap¬ 
plied  may  be  used,  including  standard 
costs  properly  adjusted  for  applicable 
variances.  See  3 1.201 -2(b)  and  (c)  for 
Cost  Accounting  Standards  (CAb;  re¬ 
quirements. 

31.201- 2  Determining  allowabilit}’. 

(a)  The  factors  to  be  considered  in 
determining  whethei  a  cost  is  allowable 
include  the  following: 

(1)  Reasonableness. 

(2)  Allocability. 

(3)  Standards  promulgated  by  the  CAS 
Board,  if  applicable;  otherwise,  generally 
accepted  accounting  principles  and  prac¬ 
tices  appropriate  to  the  particular  cir¬ 
cumstances. 

(4)  Terms  of  the  contract. 

(5)  Any  limitations  set  forth  in  this 
subpart. 

(b)  Certain  cost  principles  in  this  sub¬ 
part  incorporate  the  measurement,  as¬ 
signment,  and  allocability  rules  of  select¬ 
ed  CAS  and  limit  the  allowability  of  costs 
to  the  amounts  determined  using  the 
criteria  in  those  selected  standards.  Only 
those  CAS  or  portions  of  standards  spe¬ 
cifically  made  applicable  by  the  cost 
principles  in  this  subnart  are  mandatory 
unless  the  contract  is  CAS-covered  (see 
48  CFR  9903).  Business  units  that  are 
not  otherwise  subject  to  these  standards 
under  a  CAS  clause  are  subject  to  the 
selected  standards  only  for  the  purpose  of 
uetermining  allowability  of  costs  on  Gov¬ 
ernment  contracts.  Including  the  selected 
standards  in  the  cost  principles  does  not 
subject  the  business  unit  to  any  other 
CAS  rules  and  regulations.  The  applica¬ 
bility  of  the  CAS  rules  and  regulations  is 


determined  by  the  CAS  clause,  if  any,  in 
the  contraiSt  and  the  requirements  of  the 
standards  themselves. 

(c)  When  contractor  accounting  prac¬ 
tices  are  inconsistent  with  this  Subpart 
31.2,  costs  resulting  from  such  inconsis¬ 
tent  practices  shall  not  be  allowed  in 
excess  of  the  amount  that  would  have 
resulted  from  using  practices  consistent 
with  this  subpart. 

31.201- 3  Determining  reasonableness. 

(a)  A  cost  is  reasonable  if,  in  its  nature 
and  amount,  it  does  not  exceed  that 
which  would  be  incurred  by  a  prudent 
person  in  the  conduct  of  competitive 
business.  Reasonableness  of  specific  costs 
must  be  examined  with  particular  care  in 
connection  with  firms  or  their  separate 
divisions  that  may  not  be  subject  to 
effective  competitive  restraints.  No  pre¬ 
sumption  of  reasonableness  shall  be  at¬ 
tached  to  the  incurrence  of  costs  by  a 
contractor.  If  an  initial  review  of  the  facts 
results  in  a  challenge  of  a  specific  cost  by 
the  contracting  officer  or  the  contracting 
officer’s  representative,  the  burden  of 
proof  shall  be  upon  the  contractor  to 
establish  that  such  cost  is  reasonable. 

(b)  What  is  reasonable  depends  upon  a 
variety  of  considerations  and  circum¬ 
stances,  including — 

(1)  Whether  it  is  the  type  of  cost 
generally  recognized  as  ordinary  and  nec¬ 
essary  for  the  conduct  of  the  contractor’s 
business  or  the  contract  performance; 

(2)  Generally  accepted  sound  business 
practices,  arm’s  length  bargaining,  and 
Federal  and  State  laws  and  regulations; 

(3)  The  contractor’s  responsibilities  to 
the  Government,  other  customers,  the 
owners  of  the  business,  employees,  and 
the  public  at  large;  and 

(4)  Any  significant  deviations  from  the 
contractor’s  established  practices. 

31.201- 4  Determining  allocability. 

A  cost  is  allocable  if  it  is  assignable  or 
chargeable  to  one  or  more  cost  objectives 
on  the  basis  of  relative  benefits  received 
or  other  equitable  relationship.  Subject  to 
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the  foregoing,  a  cost  is  allocable  to  a 
Government  contract  if  it — 

(a)  Is  incurred  specifically  for  the  con¬ 
tract; 

(b)  Benefits  both  the  contract  and  other 
work,  and  can  be  distributed  to  them  in 
reasonable  proportion  to  the  benefits 
received;  or 

(c)  Is  necessary  to  the  overall  operation 
of  the  business,  although  a  direct  rela¬ 
tionship  to  any  particular  cost  objective 
cannot  be  shown. 

31.201- 5  Credits. 

The  applicable  portion  of  any  income, 
rebate,  allowance,  or  other  credit  relating 
to  any  allowable  cost  and  received  by  or 
accruing  to  the  contractor  shall  be  credit¬ 
ed  to  the  Government  either  as  a  cost 
reduction  or  by  cash  refund.  See  31.205- 
60)(4)  for  rules  related  to  refund  or  credit 
to  the  Government  upon  termination  of 
an  overfunded  defined  benefit  pension 
plan. 

31.201- 6  Accounting  for  unallowable 
costs. 

(a)  Costs  that  are  expressly  unallowable 
or  mutually  agreed  to  be  unallowable, 
including  mutually  agreed  to  be  unallow¬ 
able  directly  associated  costs,  shall  be 
identified  and  excluded  from  any  billing, 
claim,  or  proposal  applicable  to  a  Gov¬ 
ernment  contract.  A  directly  associated 
cost  is  any  cost  which  is  generated  solely 
as  a  result  of  incurring  another  cost,  and 
which  would  not  have  been  incurred  had 
the  other  cost  not  been  incurred.  When 
an  unallowable  cost  is  incurred,  its  direct¬ 
ly  associated  costs  are  also  unallowable. 

(b)  Costs  which  specifically  become 
designated  as  unallowable  or  as  unallowa¬ 
ble  dir  ictly  associated  costs  of  unallowa¬ 
ble  costs  as  a  result  of  a  written  decision 
furnished  by  a  contracting  officer  shall  be 
identified  if  included  in  or  used  in  com¬ 
puting  any  billing,  claim,  or  proposal 
applicable  to  a  Government  contract. 
This  identification  requirement  applies 
also  to  any  costs  incurred  for  the  same 
purpose  under  like  circumstances  as  the 
costs  specifically  identified  as  unallowa¬ 
ble  under  either  this  paragraph  or  para¬ 
graph  (a)  above. 

(c)  The  detail  and  depth  of  records 
required  as  backup  support  for  proposals. 


billings,  or  claims  shall  be  that  which  is 
adequate  to  establish  and  maintain  visi¬ 
bility  of  identified  unallowable  costs, 
including  directly  associated  costs.  Unal¬ 
lowable  costs  involved  in  determining 
rates  used  for  standard  costs,  or  for 
indirect  cost  proposals  or  billing,  need  be 
identified  only  at  the  time  rates  are 
proposed,  established,  revised,  or  adjust¬ 
ed.  These  requirements  may  be  satisfied 
by  any  form  of  cost  identification  which 
is  adequate  for  purposes  of  contract  cost 
determination  and  verification. 

(d)  If  a  directly  associated  cost  is 
included  in  a  cost  pool  which  is  allocated 
over  a  base  that  includes  the  unallowable 
cost  with  which  it  is  associated,  the 
directly  associated  cost  shall  remain  in 
the  cost  pool.  Since  the  unallowable  costs 
will  attract  their  allocable  share  of  costs 
from  the  cost  pool,  no  further  action  is 
required  to  assure  disallowance  of  the 
directly  associated  costs.  In  all  other 
cases,  the  directly  associated  costs,  if 
material  in  amount,  must  be  purged  from 
the  cost  pool  as  unallowable  costs. 

(e) (1)  In  determining  the  materiality  of 
a  directly  associated  cost,  consideration 
should  be  given  to  the  significance  of  (i) 
the  actual  dollar  amount,  (ii )  the  cumula¬ 
tive  effect  of  all  directly  associated  costs 
in  a  cost  pool,  or  (iii)  the  ultimate  effect 
on  the  cost  of  Government  contracts. 

(2)  Salary  expenses  of  employees  who 
participate  in  activities  that  generate  un¬ 
allowable  costs  shall  be  treated  as  directly 
associated  costs  to  the  extent  of  the  time 
spent  on  the  proscribed  activity,  provid¬ 
ed  the  costs  are  material  in  accordance 
with  subparagraph  (c)(1)  above  (except 
when  such  salary  expenses  are,  them¬ 
selves,  unallowable).  The  time  spent  in 
proscribed  activities  should  be  compared 
to  total  time  spent  on  company  activities 
to  determine  if  the  costs  are  material. 
Time  spent  by  employees  outside  the 
normal  working  hours  should  not  be 
considered  except  when  it  is  evident  that 
an  employee  engages  so  frequently  in 
company  activities  during  periods  out¬ 
side  normal  working  hours  as  to  indicate 
that  such  activities  are  a  part  of  the 
employee’s  regular  duties. 

(3)  When  a  selected  item  of  cost  under 
31.205  provides  that  directly  associated 
costs  be  unallowable,  it  is  intended  that 
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such  directly  associated  costs  be  unallow¬ 
able  only  if  determined  to  be  material  in 
amount  in  accordance  with  the  criteria 
provided  in  subparagraphs  (e)(1)  and 
(e)(2)  above,  except  in  those  situations 
where  allowance  of  any  of  the  directly 
associated  costs  involved  would  be  con¬ 
sidered  to  be  contrary  to  public  policy. 

31.201-7  Construction  and  architect- 
engineer  contrsicts. 

Specific  principles  and  procedures  for 
evaluating  and  determining  costs  in  con¬ 
nection  with  contracts  and  subcontracts 
for  construction,  and  architect-engineer 
contracts  related  to  construction  projects, 
are  in  31.105,  The  applicability  of  these 
principles  and  procedures  is  set  forth  in 
31.000  and  31.100. 

31.202  Direct  costs. 

(a)  A  direct  cost  is  any  cost  that  can  be 
identified  specifically  with  a  particular 
final  cost  objective.  No  final  cost  objec¬ 
tive  shall  have  allocated  to  it  as  a  direct 
cost  any  cost,  if  other  costs  incurred  for 
the  same  purpose  in  like  circumstances 
have  been  included  in  any  indirect  cost 
pool  to  be  allocated  to  that  or  any  other 
final  cost  objective.  Costs  identified  spe¬ 
cifically  with  the  contract  are  direct  costs 
of  the  contract  and  are  to  be  charged 
directly  to  the  contract.  All  costs  specifi¬ 
cally  identified  with  other  final  cost  ob¬ 
jectives  of  the  contractor  are  direct  costs 
of  those  cost  objectives  and  are  not  to  be 
charged  to  the  contract  directly  or  indi¬ 
rectly. 

(b)  For  reasons  of  practicality,  any 
direct  cost  of  minor  dollar  amount  may 
be  treated  as  an  indirect  cost  if  the 
accounting  treatment— 

(1)  Ls  consistently  applied  to  all  final 
cost  objectives,  and 

(2)  Produces  substantially  the  same 
results  as  treating  the  cost  as  a  direct  cost. 

31.203  Indirect  costs. 

(a)  An  indirect  cost  is  any  cost  not 
directly  identified  with  a  single,  final  cost 
objective,  but  identifitu  with  two  or 
more  final  cost  objectives  or  an  interme¬ 
diate  cost  objective.  It  is  not  subject  to 
treatment  as  a  direct  cost.  After  direct 


costs  have  been  determined  and  charged 
directly  to  the  contract  or  other  work, 
indirect  costs  are  those  remaining  to  be 
allocated  to  the  several  cost  objectives. 
An  indirect  cost  shall  not  be  allocated  to 
a  final  cost  objective  if  other  costs  in¬ 
curred  for  the  same  puipose  in  like 
circumstances  have  been  included  as  a 
direct  cost  of  that  or  any  other  final  cost 
objective. 

(b)  Indirect  costs  shall  be  accumulated 
by  logical  cost  groupings  with  due  consid¬ 
eration  of  the  reasons  for  incurring  such 
costs.  Each  grouping  should  be  deter¬ 
mined  so  as  to  permit  distribution  of  the 
grouping  on  the  basis  of  the  benefits 
accruing  to  the  several  cost  objectives. 
Commonly,  manufacturing  overhead, 
selling  expenses,  and  general  and  admin¬ 
istrative  (G&A)  expenses  are  separately 
grouped.  Similarly,  the  particular  case 
may  require  subdivision  of  these  group¬ 
ings,  e.g.,  building  occupancy  costs  might 
be  sejsarable  from  those  of  personnel 
administration  within  the  manufacturing 
overhead  group.  This  necessitates  select¬ 
ing  a  distribution  base  common  to  all 
cost  objectives  to  which  the  grouping  is  to 
be  allocated.  The  base  should  be  selected 
so  as  to  permit  allocation  of  the  grouping 
on  the  basis  of  the  benefits  accruing  to 
the  several  cost  objectives.  When  sub¬ 
stantially  the  same  results  can  be 
achieved  through  less  precise  methods, 
the  number  and  composition  of  cost 
groupings  should  be  governed  by  practi¬ 
cal  considerations  and  should  not  unduly 
complicate  the  allocation. 

(c)  Once  an  appropriate  base  for  dis¬ 
tributing  indirect  costs  has  been  accept¬ 
ed,  it  shall  not  be  fragmented  by  remov¬ 
ing  individual  elements.  All  items  proper¬ 
ly  includable  in  an  indirect  cost  base 
should  bear  a  pro  rata  share  of  indirect 
costs  irrespective  of  their  acceptance  as 
Government  contract  costs.  For  example, 
when  a  cost  input  base  is  used  for  the 
distribution  of  G&A  costs,  all  items  that 
would  properly  be  part  of  the  cost  input 
base,  whether  allowable  or  unallowable, 
shall  be  included  in  the  base  and  bear 
their  pro  rata  shaie  of  G&A  costs. 

(d)  The  contractor’s  method  of  allocat¬ 
ing  indirect  costs  shall  be  in  accordance 
with  standards  promulgated  by  the  CAS 
Board,  if  applicable  to  the  contract;  oth- 
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crwisc,  the  method  shall  be  in  accordance 
with  generally  accepted  accounting  prin¬ 
ciples  which  are  consistently  applied.  The 
method  may  require  examination 
when — 

(1)  Substantial  differences  occur  be¬ 
tween  the  cost  patterns  of  work  under  the 
contract  and  the  contractor’s  other  work; 

(2)  Significant  changes  occur  in  the 
nature  of  the  business,  the  extent  of 
subcontracting,  fixed-asset  improvement 
programs,  inventories,  the  volume  of 
sales  and  production,  manufacturing  pro¬ 
cesses,  the  contractor’s  products,  or  other 
relevant  circumstances;  or 

(3)  Indirect  cost  groupings  devefoped 
for  a  contractor’s  primary  location  are 
applied  to  offsite  locations.  Separate  cost 
groupings  for  costs  allocable  to  offsite 
locations  may  be  necessaiy  to  permit 
equitable  distribution  of  costs  on  the 
basis  of  the  benefits  accruing  to  the 
several  cost  objectives. 

(e)  A  base  period  for  allocating  indirect 
costs  is  the  cost  accounting  period  during 
which  such  costs  are  incurred  and  accu¬ 
mulated  for  distribution  to  work  per¬ 
formed  in  that  period.  The  criteria  '-nd 
guidance  in  48  CFR  9904.406  for  select¬ 
ing  the  cost  accounting  periods  to  be  useH 
in  allocating  inc  rect  costs  are  incorpo¬ 
rated  herein  for  i  mplication  to  contracts 
subject  to  full  O'S  coverage.  For  con¬ 
tracts  subject  to  modified  CAS  coverage 
and  for  non-CAS-covered  contracts,  the 
base  period  for  allocating  indirect  costs 
will  normally  be  the  conti  actor’s  fiscal 
year.  But  a  shorter  period  may  be  appro¬ 
priate  (1)  for  contracts  in  which  perfor¬ 
mance  involves  only  a  minor  portion  of 
the  fiscal  year,  '•  (2)  when  it  is  genera! 
practice  in  the  industry  to  use  a  shorter 
period.  V/hen  a  contract  is  performed 
over  an  extended  period,  as  many  base 
periods  shall  be  used  as  are  required  to 
represent  the  period  of  contract  perfor¬ 
mance. 

(0  Special  care  should  be  exercised  in 
applying  the  principles  of  paragraphs  (b), 
(c),  and  (d)  above  when  Government- 
owned  contractor-operated  (GOCO) 
plants  are  involved.  The  distribution  of 
corporate,  division,  or  branch  office 
G&A  expenses  to  such  plants  operating 
with  little  or  no  dependence  on  corporate 
administrative  activities  may  require 


more  precise  cost  groupings,  detailed 
accounts  screening,  and  carefully  devel¬ 
oped  distribution  bases. 

31.204  Application  of  principles  and 
procedures. 

(a)  Costs  shall  be  allowed  to  the  extent 
they  are  reasonable,  allocable,  and  deter¬ 
mined  to  be  allowable  under  31.201, 
31.202,  31.203,  and  31.205.  These  crite¬ 
ria  apply  to  all  of  the  selected  items  that 
follow,  even  if  particular  guidance  is 
provided  for  certain  items  for  emphasis 
or  clarity. 

(b)  Costs  incurred  as  reimbursements 
or  payments  to  a  subcontractor  under  a 
cost-reimbursement,  fixed-price  incen¬ 
tive,  or  price  redeterminable  type  sub¬ 
contract  of  any  tier  above  the  first  firm- 
fixed-price  subcontract  or  fixed-price 
.subcontract  with  economic  price  adjust¬ 
ment  provisions  are  allowable  to  the 
extent  that  allowance  is  consistent  with 
the  appropriate  subpart  of  this  Part  31 
applicable  to  the  subcontract  involved. 
Costs  incurred  as  payments  under  firm- 
fiixcd-price  subcontracts  or  fixed-price 
subcontracts  with  economic  price  adjust¬ 
ment  provisions  or  modifications  there¬ 
to,  when  cost  analysis  was  performed 
under  1 5.805-3,  shall  be  allowable  only  to 
the  extent  that  the  price  was  negotiated  in 
accordance  with  31.102. 

(c)  Section  31.205  does  not  cover  every 
element  of  cost.  Failure  to  include  any 
item  of  cost  does  not  imply  that  it  is 
either  allowable  or  unallowable.  The  de¬ 
termination  of  allowability  shall  be  based 
on  the  principles  and  standards  in  this 
subpart  and  the  treatment  of  similar  or 
related  selected  items.  When  more  than 
one  subsection  in  31.205  is  relevant  to  a 
contractor  cost,  the  cost  shall  be  appor¬ 
tioned  among  the  applicable  subsections, 
and  the  determination  of  allowability  of 
each  portion  shall  be  based  on  the  guid¬ 
ance  contained  in  the  applicable  subsec¬ 
tion.  When  a  cost,  to  which  more  than 
one  subsection  in  31.205  is  relevant, 
cannot  be  apportioned,  the  determina¬ 
tion  of  allowability  shall  be  based  on  the 
guidance  contained  in  the  subsection  that 
most  specifically  deals  with,  or  best  cap¬ 
tures  the  essential  nature  of,  the  cost  at 
issue. 
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31.205  Selected  costs. 

31.205-1  Public  relations  and  advertising 
costs. 

(a)  “Public  relations”  means  all  func¬ 
tions  and  activities  dedicated  to — 

(1)  Maintaining,  protecting,  and  en¬ 
hancing  the  image  of  a  concern  or  its 
products;  or 

(2)  Maintaining  or  promoting  recipro¬ 
cal  understanding  and  favorable  relations 
with  the  public  at  large,  or  any  segment  of 
the  public.  The  term  public  relations 
includes  activities  associated  with  areas 
such  as  advertising,  customer  relations, 
etc. 

(b)  “Advertising”  means  the  use  of 
media  to  promote  the  sale  of  products  or 
services  and  to  accomplish  the  activities 
referred  to  in  paragraph  (d)  of  this  sub¬ 
section,  regardless  of  the  medium  em¬ 
ployed,  when  the  advertiser  has  control 
over  the  form  and  content  of  what  will 
appear,  the  media  in  which  it  will  appear, 
and  when  it  will  appear.  Advertising 
media  include  but  are  not  limited  to 
conventions,  exhibits,  free  goods,  sam¬ 
ples,  magazines,  newspapers,  trade  pa¬ 
pers,  direct  mail,  dealer  cards,  window 
displays,  outdoor  advertising,  radio,  and 
television. 

(c)  Public  relations  and  advertising 
costs  include  the  costs  of  media  time  and 
space,  purchased  services  performed  by 
outside  organizations,  as  well  as  the  ap¬ 
plicable  portion  of  salaries,  travel,  and 
fringe  benefits  of  employees  engaged  in 
the  functions  and  activities  identified  in 
paragraphs  (a)  and  (b)  of  this  subsection. 

(d)  The  only  allowable  advertising 
costs  are  those  that  are — 

(1)  Specifically  required  by  contract,  or 
that  arise  from  requirements  of  Govern¬ 
ment  contracts  and  that  are  exclusively 
for — 

(i)  Recruiting  personnel  required  for 
performing  contractual  obligations,  when 
considered  in  conjunction  with  all  other 
recruitment  costs  (but  see  31.205-34); 

(ii)  Acquiring  scarce  items  for  contract 
performance  or 

(iii)  Disposing  of  scrap  or  surplus  ma¬ 
terials  acquired  for  contract  perfor¬ 
mance. 


(2)  Costs  of  activities  to  promote  sales 
of  products  normally  sold  to  the  U.S. 
Government,  including  trade  shows, 
which  contain  a  significant  effort  to  pro¬ 
mote  exports  from  the  United  States. 
Such  costs  are  allowable,  notwithstanding 
subparagraphs  (0(1)  and  (3),  subdivision 
(0(4)(ii),  and  subparagraph  (f)(5)  of  this 
subsection,  subject  to  the  limits  con¬ 
tained  in  31.205-38(c)(2).  However,  such 
costs  do  not  include  the  costs  of  memora¬ 
bilia  (e.g.,  models,  gifts,  and  souvenirs), 
alcoholic  beverages,  entertainment,  and 
physical  facilities  which  are  primarily 
used  for  entertainment  rather  than  prod¬ 
uct  promotion. 

(e)  Allowable  public  relations  costs 
include  the  following: 

(1)  Costs  specifically  required  by  con¬ 
tract. 

(2)  Costs  of— - 

(i)  Responding  to  inquiries  on  compa¬ 
ny  policies  and  activities; 

(ii)  Communicating  with  the  public, 
press,  stockholders,  creditors,  and  cus¬ 
tomers;  and 

(iii)  Conducting  general  liaison  with 
news  media  and  Government  public  rela¬ 
tions  officers,  to  the  extent  that  such 
activities  are  limited  to  communication 
and  liaison  necessary  to  keep  the  public 
informed  on  matters  of  public  concern 
such  as  notice  of  contract  awards,  plant 
closings  or  openings,  employee  layoffs  or 
rehires,  financial  information,  etc. 

(3)  Costs  of  participation  in  communi¬ 
ty  service  activities  (e.g.,  blood  bank 
drives,  charity  drives,  savings  bond 
drives,  disaster  assistance,  etc.). 

(4)  Costs  of  plant  tours  and  open 
houses  (but  see  subparagraph  (0(5)  of  this 
subsection). 

(5)  Costs  of  keel  laying,  ship  launching, 
commissioning,  and  roll-out  ceremonies, 
to  the  extent  specifically  provided  for  by 
contract. 

(0  Unallowable  public  relations  and 
advertising  costs  include  the  following: 

(1)  All  public  relations  and  advertising 
costs,  other  than  those  specified  in  para¬ 
graphs  (d)  and  (e)  of  this  subsection, 
whose  primary  purpose  is  to  promote  the 
sale  of  products  or  services  by  stimulat¬ 
ing  interest  in  a  product  or  product  line 
(except  for  ihose  costs  made  allowable 
under  31.205“38(c)),  or  by  disseminating 
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messages  calling  favorable  attention  to 
the  contractor  for  purposes  of  enhancing 
the  company  image  to  sell  the  company’s 
products  or  services. 

(2)  All  costs  of  trade  shows  and  other 
special  events  which  do  not  contain  a 
significant  effort  to  promote  .le  export 
sales  of  products  normally  sold  to  the 
U.S.  Government. 

(3)  Costs  of  sponsoring  meetings,  sym¬ 
posia,  seminars,  and  other  special  events 
when  the  principal  purpose  of  the  event 
is  other  than  dissemination  of  technical 
information  or  stimulation  of  produc¬ 
tion. 

(4)  Costs  of  ceremonies  such  as  (i) 
corporate  celebrations  and  (ii)  new  prod¬ 
uct  announcements. 

(5)  Costs  of  promotional  material,  mo¬ 
tion  pictures,  videotapes,  brochures, 
handouts,  magazines,  and  other  media 
that  are  designed  to  call  favorable  atten¬ 
tion  to  the  contractor  and  its  activities 
(but  see  3 1.205- 13(a),  Employee  morale, 
health,  welfare,  food  service,  and  dormi¬ 
tory  costs  and  credits;  31.205-21,  Labor 
relations  costs;  31.205-43(c),  Trade,  busi¬ 
ness,  technical,  and  professional  activity 
costs;  and  31.205-44,  Training  and  edu¬ 
cation  costs). 

(6)  Costs  of  souvenirs,  models,  im¬ 
printed  clothing,  buttons,  and  other  me¬ 
mentos  provided  to  customers  or  the 
public. 

(7)  Costs  of  memberships  in  civic  and 
community  organizations. 

(FACs  84-15,  7  Apr  86;  84-30,  30  Sep 
1987;  84-36,  12  Apr  1988;  84-51,  20  Sep 
89;  90-4,  15  May  1991) 

31.205-2  Automatic  data  processing 
equipment  leasing  costs. 

(a)  This  subsection  applies  to  all  con¬ 
tractor-leased  automatic  data  processing 
equipment  (ADPE),  as  defined  in  31.001 
(except  as  components  of  an  end  uem  to 
be  delivered  to  the  Government),  ac¬ 
quired  under  operating  leases,  as  defined 
in  Statement  of  Financial  Accounting 
Standard  No.  13  (FAS- 13),  Accounting 
for  Leases,  issued  by  the  Financial  Ac¬ 
counting  Standards  Board.  Compliance 
with  31.205-1  l(m)  requires  that  ADPE 
acquired  by  means  of  capital  leases,  as 
defined  in  FAS- 13,  shall  be  treated  as 
purchased  assets;  i.e.,  be  capitalized  and 


the  capitalized  value  of  such  assets  be 
distributed  over  their  useful  lives  as 
depreciation  charges  or  over  the  leased 
life  as  amortization  charges  as  appropri¬ 
ate.  Allowability  of  costs  related  to  con¬ 
tractor-owned  ADPE  is  governed  by  oth¬ 
er  requirements  of  this  subpart. 

(b)(1)  If  the  contractor  leases  ADPE 
but  cannot  demonstrate,  on  the  basis  of 
facts  existent  at  the  time  of  the  decision 
to  lease  or  continue  leasing  and  docu¬ 
mented  in  accordance  with  paragraph  (d) 
below,  that  leasing  will  result  in  less  cost 
to  the  Government  over  the  anticipated 
useful  life  (see  paragraph  (c)  below),  then 
rental  costs  are  allowable  only  up  to  the 
amount  that  would  be  allowed  had  the 
contractor  purchased  the  ADPE. 

(2)  The  costs  of  leasing  ADPE  are 
allowable  only  to  the  extent  that  the 
contractor  can  annually  demonstrate  in 
accordance  with  paragraph  (d)  below 
(whether  or  not  the  term  of  lease  is 
renewed  or  otherwise  extended)  that 
these  costs  meet  the  following  criteria: 

(i)  The  costs  are  reasonable  and  neces¬ 
sary  for  the  conduct  of  the  contractor’s 
business  in  light  of  factors  such  as  the 
contractor’s  requirements  for  ADPE, 
costs  of  comparable  facilities,  the  various 
types  of  leases  available,  and  the  terms  of 
the  rental  agreement. 

(ii)  The  costs  do  not  give  rise  to  a 
material  equity  in  the  facilities  (such  as 
an  option  to  renew  oi  purchase  at  a 
bargain  rental  or  price  other  than  that 
normally  given  to  industry  at  large)  but 
represent  charges  only  for  the  current  use 
of  the  equipment,  including  incidental 
service  costs  such  as  maintenance,  insur¬ 
ance,  and  applicable  taxes. 

(iii)  The  contracting  officer’s  approval 
was  obtained  for  the  leasing  arrangement 
(see  paragraph  (d)(3)  below)  when  the 
total  cost  of  leasing — 

(A)  The  ADPE  is  to  be  allocated  to  one 
or  more  Government  contracts  which 
require  negotiating  or  determining  costs, 
or 

(B)  ADPE  in  a  single  plant,  division,  or 
cost  center  exceeds  $500,000  a  year  and 
50  percent  or  more  of  the  total  leasing 
cost  is  to  be  allocated  to  one  or  more 
Government  contracts  which  require 
negotiating  or  determining  costs. 
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(3)  Rental  costs  under  a  sale  and  lease¬ 
back  arrangement  are  allowable  only  up 
to  the  amount  that  would  have  been 
allowed  had  the  contractor  retained  title 
to  the  ADPE. 

(4)  Allowable  rental  costs  of  ADPE 
leased  from  any  division,  subsidiary,  or 
organization  under  a  common  control  are 
limited  to  the  cost  of  ownership  (exclud¬ 
ing  interest  or  other  costs  unallowable 
under  this  Subpart  31.2  and  including  the 
cost  of  money  (see  31.205-10)).  When 
there  is  an  established  practice  of  leasing 
the  same  or  similar  equipment  to  unaffi- 
liated  lessees,  rental  costs  shall  be  allowed 
in  accordance  with  paragraphs  (b)(1)  and 
(2)  above,  except  that  the  purchase  price 
and  costs  of  ownership  shall  be  deter¬ 
mined  under  31.205-26(e). 

(c)(t)  An  estimate  of  the  anticipated 
useful  life  of  the  ADPE  may  represent  the 
application  life  (utility  in  a  given  func¬ 
tion),  technological  life  (utility  before 
becom.ng  obsolete  in  whole  or  in  part),  or 
physic.?!  life  (utility  before  wearing  out) 
depending  upon  the  facts  and  circum¬ 
stances  and  the  particular  facilities  in¬ 
volved.  Each  case  must  be  evaluated 
individually.  In  estimating  anticipated 
useful  life,  the  contr^'ctor  may  use  the 
application  life  if  it  can  be  demonstrated 
that  the  ADPE  has  utility  only  in  a  given 
function  and  the  duration  of  the  function 
can  be  determined.  Technological  life 
may  be  used  if  the  contractor  can  demon¬ 
strate  that  existing  ADPE  muaf  be  re¬ 
placed  because  of— 

(1)  Specific  program  objectives  or  con¬ 
tract  requirements  that  cannot  be  accom¬ 
plished  with  the  existing  ADPE; 

(ii)  Cost  reductions  that  will  produce 
identifiable  savings  in  production  or 
overhead  costs; 

(iii)  Increase  in  workload  volume  that 
cannot  be  accomplished  efficiently  by 
modifying  or  augmenting  existing  ADPE; 
or 

(iv)  Consistent  pattern  of  capacity  op¬ 
eration  (2  1/2-3  shifts)  on  existing  ADPE. 

(2)  Technological  advances  will  not 
justify  replacing  existing  ADPE  before 
the  end  of  its  physical  life  if  it  will  be  able 
to  satisfy  future  requirements  or  de¬ 
mands. 

(3)  In  estimating  the  least  cost  to  the 
Government  for  useful  life,  the  cumula¬ 


tive  costs  that  would  be  allowed  if  the 
contractor  owned  the  ADPE  should  be 
compared  with  cumulative  costs  that 
would  be  allowed  under  any  of  the  vari¬ 
ous  types  of  leasing  arrangements  avail¬ 
able.  For  the  purpose  of  this  comparison, 
the  costs  of  ADPE  exclude  interest  or 
other  unallowable  costs  pursuant  to  this 
Subpart  31.2;  they  include  but  are  not 
limited  to  the  costs  of  operation,  mainte¬ 
nance,  insurance,  depreciation,  facilities 
capital  cost  of  money,  rental,  and  the  cost 
of  machine  services,  as  applicable. 

(d)  (1)  Except  as  provided  in  paragraph 

(3)  below,  the  contractor’s  justification, 
under  paragraph  (b)  abo’  e,  of  the  leasing 
decisions  shall  consist  of  the  following 
supporting  data,  prepared  before  acquisi¬ 
tion; 

(1)  Analysis  of  use  of  existing  ADPE. 

Oi)  Application  of  the  criteria  in  para¬ 
graph  (b)  above. 

(iii)  Specific  objectives  or  require¬ 
ments,  generally  in  the  form  of  a  data 
system  study  and  specification. 

(iv)  Solicitation  of  proposals,  based  on 
the  data  system  specification,  from  quali¬ 
fied  sources. 

(v)  Proposals  received  in  response  to 
the  solicitation  and  reasons  for  selecting 
the  equipment  chosen  and  for  the  deci¬ 
sion  to  lease. 

(2)  Except  as  provided  in  paragraph  (3) 
below,  the  contractor’s  annual  justifica¬ 
tion,  under  paragraph  (b)(2)  above,  of  the 
decision  to  retain  or  change  existing 
ADPE  capability  and  the  need  to  con¬ 
tinue  leasing  shall  consist  of  current  data 
as  specified  in  subdivisions  (d)(l)(i) 
through  (iii)  above. 

(3)  If  the  contractor’s  prospective 
ADPE  lease  cost  meets  the  threshold  in 
31.205-2(b)(2)(iii)  above,  the  contractor 
shall  furnish  data  supporting  the  initial 
decision  to  lease  (see  paragraph  (b)(1) 
above).  If  the  total  cost  of  leasing  ADPE 
in  a  single  plant,  division,  or  cost  center 
exceeds  $500,000  per  year  and  50  percent 
or  more  of  the  total  leasing  cost  is  allocat¬ 
ed  to  Government  contracts  which  re¬ 
quire  negotiating  or  determining  costs, 
the  contractor  shall  furnish  data  support¬ 
ing  the  annual  justification  for  retaining 
or  changing  existing  ADPE  capability 
and  the  need  to  continue  leasing  shall 
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also  be  furnished  (see  paragraph  (b)(2) 
above). 

31.205- 3  Bad  debts. 

Bad  debts,  including  actual  or  estimat¬ 
ed  losses  arising  from  uncollectible  ac¬ 
counts  receivable  due  from  customers 
and  other  claims,  and  any  directly  associ¬ 
ated  costs  such  as  collection  costs,  and 
legal  costs  are  unallowable. 

31.205- 4  Bonding  costs. 

(a)  Bonding  costs  arise  when  the  Gov¬ 
ernment  requires  assurance  against  finan¬ 
cial  loss  to  itself  or  others  by  reason  of 
the  act  or  default  of  the  contractor.  They 
arise  also  in  instances  where  the  contrac¬ 
tor  requires  similar  assurance.  Included 
are  such  bonds  as  bid,  performance, 
payment,  advance  payment,  infringe¬ 
ment,  and  fidelity  bonds. 

(b)  Costs  of  bonding  required  pursuant 
to  the  terms  of  the  contract  are  allowable. 

(c)  Costs  of  bonding  required  by  the 
contractor  in  the  general  conduct  of  its 
business  are  allowable  to  the  extent  that 
such  bonding  is  in  accordance  with  sound 
business  practice  and  the  rates  and  pre¬ 
miums  are  reasonable  under  the  circum¬ 
stances. 

31.205- 5  Civil  defense  costs. 

(a)  Civil  defense  costs  arc  those  in¬ 
curred  in  planning  for,  and  protecting  life 
and  property  against,  the  possible  effects 
of  enemy  attack.  Costs  of  civil  defense 
measures  (including  costs  in  excess  of 
normal  plant  protection  costs,  first-aid 
training  and  supplies,  fire  fighting  train¬ 
ing  and  equipment,  posting  of  additional 
exit  notices  and  directions,  and  other 
approved  civil  defense  measures)  under¬ 
taken  on  the  contractor’s  premises  pursu¬ 
ant  to  suggestions  or  requirements  of 
civil  defense  authorities  are  allowable 
when  allocated  to  all  work  of  the  contrac¬ 
tor. 

(b)  Costs  of  capital  assets  acquired  for 
civil  defense  purposes  are  allowable 
through  depreciation  (see  31.205-11). 

(c)  Contributions  to  local  civil  defense 
funds  and  projects  are  unallowable. 


31.205- 6  Compensation  for  personal 
services. 

(a)  General.  Compensation  for  person¬ 
al  services  includes  all  remuneration  paid 
currently  or  accrued,  in  whatever  form 
and  whether  paid  immediately  or  de¬ 
ferred,  for  services  rendered  by  employ¬ 
ees  to  the  contractor  during  the  period  of 
contract  performance  (except  as  other¬ 
wise  provided  for  severance  pay  costs  in 
paragraph  (g)  below  and  for  pension  costs 
in  paragraph  G)  below).  It  includes,  but  is 
not  limited  to,  salaries;  wages;  directors’ 
and  executive  committee  members’  fees; 
bonuses  (including  stock  bonuses);  incen¬ 
tive  awards;  employee  stock  options, 
stock  appreciation  rights,  and  stock  own¬ 
ership  plans;  employee  insurance;  fringe 
benefits;  contributions  to  pension,  annui¬ 
ty,  and  management  employee  incentive 
compensation  plans;  and  allowances  for 
off-site  pay,  incentive  pay,  location  al¬ 
lowances,  hardship  pay,  severance  pay, 
and  cost  of  living  differential.  Compensa¬ 
tion  for  personal  services  is  allowable 
subject  to  the  following  general  criteria 
and  additional  requirements  contained  in 
other  parts  of  this  cost  principle: 

(!)  Compensation  for  personal  services 
must  be  for  work  performed  by  the 
employee  in  the  current  year  and  must 
not  represent  a  retroactive  adjustment  of 
prior  years’  salaries  or  wages  (but  see 

31.205- 6(g),  (h),  (j),  (k),  and  (m)  below). 

(2)  The  compensation  in  total  must  be 
reasonable  for  the  work  performed;  how¬ 
ever,  specific  restrictions  on  individual 
compensation  elements  must  be  observed 
where  they  are  prescribed. 

(3)  The  compensation  must  be  based 
upon  and  conform  to  the  terms  and 
conditions  of  the  contractor’s  established 
compensation  plan  or  practice  followed 
so  consistently  as  to  imply,  in  effect,  an 
agreement  to  make  the  payment. 

(4)  No  presumption  of  allowability  will 
exist  where  the  contractor  introduces 
major  revisions  of  existing  compensation 
plans  or  new  plans  and  the  contractor — 

(i)  Has  not  notified  the  cognizant  ACO 
of  the  changes  either  before  their  imple¬ 
mentation  or  within  a  reasonable  period 
after  their  implementation,  and 

(ii)  Has  not  provided  the  Government, 
either  before  implementation  or  within  a 


DCAA  Contract  Audit  Manual 


January  1995 


A25 

1I31.205-6(a) 


reasonable  period  after  it,  an  opportunity 
to  review  the  allowability  of  the  changes. 

(5)  Costs  that  are  unallowable  under 
other  paragraphs  of  this  Subpart  31.2 
shall  not  be  allowable  under  this  subsec¬ 
tion  31.205-6  solely  on  the  basis  that  they 
constitute  compensation  for  personal  ser¬ 
vices.  (See  31.205-34(c).) 

(b)  Reasonableness.  (1)  The  compensa¬ 
tion  for  personal  services  paid  or  accrued 
to  each  employee  must  be  reasonable  for 
the  work  performed.  Compensation  will 
be  considered  reasonable  if  each  of  the 
allowable  elements  making  up  the  em¬ 
ployee’s  compensation  package  is  reason¬ 
able.  In  determining  the  reasonableness 
of  individual  elements  for  particular  em¬ 
ployees  or  classes  of  employees,  consider¬ 
ation  should  be  given  to  all  potentially 
relevant  facts.  Facts  which  may  be  rele¬ 
vant  include  general  conformity  with  the 
compensation  practices  of  other  firms  of 
the  same  size,  the  compensation  practices 
of  other  firms  in  the  same  industry,  the 
compensation  practices  of  other  firms  in 
the  same  geographic  area,  the  compensa¬ 
tion  practices  of  firms  engaged  in  pre¬ 
dominantly  non-Government  work,  and 
the  cost  of  comparable  services  obtain¬ 
able  from  outside  sources.  While  all  of 
the  above  factors,  as  well  as  any  other 
relevant  ones,  should  be  considered,  their 
relative  significance  will  vary  according 
to  circumstances.  For  example,  in  the 
case  of  secretarial  salaries,  conformity 
with  the  compensation  paid  by  other 
firms  in  the  same  geographic  area  would 
likely  be  a  more  significant  criterion  than 
conformity  with  the  compensation  paid 
by  other  firms  in  the  same  industiy 
wherever  located.  In  administering  ihis 
principle,  it  is  recognized  that  not  eveiy 
compensation  case  need  be  subjected  in 
detail  to  the  above  or  other  tests.  The 
tests  need  be  applied  only  when  a  general 
review  reveals  amounts  or  types  of  com¬ 
pensation  that  appear  unreasonable  or 
unjustified.  Based  on  an  initial  review  of 
the  facts,  contracting  officers  or  their 
representatives  may  challenge  the  reason¬ 
ableness  of  any  individual  element  or  the 
sum  of  the  individual  elements  of  com¬ 
pensation  paid  or  accrued  to  particular 
employees  or  classes  of  employees.  In 
such  cases,  there  is  no  presumption  of 
reasonableness  and,  upon  challenge,  the 


contractor  must  demonstrate  the  reason¬ 
ableness  of  the  compensation  item  in 
question.  In  doing  so,  the  contractor  may 
introduce,  and  the  contracting  officer  will 
consider,  not  only  any  circumstances 
surrounding  the  compensation  item  chal¬ 
lenged,  but  also  the  magnitude  of  other 
compensation  elements  which  may  be 
lower  than  would  be  considered  reason¬ 
able  in  themselves.  For  example,  a  con¬ 
tractor,  if  challenged  on  the  amount  of 
base  salaries  for  management,  could 
counter  by  showing  lower  than  normal 
end-of-year  management  bonuses.  How¬ 
ever,  the  contractor’s  right  to  introduce 
offsetting  compensation  elements  into 
consideration  is  subject  to  the  following 
limitations; 

(i)  Offsets  will  be  considered  only  be¬ 
tween  the  allowable  elements  of  an  em¬ 
ployee’s  (or  a  class  of  employees’)  com¬ 
pensation  package.  For  example,  exces¬ 
sive  management  salaries  cannot  be  off¬ 
set  against  lower  than  normal  secretarial 
salaries. 

(ii)  Offsets  will  be  considered  only 
between  the  allowable  portion  of  the 
following  compensation  elements  of  em¬ 
ployees  or  classes  of  employees: 

(A)  Wages  and  salaries. 

(B)  Incentive  bonuses. 

(C)  Deferred  compensation. 

(D)  Pension  and  savings  plan  benefits. 

(E)  Health  insurance  benefits. 

(F)  Life  insurance  benefits. 

(G)  Compensated  personal  absence 
benefits. 

However,  any  of  the  above  elements  or 
portions  thereof,  whose  amount  is  not 
measurable,  shall  not  be  introduced  or 
considered  as  an  offset  item. 

(iii)  In  considering  offsets,  the  magni¬ 
tude  of  the  compensation  elements  in 
question  must  be  taken  into  account.  An 
executive  bonus  that  is  excessive  by 
$100,000  is  not  fully  offset  by  a  base 
salary  that  is  low  by  only  $2l000.  In 
determining  the  magnitude  of  eompensa- 
t,on  elements,  the  timing  of  receipt  by  the 
employee  must  be  considered.  For  exam¬ 
ple,  a  bonus  of  $100,000  in  the  current 
period  will  be  considered  as  of  greater 
value  than  a  deferred  compensation  ar¬ 
rangement  to  make  the  same  payment  in 
some  future  period. 
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(2)  Compensation  costs  under  certain 
conditions  give  rise  to  the  need  for  spe¬ 
cial  consideration.  Among  such  condi¬ 
tions  are  the  following: 

(i)  Compensation  to  (A)  owners  of 
closely  held  corporations,  partners,  sole 
proprietors,  or  members  of  their  immedi¬ 
ate  families,  or  (B)  persons  who  are 
contractually  committed  to  acquire  a 
substantial  financial  interest  in  the  con¬ 
tractor’s  enterprise.  Determination 
should  be  made  that  salaries  are  reason¬ 
able  for  the  personal  services  rendered 
rather  than  being  a  distribution  of  prof¬ 
its.  Compensation  in  lieu  of  salary  for 
services  rendered  by  partners  and  sole 
proprietors  will  be  allowed  to  the  extent 
that  it  is  reasonable  and  does  not  consti¬ 
tute  a  distribution  of  profits.  For  closely 
held  corporations,  compensation  costs 
covered  by  this  subdivision  shall  not  be 
recognized  in  amounts  exceeding  those 
costs  that  are  deductible  as  compensation 
under  the  Internal  Revenue  Code  and 
regulations  under  it. 

(ii)  Any  change  in  a  contractor’s  com¬ 
pensation  policy  that  results  in  a  substan¬ 
tial  increase  in  the  contractor’s  level  of 
compensation,  particularly  when  it  was 
concurrent  with  an  increase  in  the  ratio 
of  Government  contracts  to  other  busi¬ 
ness.  or  any  change  in  the  treatment  of 
allowability  of  specific  types  of  compen¬ 
sation  due  to  changes  in  Government 
policy.  Contracting  officers  or  their  rep¬ 
resentatives  should  normally  challenge 
increased  costs  where  major  revisions  of 
existing  compensation  plans  or  new  plans 
are  introduced  by  the  contractor,  and  the 
contractor — 

(A)  Has  not  notified  the  cognizant 
ACO  of  the  changes  either  before  their 
implementation  or  within  a  reasonable 
period  after  their  implementation;  and 

(B)  Has  not  provided  the  Government, 
either  before  implementation  or  within  a 
reasonable  period  after  it,  an  opportunity 
to  review  the  reasonableness  of  the 
changes. 

(iii)  The  contractor’s  business  is  such 
that  its  compensation  levels  are  not  sub¬ 
ject  to  the  restraints  that  normally  occur 
in  the  conduct  of  competitive  business. 

(iv)  The  contractor  incurs  costs  for 
compensation  in  excess  of  the  amounts 
which  are  deductible  under  the  Internal 


Revenue  Code  and  regulations  issued 
under  it. 

(c)  Labor-management  agreements. 
Nothwithstanding  any  other  require¬ 
ments  of  this  subsection  31.205-6,  costs 
of  compensation  are  not  allowable  to  the 
extent  that  they  result  from  provisions  of 
labor-management  agreements  that,  as 
applied  to  work  in  performing  Govern¬ 
ment  contracts,  are  determined  to  be 
unreasonable  because  they  are  either  un¬ 
warranted  by  the  character  and  circum¬ 
stances  of  the  work  or  discriminatory 
against  the  Government.  The  application 
of  the  provisions  of  a  labor-management 
agreement  designed  to  apply  to  a  given 
set  of  circumstances  and  conditions  of 
employment  (e.g.,  work  involving  ex¬ 
tremely  hazardous  activities  or  work  not 
requiring  recurrent  use  of  overtime)  is 
unwarranted  when  applied  to  a  Govern¬ 
ment  contract  involving  significantly  dif¬ 
ferent  circumstances  and  conditions  of 
employment  (e.g.,  work  involving  less 
hazardous  activities  or  work  continually 
requiring  use  of  overtime).  It  is  discrimi¬ 
natory  against  the  Government  if  it  re¬ 
sults  in  employee  compensation  (in  what¬ 
ever  form  or  name)  in  excess  of  that 
being  paid  for  similar  non-Government 
work  under  comparable  circumstances. 
Disallowance  of  costs  will  not  be  made 
under  this  pa  ,  graph  (c)  unless — 

(1)  The  contractor  has  been  permitted 
an  opportunity  to  justify  the  costs;  and 

(2)  Due  consideration  has  been  given 
to  whether  unusual  conditions  pertain  to 
Government  contract  work,  imposing 
burdens,  hardships,  or  hazards  on  the 
contractor’s  employees,  for  which  com¬ 
pensation  that  might  otherwise  appear 
unreasonable  is  required  to  attract  and 
hold  necessary  personnel. 

(d)  Salaries  and  wages.  Salaries  and 
wages  for  current  services  include  gross 
compensation  paid  to  employees  in  the 
form  of  cash,  stock  (see  paragraph  (f)(2) 
below  regarding  valuation),  products,  or 
services,  and  are  allowable. 

(e)  Domestic  and  foreign  differential 
pay.  (1)  When  personal  services  are  per¬ 
formed  in  a  foreign  country,  com^icnsa- 
tion  may  also  include  a  differential  that 
may  properly  consider  all  expenses  asso¬ 
ciated  with  foreign  employment  such  as 
housing,  cost  of  living  adjustments,  trans- 


DCAA  Contract  Audit  Manual 


January  1995 


A27 

1I31.205-6(e) 


portation,  bonuses,  additional  Federal, 
State,  local  or  foreign  income  taxes  re¬ 
sulting  from  foreign  assignment,  and  oth¬ 
er  related  expenses. 

(2)  Although  the  additional  taxes  in 
subparagraph  (1)  above  may  be  consid¬ 
ered  in  establishing  foreign  overseas  dif¬ 
ferential,  any  increased  compensation 
calculated  directly  on  the  basis  of  an 
employee’s  specific  increase  in  income 
taxes  is  unallowable.  Differential  allow¬ 
ances  for  additional  Federal,  State,  or 
local  income  taxes  resulting  from  domes¬ 
tic  assignments  are  unallowable. 

(0  Bonuses  and  incentive  compensa¬ 
tion.  (1)  Incentive  compensation  for 
management  employees,  cash  bonuses, 
suggestion  awards,  safety  awards,  and 
incentive  compensation  based  on  pro¬ 
duction,  cost  reduction,  or  efficient  per¬ 
formance  are  allowable  provided  the 
awards  are  paid  or  accrued  under  an 
agreement  entered  into  in  good  faith 
between  the  contractor  and  the  employ¬ 
ees  before  the  services  are  rendered  or 
pursuant  to  an  established  plan  or  policy 
followed  by  the  contractor  so  consistently 
as  to  imply,  in  effect,  an  agreement  to 
make  such  payment  and  the  basis  for  the 
award  is  supported. 

(2)  When  the  costs  of  bonuses  and 
incentive  compensation  are  paid  in  the 
stock  of  the  contractor  or  of  an  affiliate, 
the  following  additional  re.strictions  ap¬ 
ply: 

(i)  Valuation  placed  on  the  stock  shall 
be  the  fair  market  value  on  the  measure¬ 
ment  date  (i.e.,  the  first  date  the  number 
of  shares  awarded  is  known)  determined 
upon  the  most  objective  basis  available; 
and 

(ii)  Accruals  for  the  cost  of  stock  before 
issuing  the  stock  to  the  employees  shall 
be  subject  to  adjustment  according  to  the 
possibilities  that  the  employees  will  not 
receive  the  stock  and  that  their  interest  in 
the  aceruals  will  be  forfeited. 

(3)  When  the  bonus  and  incentive 
compensation  payments  are  deferred,  the 
costs  are  subject  to  the  requirements  of 
subparagraph  (0(1)  above  and  of  para¬ 
graph  (k)  below. 

(g)  Severance  pay.  (1)  Severance  pay, 
also  commonly  referred  to  as  dismissal 
wages,  is  a  payment  in  addition  to  regular 
salaries  and  wages  by  contractors  to 


workers  whose  employment  is  being  in¬ 
voluntarily  terminated.  Payments  for  ear¬ 
ly  retirement  incentive  plans  are  covered 
in  subparagraph  (j)(6)  below. 

(2)  Severance  pay  to  be  allowable  must 
meet  the  general  allowability  criteria  in 
subdivision  (g)(2)(i)  below,  and,  depend¬ 
ing  upon  whether  the  severance  is  normal 
or  abnormal,  criteria  in  subdivision 
(g)(2)(ii)  for  normal  severance  pay  or 
subdivision  (g)(2)(iii)  for  abnormal  sever¬ 
ance  pay  also  apply. 

(i)  Severance  pay  is  allowable  only  to 
the  extent  that,  in  each  case,  it  is  required 
by  (A)  law;  (B)  employer-employee  agree¬ 
ment;  (C)  established  policy  that  consti¬ 
tutes,  in  effect,  an  implied  agreement  on 
the  contractor’s  part;  or  (D)  circum¬ 
stances  of  the  particular  employment  (but 
see  37.110(0  regarding  services  per¬ 
formed  outside  the  United  States).  Pay¬ 
ments  made  in  the  event  of  employment 
with  a  replacement  contractor  where  con¬ 
tinuity  of  employment  with  credit  for 
prior  length  of  service  is  preserved  under 
substantially  equal  conditions  of  employ¬ 
ment,  or  continued  employment  by  the 
contractor  at  another  facility,  subsidiary, 
affiliate,  or  parent  company  of  the  con¬ 
tractor  are  not  severance  pay  and  are 
unallowable. 

(ii)  Actual  normal  turnover  severance 
payments  shall  be  allocated  to  all  work 
performed  in  the  contractor’s  plant,  or 
where  the  contractor  provides  for  accrual 
of  pay  for  normal  severances,  that  meth¬ 
od  will  be  acceptable  if  the  amount  of  the 
accrual  is  reasonaMe  in  light  of  payments 
actually  made  for  normal  severances  over 
a  representative  past  period  and  if 
amounts  accrued  are  allocated  to  all  work 
performed  in  the  contractor’s  plant. 

(iii)  Abnormal  or  mass  severance  pay  is 
of  such  a  conjectural  nature  that  mea¬ 
surement  of  costs  by  means  of  an  accrual 
will  not  achieve  equity  to  both  parties. 
Thus,  accruals  for  this  purpose  are  not 
allowable.  However,  the  Government 
recognizes  its  obligation  to  participate,  to 
the  extent  of  its  fair  share,  in  any  specific 
payment.  Thus,  allowability  will  be  con¬ 
sidered  on  a  case-by-case  basis. 

(h)  Backpay.  (1)'  Backpay  resulting 
from  violations  of  Federal  labor  laws  or 
the  Civil  Rights  Act  of  1964.  Backpay 
may  result  from  a  negotiated  settlement, 
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order,  or  court  decree  that  resolves  a 
violation  of  Federal  labor  laws  or  the 
Civil  Rights  Act  of  1964.  Such  backpay 
falls  into  two  categories;  one  requiring 
the  contractor  to  pay  employees  addi¬ 
tional  compensation  for  work  performed 
for  which  they  were  underpaid,  and  the 
other  resulting  from  other  violations, 
such  as  when  the  employee  was  improp¬ 
erly  discharged,  discriminated  against,  or 
other  circumstances  for  which  the  back¬ 
pay  was  not  additional  compensation  for 
work  performed.  Backpay  resulting  from 
underpaid  work  is  compensation  for  the 
work  performed  and  is  allowable.  All 
other  backpay  resulting  from  violation  of 
Federal  labor  laws  or  the  Civil  Rights  Act 
of  1964  is  unallowable. 

(2)  Other  backpay.  Backpay  may  also 
result  from  payments  to  employees 
(union  and  non-union)  for  the  difference 
in  their  past  and  current  wage  rates  for 
working  without  a  contract  or  labor 
agreement  during  labor  management  neg¬ 
otiations.  Such  backpay  is  allowable. 
Backpay  to  nonunion  employees  based 
upon  results  of  union  agreement  negotia¬ 
tions  is  allowable  only  if  (i)  a  formal 
agreement  or  understanding  exists  be¬ 
tween  management  and  the  employees 
concerning  these  payments,  or  (ii)  an 
established  policy  or  practice  exists  and  is 
followed  by  the  contractor  so  consistently 
as  to  imply,  in  effect,  an  agreement  to 
make  such  payment. 

(i)  Stock  options,  stock  appreciation 
rights,  phantom  stock  plans,  and  junior 
stock  conversions. 

(1)  The  cost  of  stock  options  awarded 
to  employees  to  purchase  stock  of  the 
contractor  or  of  an  affiliate  will  be  treat¬ 
ed  as  deferred  compensation  and  must 
comply  with  the  requirements  of  para¬ 
graph  (k)  of  this  subsection.  The  allow¬ 
able  cost  of  stock  options  is  limited  to  the 
difference  between  the  option  price  and 
the  market  price  on  the  first  date  on 
which  the  option  price  and  the  number  of 
shares  are  known.  Accordingly,  when  the 
stock  option  price  is  equal  to  or  greater 
than  the  market  price  on  that  date,  the 
no  costs  are  allowable  for  contract  cost.ng 
purposes. 

(2)  Stock  appreciation  rights  are  rights 
granted  to  employees  by  contractors  to 
receive  the  increase  in  value,  or  apprecia¬ 


tion,  of  company  stock  even  though  the 
employee  neither  purchases  the  stock  nor 
receives  title  to  it.  Stock  appreciation 
rights  will  be  treated  as  deferred  compen¬ 
sation  and  must  comply  with  the  require¬ 
ments  of  paragraph  (k)  of  this  subsection. 
The  allowable  cost  of  stock  appreciation 
rights  is  limited  to  the  difference  between 
the  stock-appreciation-right  base  price 
from  which  appreciation  will  be  mea¬ 
sured  and  the  market  price  on  the  first 
date  on  which  both  the  number  of  shares 
and  the  stock-appreciation-right  base 
price  are  known.  Accordingly,  when  the 
stock-appreciation-right  base  price  is 
equal  to  or  greater  than  the  market  price 
on  that  date,  then  no  costs  are  allowable 
for  contract  costing  purposes. 

(3)  In  phantom-stock-type  plans,  con¬ 
tractors  assign  or  attribute  contingent 
shares  of  stock  to  employees  as  if  the 
employees  own  the  stock,  even  though 
the  employees  neither  purchase  the  stock 
nor  receive  title  to  it.  Under  these  plans, 
an  employee’s  account  may  be  increased 
by  the  equivalent  of  dividends  paid  and 
any  appreciation  in  the  market  price  of 
the  stock  over  the  price  of  the  stock  on 
the  first  date  on  which  the  number  of 
shares  awarded  is  known.  Such  increases 
in  employee  accounts  for  dividend  equiv¬ 
alents  and  market  price  appreciation  are 
unallowable. 

(4)  Junior  stock  is  a  class  of  equity 
stock  tha»  (i)  is  sold  to  employees  at  a 
price  below  that  of  the  contractor’s  com¬ 
mon  stock,  (ii)  carries  reduced  dividend 
and  voting  rights,  and  (iii)  is  convertible 
to  common  stock  upon  the  attainment  of 
specified  corporate  goals.  Costs  associ¬ 
ated  with  the  conversion  of  junior  stock 
into  common  stock  are  not  allowable, 
whether  or  not  they  are  accounted  for  as 
compensation  costs. 

(j)  Pension  costs.  (1)  A  pension  plan  is 
a  deferred  compensation  plan  that  is 
established  and  maintained  by  one  or 
more  employers  to  provide  systematical¬ 
ly  for  paying  benefits  to  plan  participants 
after  their  retirement,  provided  that  the 
benefits  are  paid  for  life  or  are  payable 
for  life  at  the  option  of  the  employee. 
Additional  benefits  such  as  permanent 
and  total  disabilitv  and  death  payments 
and  survivorship  payments  to  beneficiar¬ 
ies  of  deceased  employees  may  be  treated 
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as  pension  costs,  provided  the  benefits 
are  an  integral  part  of  the  pension  plan 
and  meet  all  the  criteria  pertaining  to 
pension  costs. 

(2)  Pension  plans  are  normally  segre¬ 
gated  into  two  types  of  plans:  defined 
benefit  or  defined  contribution  pension 
plans.  The  cost  of  all  defined  benefit 
pension  plans  shall  be  measured,  allocat¬ 
ed,  and  accounted  for  in  compliance  with 
the  provisions  of  48  CFR  9904.412, 
Composition  and  Measurement  of  Pen¬ 
sion  Costs,  and  48  CFR  9904.413,  Ad¬ 
justment  and  Allocation  of  Pension  Cost. 
The  costs  of  all  defined  contribution 
pension  plans  shall  be  measured,  allocat¬ 
ed,  and  accounted  for  in  accordance  with 
the  provisions  of  48  CFR  9904.412. 
Pension  costs  are  allowable  subject  to  the 
referenced  standards  and  the  cost  limita¬ 
tions  and  exclusions  set  forth  in  subdivi¬ 
sion  0)(2)(i)  and  in  subparagraphs  0)(3) 
through  (8)  of  this  subsection. 

(i)  Except  for  unfunded  pension  plans 
as  defined  in  31.001,  to  be  allowable  in 
the  current  year,  pension  costs  must  be 
funded  by  the  time  set  for  filing  the 
Federal  income  tax  return  or  any  exten¬ 
sion  thereof.  Pension  costs  assigned  to 
the  current  year,  but  not  funded  by  the 
tax  return  time,  shall  not  be  allowable  in 
any  subsequent  year. 

(ii)  Pension  payments  must  be  reason¬ 
able  in  amount  and  be  paid  pursuant  to 
(A)  an  agreement  entered  into  in  good 
faith  between  the  contractor  and  employ¬ 
ees  before  the  work  or  services  are  per¬ 
formed  and  (B)  the  terms  and  conditions 
of  the  established  plan.  The  cost  of 
changes  in  pension  plans  which  are  dis¬ 
criminatory  to  the  Government  or  are 
not  intended  to  be  applied  consistently 
for  all  employees  under  similar  circum¬ 
stances  in  the  future  are  not  allowable. 

(iii)  Except  as  provided  for  early  retire¬ 
ment  benefits  in  subparagraph  (i)(^)  of 
this  subsection,  one-time-only  pension 
supplements  not  available  to  all  partici¬ 
pants  of  the  basic  plan  are  not  allowable 
as  pension  costs  unless  the  supplemental 
benefits  represent  a  separate  pension 
plan  and  the  benefits  are  payable  for  life 
at  the  option  of  the  employee. 

(iv)  Increases  in  payments  to  previous¬ 
ly  retired  plan  participants  covering  cost- 
of-living  adjustments  are  allowable  if 
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paid  in  accordance  with  a  policy  or 
practice  consistently  followed. 

(3)  Defined  benefit  pension  plans.  This 
subparagraph  covers  pension  plans  in 
which  the  benefits  to  be  paid  or  the  basis 
for  determining  such  benefits  are  estab¬ 
lished  in  advance  and  the  contributions 
are  intended  to  provide  the  stated  bene¬ 
fits.  The  cost  limitations  and  exclusions 
pertaining  to  defined  benefit  plans  are  as 
follows: 

(i) (A)  Except  for  unfunded  pension 
plans  as  defined  in  31.001,  normal  costs 
of  pension  plans  not  funded  in  the  year 
incurred,  and  all  other  components  of 
pension  costs  (see  48  CFR  9904.412- 
40(a)(1))  assignable  to  the  current  ac¬ 
counting  period  but  not  funded  during  it, 
shall  not  be  allowable  in  subsequent  years 
(except  that  a  payment  made  to  a  fund  by 
the  time  set  for  filing  the  Federal  income 
tax  return  or  any  extension  thereof  is 
considered  to  have  been  made  during 
such  taxable  year).  However,  any  part  of 
a  pension  cost  that  is  computed  for  a  cost 
accounting  period  that  is  deferred  pursu¬ 
ant  to  a  waiver  granted  under  the  provi¬ 
sions  of  the  Employee’s  Retirement  In¬ 
come  Security  Act  of  1974  (ERISA)  (see 
48  CFR  9904.4 12-.50(c)(3)),  will  be  allow¬ 
able  in  those  future  accounting  periods  in 
which  the  funding  does  occur.  The  allow¬ 
ability  of  these  deferred  contributions 
will  be  limited  to  the  amounts  that  would 
have  been  allowed  had  the  funding  oc¬ 
curred  in  the  year  the  costs  would  have 
been  assigned  except  for  the  waiver. 

(B)  Allowable  costs  for  unfunded  pen¬ 
sion  plans,  as  defined  in  31.001,  are 
limited  to  the  amount  computed  in  ac¬ 
cordance  with  48  CFR  9904.412  and  48 
CFR  9904.413. 

(ii)  Any  amount  paid  or  funded  before 
the  time  it  becomes  assignable  and  allow¬ 
able  shall  be  applied  to  future  years,  in 
order  of  time,  as  if  actually  paid  and 
deductible  in  those  years.  The  interest 
earned  on  such  premature  funding,  based 
on  the  valuation  rate  of  return,  may  be 
excluded  from  future  years’  computa¬ 
tions  of  pension  costs  in  accordance  with 
48  CFR  9904.4 12-50(a)(7). 

(iii)  Increased  pension  costs  caused  by 
delay  in  funding  beyond  30  days  after 
each  quarter  of  the  year  to  which  they  are 
assignable  are  unallowable.  If  a  compos- 
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ite  rate  is  used  for  allocating  pension 
costs  between  the  segments  of  a  company 
and  if,  because  of  differences  in  the 
timing  of  the  funding  by  the  segments,  an 
inequity  exists,  allowable  pension  costs 
for  each  segment  will  be  limited  to  that 
particular  segment’s  calculation  of  pen¬ 
sion  costs  as  provided  for  in  48  CFR 
9904.4 13-50(c)(5).  Determination  of  un¬ 
allowable  costs  shall  be  made  in  aecor- 
dance  with  the  actuarial  method  used  in 
calculating  pension  costs. 

(iv)  Allowability  of  the  cost  of  indem¬ 
nifying  the  Pension  Benefit  Guaranty 
Corporation  (PBGC)  under  ERISA  Sce- 
tion  4062  or  4064  arising  from  terminat¬ 
ing  an  employee  deferred  compensation 
plan  will  be  considered  on  a  case-by-case 
basis;  provided  that  if  insurance  was 
required  by  the  PBGC  under  ERISA 
Section  4023,  it  was  so  obtained  and  the 
indemnification  payment  is  not  recover¬ 
able  under  the  insurance.  Consideration 
under  the  foregoing  circumstances  will  be 
primarily  for  the  purpose  of  appraising 
the  extent  to  which  the  indemnification 
payment  is  allocable  to  Government 
work.  If  a  beneficial  or  other  equitable 
relationship  exists,  the  Government  will 
participate,  despite  the  requirements  of 
31.205-19(a)O)  and  (b),  in  the  indemnifi¬ 
cation  payment  to  the  extent  of  its  fair 
share. 

(v)  Increased  pension  costs  resulting 
from  the  withdrawal  of  assets  from  a 
pension  fund  and  transfer  to  another 
employee  benefit  fund  are  unallowable 
excep  t  to  the  extent  authorized  by  an 
advance  agreement.  The  advance  agree¬ 
ment  shall: 

(A)  State  the  amount  of  the  Govern¬ 
ment’s  equitable  share  in  the  gross 
amount  withdrawn;  and 

(B)  Provide  that  the  Government  re¬ 
ceive  a  credit  equal  to  the  amount  of  the 
Government’s  equitable  share  of  the 
gross  withdrawal.  If  a  transfer  is  made 
without  such  an  agreement,  paragraph 
(j)(4)  of  this  subsection  will  apply  to  the 
transfer  as  a  constructive  withdrawal  and 
receipt  of  the  funds  by  the  contractor. 

(4)  Termination  of  defined  benefit  pen¬ 
sion  plans.  When  excess  or  surplus  assets 
revert  to  the  contractor  as  a  result  of 
termination  of  a  defined  benefit  pension 
plan,  or  such  assets  are  constructively 


received  by  it  for  any  reason,  the  contrac¬ 
tor  shall  make  a  refund  or  give  a  credit  to 
the  Government  for  its  equitable  share  of 
the  gross  amount  withdrawn.  The  Gov¬ 
ernment’s  equitable  share  shall  reflect  the 
Government’s  participation  in  pension 
costs  through  those  contracts  for  which 
certified  (see  15.804)  cost  or  pricing  data 
were  submitted  or  which  are  subject  to 
Subpart  31.2. 

(5)  Defined  contribution  pension 
plans.  This  subparagraph  covers  those 
pension  plans  in  which  the  contributions 
to  be  made  are  established  in  advance 
and  the  level  of  benefits  is  determined  by 
the  contributions  made.  It  also  covers 
profit  sharing,  savings  plans,  and  other 
such  plans  provided  the  plans  fall  within 
the  definition  of  a  pension  plan  in  para¬ 
graph  (j)(l)  above. 

(i)  The  pension  cost  assignable  to  a  cost 
accounting  period  is  the  net  contribution 
required  to  be  made  for  that  period  after 
taking  into  account  dividends  and  other 
credits,  where  applicable.  However,  any 
portion  of  pension  cost  computed  for  a 
cost  accounting  period  that  is  deferred 
pursuant  to  a  waiver  granted  under  the 
provisions  of  ERISA  (see  48  CFR 
9904.4 12-50(c)(3))  will  be  allowable  in 
those  future  accounting  periods  when  the 
funding  does  occur.  The  allowability  of 
these  deferred  contributions  will  be  limit¬ 
ed  to  the  amounts  that  would  have  been 
allowed  had  the  funding  been  made  in 
the  year  the  costs  would  have  been  as¬ 
signed  except  for  the  waiver. 

(ii)  Any  amount  paid  or  funded  to  the 
trust  before  the  time  it  becomes  assign¬ 
able  and  allowable  shall  be  applied  to 
future  years,  in  order  of  time,  as  if 
actually  paid  and  deductible  in  such 
years. 

(iii)  The  provisions  of  subdivision 
(j)(3)(iv)  above  concerning  payments  to 
PBGC  apply  to  defined  contribution 
plans. 

(6)  Pension  plans  using  pay-as-you-go 
methods.  Reserved. 

(7)  Early  retirement  incentive  plans. 
An  early  retirement  incentive  plan  is  a 
plan  under  which  employees  receive  a 
bonus  or  incentive,  over  and  above  the 
requirement  of  the  basic  pension  plan,  to 
retire  early.  These  plans  normally  are  not 
applicable  to  all  participants  of  the  basic 
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plan  ■  nd  do  not  represent  life  income 
settlements,  and  as  such  would  not  quali¬ 
fy  as  pension  costs.  However,  for  contract 
costing  purposes,  early  retirement  incen¬ 
tive  payments  are  allowable  subject  to  the 
pension  cost  criteria  contained  in  subdi¬ 
visions  (j)(3)(i)  through  (iv)  provided — 

(i)  The  costs  are  accounted  for  and 
allocated  in  accordance  with  the  contrac¬ 
tor’s  system  of  accounting  for  pension 
costs. 

(ii)  The  payments  are  made  in  accor¬ 
dance  with  the  terms  and  conditions  of 
the  contractor’s  plan; 

(iii)  The  plan  is  applied  only  to  active 
employees.  The  cost  of  extending  the 
plan  to  employees  who  retired  or  were 
terminated  before  the  adoption  of  the 
plan  is  unallowable;  and 

(iv)  The  total  of  the  incentive  pay¬ 
ments  to  any  employee  may  not  exceed 
the  amount  of  the  employee’s  annual 
salary  for  the  previous  fiscal  year  before 
the  employee’s  retirement. 

(8)  Employee  stock  ownership  plans 
(ESOP)  (i)  An  ESOP  is  an  individual 
stock  bonus  plan  designed  specifically  to 
invest  in  the  stock  of  the  employer  corpo¬ 
ration.  The  contractor’s  contributions  to 
an  Employee  Stock  Ownership  Trust 
(ESOT)  may  be  in  the  form  of  cash, 
stock,  or  property.  Costs  of  ESOP’s  are 
allowable  subject  to  the  following  condi¬ 
tions; 

(A)  Contributions  by  the  contractor  in, 
any  one  year  may  not  exceed  1 5  percent 
(25  percent  when  a  money  purchase  plan 
is  included)  of  salaries  and  wages  of 
employees  participating  in  the  plan  in 
any  particular  year. 

(B)  The  contribution  rate  (ratio  of 
contribution  to  salaries  and  wages  of 
participating  employees)  may  not  exceed 
the  last  approved  contribution  rate  ex¬ 
cept  when  approved  by  the  contracting 
olticer  based  upon  justification  provided 
by  the  contractor.  When  no  contribution 
was  made  in  the  previous  year  for  an 
existing  ESOP,  or  when  a  new  ESOP  is 
first  established,  and  the  contractor  pro¬ 
poses  to  make  a  contribution  in  the 
current  year,  the  contribution  rate  shall 
be  subject  to  the  contracting  officer’s 
approval. 

(C)  When  a  plan  or  agreement  exists 
wherein  the  liability  for  the  contribution 


can  be  compelled  for  a  specific  year,  the 
expense  associated  with  that  liability  is 
assignable  only  to  that  period.  Any  por¬ 
tion  of  the  contribution  not  funded  by 
the  time  set  for  filing  of  the  Federal 
income  tax  return  for  that  year  or  any 
extension  thereof  shall  not  be  allowable 
in  subsequent  years. 

(D)  When  a  plan  or  agreement  exists 
wherein  the  liability  for  the  contribution 
cannot  be  compelled,  the  amount  con¬ 
tributed  for  any  year  is  assignable  to  that 
year  provided  the  amount  is  funded  by 
the  time  set  for  filing  of  the  Federal 
income  tax  return  for  that  year. 

(E)  When  the  contribution  is  in  the 
form  of  stock,  the  value  of  the  stock 
contribution  shall  be  limited  to  the  fair 
market  value  of  the  stock  on  the  date  that 
title  is  effectively  transferred  to  the  trust. 
Cash  contributions  shall  be  allowable 
only  when  the  contractor  furnishes  evi¬ 
dence  satisfactory  to  the  contracting  offi¬ 
cer  demonstrating  that  stock  purchases 
by  the  ESOT  are  or  will  be  at  a  fair 
market  price;  e.g.,  makes  arrangements 
with  the  tnist  permitting  the  contracting 
officer  to  examine  purchases  of  stock  by 
the  trust  to  determine  that  prices  paid  are 
at  fair  market  value.  When  excessive 
prices  are  paid,  the  amount  of  the  excess 
wilt  be  credited  to  the  same  indirect  cost 
pools  that  were  charged  for  the  ESOP 
contributions  in  the  year  in  which  the 
stock  purchase  occurs.  However,  when 
the  trust  purchases  the  stock  with  bor¬ 
rowed  funds  which  will  be  repaid  over  a 
period  of  years  by  cash  contributions 
from  the  contractor  to  the  trust,  the 
excess  price  over  fair  market  value  shall 
be  credited  to  the  indirect  cost  pools  pro 
rata  over  the  period  of  years  during 
which  the  contractor  contributes  the  cash 
used  by  the  trust  to  repay  the  loan.  When 
the  fair  market  value  of  unissued  stock  or 
stock  of  a  closely  held  corporation  is  not 
readily  determinable,  the  valuation  will 
be  made  on  a  case-by-case  basis  taking 
into  consideration  the  guidelines  for  val¬ 
uation  used  by  the  1R.S. 

(ii)  Amounts  contributed  to  an  ESOP 
arising  from  either  (A)  an  additional 
investment  tax  credit  (see  1975  Tax  Re¬ 
duction  Act  -  TRASOP’s);  or  (B)  a  pay¬ 
roll-based  tax  credit  (see  Economic  Re¬ 
covery  Tax  Act  of  198 1)  are  unallowable. 
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(iii)  The  requirements  of  subdivision 

(j)(3)(ii)  above  are  applicable  to  Employ¬ 
ee  Stock  Ownership  Plans. 

(k)  Deferred  compensation.  (1)  De¬ 
ferred  compensation  is  an  award  given  by 
an  employer  to  compensate  an  employee 
in  a  future  cost  accounting  period  or 
periods  for  services  rendered  in  one  or 
more  cost  accounting  periods  before  the 
date  of  receipt  of  compensation  by  the 
employee.  Deferred  compensation  does 
not  include  the  amount  of  year-end  ac¬ 
cruals  for  salaries,  wages,  or  bonuses  that 
are  paid  within  a  reasonable  period  of 
time  after  the  end  of  a  cost  accounting 
period.  Subject  to  31.205-6(a),  deferred 
awards  are  allowable  when  they  are  based 
on  current  or  future  services.  Awards 
made  in  periods  subsequent  to  the  period 
when  the  work  being  remunerated  was 
performed  are  not  allowable. 

(2)  The  costs  of  deferred  awards  shall 
be  measured,  allocated,  and  accounted 
for  in  compliance  with  the  provisions  of 
48  CFR  9904.415,  Accounting  for  the 
Cost  of  Deferred  Compensation. 

(3)  Deferred  compensation  payments 
to  employees  under  awards  made  before 
the  effective  date  of  48  CFR  9904.415 
are  allowable  to  the  extent  they  would 
have  been  allowable  under  prior  acquisi¬ 
tion  regulations. 

(l)  Compensation  incidental  to  busi¬ 
ness  acquisitions.  The  following  costs  are 
unallowable: 

( 1 )  Payments  to  employees  under 
agreements  in  which  they  receive  special 
compensation,  in  excess  of  the  contrac¬ 
tor’s  normal  severance  pay  practice,  if 
their  employment  terminates  following  a 
change  in  the  management  control  over, 
or  ownership  of,  the  contractor  or  a 
substantial  portion  of  its  assets. 

(2)  Payments  to  employees  under  plans 
introduced  in  connection  with  a  change 
(whether  actual  or  prospective)  in  the 
management  control  over,  or  ownership 
of,  the  contractor  or  a  substantial  portion 
of  its  assets  in  which  those  employees 
receive  special  compensation,  which  is 
contingent  upon  the  empiovee  remaining 
with  the  contractor  for  a  specified  period 
of  time. 

(m)  Fringe  benefits.  (1)  Fringe  benefits 
are  allowances  and  services  provided  by 
the  contractor  to  its  employees  as  com¬ 


pensation  in  addition  to  regular  wages 
and  salaries.  Fringe  benefits  include,  but 
are  not  limited  to,  the  cost  of  vacations, 
sick  leave,  holidays,  military  leave,  em¬ 
ployee  insurance,  and  supplemental  un¬ 
employment  benefit  plans.  Except  as  pro¬ 
vided  otherwise  in  Subpart  3 1 .2,  the  costs 
of  fringe  benefits  are  allowable  to  the 
extent  that  they  are  reasonable  and  are 
required  by  law,  employer-employee 
agreement,  or  an  established  policy  of  the 
contractor. 

(2)  That  portion  of  the  cost  of  compa¬ 
ny-furnished  automobiles  that  relates  to 
personal  use  by  employees  (including 
transportation  to  and  from  work)  is  unal¬ 
lowable  regardless  of  whether  the  cost  is 
reported  as  taxable  income  to  the  em¬ 
ployees  (see  31.205-46(0). 

(n)  Employee  rebate  and  purchase  dis¬ 
count  plans.  Rebates  and  purchase  dis¬ 
counts,  in  whatever  form,  granted  to 
employees  on  products  or  services  pro¬ 
duced  by  the  contractor  or  affiliates  are 
unallowable. 

(o)  Post-retirement  benefits  other  than 
pensions  (PRB). 

(1)  PRB  covers  all  benefits,  other  than 
cash  benefits  and  life  insurance  benefits 
paid  by  pension  plans,  provided  to  em¬ 
ployees,  their  beneficiaries,  and  covered 
dependents  during  the  period  following 
the  employees’  retirement.  Benefits  en¬ 
compassed  include,  but  are  not  limited 
to,  post-retirement  health  care;  life  insur¬ 
ance  provided  outside  a  pension  plan; 
and  other  welfare  benefits  such  as  tuition 
assistance,  day  care,  legal  services,  and 
housing  subsidies  provided  after  retire¬ 
ment. 

(2)  To  be  allowable,  PRB  costs  must  be 
reasonable  and  incurred  pursuant  to  law, 
employer-employee  agreement,  or  an  es¬ 
tablished  policy  of  the  contractor.  In 
addition,  to  be  allowable  in  the  current 
year,  PRB  costs  must  be  paid  either  to  (i) 
an  insurer,  provider,  or  other  recipient  as 
current  year  benefits  or  premiums,  or  (ii) 
an  insurer  or  trustee  to  establish  and 
maintain  a  fund  or  reserve  for  the  sole 
purpose  of  providing  PRB  to  retirees. 
The  costs  in  paragraph  (o)(2)(ii)  of  this 
subsection  must  also  be  calculated  in 
accordance  with  generally  accepted  actu¬ 
arial  principles  and  practices  as  promul¬ 
gated  by  the  Actuarial  Standards  Boaid, 
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and  be  funded  by  the  time  set  for  filing 
the  Federal  income  tax  return  or  any 
extension  thereof.  PRB  costs  assigned  to 
the  current  year,  but  not  funded  or  other¬ 
wise  liquidated  by  the  tax  return  time, 
shall  not  be  allowable  in  any  subsequent 
year. 

(3)  Increased  PRB  costs  caused  by 
delay  in  funding  beyond  30  days  after 
each  quarter  of  the  year  to  which  they  are 
assignable  are  unallowable. 

(4)  Costs  of  postretirement  benefits 
attributable  to  past  service  (“transition 
obligation”)  as  defined  in  Financial  Ac¬ 
counting  Standards  Board  Statement 
106,  paragraph  1 10,  are  allowable  subject 
to  the  following  limitation:  The  allowable 
amount  of  such  costs  assignable  to  a 
contractor  fiscal  year  cannot  exceed  the 
amount  of  such  costs  which  would  be 
assigned  to  that  contractor  fiscal  year 
under  the  delayed  recognition  methodol¬ 
ogy  described  in  paragraphs  112  and  113 
of  Statement  106. 

(5)  The  Government  shall  receive  an 
equitable  share  of  any  amount  of  previ¬ 
ously  funded  PRB  costs  which  revert  or 
inure  to  the  contractor.  Such  equitable 
share  shall  reflect  the  Government’s  pre¬ 
vious  participation  in  PRB  costs  through 
those  contracts  for  which  certified  cost  or 
pricing  data  were  required  or  which  were 
subject  to  Subpart  31.2. 

(FACs  84-15,  7  Apr  86;  84-21,  29  Aug 
86;  84-26,  30  Jul  87;  84-3,  30  Sep  87;  84- 
35,  4  Apr  88;  84-39,  3  Oct  88;  84-44,  28 
Apr  89;  84-51,  20  Sep  89;  90-5,  25  Jul 
1991;  90-7,  23  Sep  1991;  90-12,  31  Aug 
1992) 

31.205-7  Contingencies. 

(a)  “Contingency,”  as  used  in  this 
subpart,  means  a  possible  future  event  or 
condition  arising  from  presently  known 
or  unknown  causes,  the  outcome  of 
which  is  indeterminable  at  the  present 
time. 

(b)  Costs  for  contingencies  are  general¬ 
ly  unallowable  for  historical  costing  pur¬ 
poses  because  such  costing  deals  with 
costs  incurred  and  recorded  on  the  con¬ 
tractor’s  books.  However,  in  some  cases, 
as  for  e.xample,  terminations,  a  contin¬ 
gency  factor  may  be  recognized  when  it  is 
applicable  to  a  past  period  to  give  recog- 
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nition  to  minor  unsettled  factors  in  the 
interest  of  expediting  settlement. 

(c)  In  connection  with  estimates  of 
future  costs,  contingencies  fall  into  two 
categories: 

(1)  Those  that  may  arise  from  presently 
known  and  existing  conditions,  the  ef¬ 
fects  of  which  are  foreseeable  within 
reasonable  limits  of  accuracy;  e.g.,  antici¬ 
pated  costs  of  rejects  and  defective  work. 
Contingencies  of  this  category  are  to  be 
included  in  the  estimates  of  future  costs 
so  as  to  provide  the  best  estimate  of 
performance  cost. 

(2)  Those  that  may  arise  from  presently 
known  or  unknown  conditions,  the  effect 
of  which  cannot  be  measured  so  precisely 
as  to  provide  equitable  results  to  the 
contractor  and  to  the  Government;  e.g., 
results  of  pending  litigation.  Contingen¬ 
cies  of  this  category  are  to  be  excluded 
from  cost  estimates  under  the  several 
items  of  cost,  but  should  be  disclosed 
separately  (including  the  basis  upon 
which  the  contingency  is  computed)  to 
facilitate  the  negotiation  of  appropriate 
contractual  coverage.  (See,  for  example, 

31.205- 6(g),  31.205-19,  and  31.205-24.) 

31.205- 8  Contributions  or  donations. 

Contributions  or  donations,  including 
cash,  property  and  services,  regardless  of 
recipient,  are  unallowable,  except  as  pro¬ 
vided  in  3 1.205- 1(e)(3). 

(FAC  84-15,  7  Apr  86) 

31.205- 9  Reserved. 

31.205- 10  Cost  of  money. 

(a)  Facilities  capital  cost  of  money  -  (1) 
General,  (i)  Facilities  capital  cost  of  mon¬ 
ey  (cost  of  capital  committed  to  facilities) 
is  an  imputed  cost  determined  by  apply¬ 
ing  a  cost-of-money  rate  to  facilities 
capital  employed  in  contract  perfor¬ 
mance.  A  cost-of-money  rate  is  uniformly 
imputed  to  all  contractors  (see  subdivi¬ 
sion  (ii)  below).  Capital  employed  is 
determined  without  regard  to  whether  its 
source  is  equity  or  borrowed  capital.  The 
resulting  cost  of  money  is  not  a  form  of 
interest  on  borrowings  (see  31.205-20). 

(ii)  CAS  414,  Cost  of  Money  as  an 
Element  of  the  Cost  of  Facilities  Capital, 
establishes  criteria  for  measuring  and 
allocating,  as  an  element  of  contract  cost. 
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the  cost  of  capital  committed  to  facilities. 
Cost-of-money  factors  are  developed  on 
Form  CASB-CMF,  broken  down  by  over¬ 
head  pool  at  the  business  unit,  using  (A) 
business-unit  facilities  capital  data,  (B) 
overhead  allocation  base  data,  and  (C) 
the  cost-of-money  rate,  which  is  based  on 
interest  rates  specified  by  the  Secretary  of 
the  Treasury  under  Public  Law  92-41. 

(2)  Allowability.  Whether  or  not  the 
contract  is  otherwise  subject  to  CAS, 
facilities  capital  cost  of  money  is  allow¬ 
able  if— - 

(i)  The  contractor’s  capital  investment 
is  measured,  allocated  to  contracts,  and 
costed  in  accordance  with  CAS  414; 

(ii)  The  contractor  maintains  adequate 
records  to  demonstrate  compliance  with 
this  standard; 

(iii)  The  estimated  facilities  capital  cost 
of  money  is  specifically  identified  or 
proposed  in  cost  proposals  relating  to  the 
contract  under  which  this  cost  is  to  be 
claimed;  and 

(iv)  The  requirements  of  31.205-52, 
which  limit  the  allowability  of  facilities 
capital  cost  of  money,  are  observed. 

(3)  Accounting.  The  facilities  capital 
c  jst  of  money  need  not  be  entered  on  the 
contractor’s  books  of  account.  However, 
the  contractor  shall  (i)  make  a  memoran¬ 
dum  entry  of  the  cost,  and  (ii)  maintain, 
in  a  manner  that  permits  audit  and 
verification,  all  relevant  schedules,  cost 
data,  and  other  data  necessary  to  support 
the  entry  fully. 

(4)  Payment.  Facilities  capital  cost  of 
money  that  is  (i)  allowable  under  sub¬ 
paragraph  (2)  above,  and  (ii)  calculated, 

■'ocated,  and  documented  in  accordance 

ith  this  cost  principle  shall  be  an  “in¬ 
curred  cost’’  for  reimbursement  purposes 
under  applicable  cost-reimbursement 
contracts  and  for  progress  payment  pur¬ 
poses  under  fixed-price  contracts. 

(5)  The  cost  of  money  resulting  from 
including  asset  valuations  resulting  from 
business  combinations  in  the  facilities 
capital  employed  base  is  unallowable  (see 
31.205-52). 

(b)  Cost  of  money  as  an  element  of  f'? 
cost  of  capital  as.  ets  under  construction  - 
(1)  General,  (i)  Cost  of  money  as  an 
element  of  the  cost  of  capital  assets  under 
construction  is  an  imputed  cost  deter¬ 
mined  by  applying  a  cost-of-money  rate 


to  the  investment  in  tangible  and  intangi¬ 
ble  capital  assets  while  they  are  being 
constructed,  fabricated,  or  developed  for 
a  contractor’s  own  use.  Capital  employed 
is  determined  without  regard  to  whether 
its  source  is  equity  or  borrowed  capital. 
The  resulting  cost  of  money  is  not  a  form 
of  interest  on  borrowing  (see  3 1 .205-20). 

(ii)  CAS  417,  Cost  of  Money  as  an 
Element  of  the  Cost  of  Capital  Assets 
Under  Construction,  establishes  criteria 
for  measuring  and  allocating,  as  an  ele¬ 
ment  of  contract  cost,  the  cost  of  capital 
committed  to  capital  assets  under  con¬ 
struction,  fabrication,  or  development. 

(2)  Allowability,  (i)  Whether  or  not  the 
contract  is  otherwise  subject  to  CAS,  and 
except  as  specified  in  subdivision  (ii) 
below,  the  cost  of  money  for  capital 
assets  under  construction,  fabrication,  or 
development  is  allowable  if— 

(A)  The  cost  of  money  is  calculated, 
allocated  to  contracts,  and  costed  in 
accordance  with  CAS  417; 

(B)  The  contractor  maintains  adequate 
records  to  demonstrate  compliance  with 
this  standard; 

(C)  The  cost  of  money  for  tangible 
capital  assets  is  included  in  the  capital¬ 
ized  cost  that  provides  the  basis  for 
allowable  depreciation  costs,  or,  in  the 
case  of  intangible  capital  assets,  the  cost 
of  money  is  included  in  the  cost  of  those 
assets  for  which  amortization  costs  are 
allowable;  and 

(D)  The  requirements  of  31.205-52, 
which  limit  the  allowability  of  cost  of 
money  for  capital  assets  under  construc¬ 
tion,  fabrication,  or  development,  are 
observed. 

(ii)  Actual  interest  cost  in  lieu  of  the 
calculated  imputed  cost  of  money  for 
capital  assets  under  construction,  fabrica¬ 
tion,  or  development  is  unallowable. 

(3)  Accounting.  The  cost  of  money  for 
capital  assets  under  construction  need 
not  be  entered  on  the  contractor’s  books 
of  account.  However,  the  contractor  shall 
(i)  make  a  memorandum  entry  of  the  cost 
and  (ii)  maintain,  in  a  manner  that 
permits  audit  and  verification,  all  rele¬ 
vant  schedules,  cost  data,  and  other  data 
necessary  to  support  the  entry  fully. 

(4)  Payment.  The  cost  of  money  for 
capital  assets  under  construction  that  is 
allowable  under  subparagraph  (2)  above 
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of  this  cost  principle  shall  be  an  incurred 
cost  for  reimbursement  purposes  under 
applicable  cost-reimbursement  contracts 
and  for  progress  payment  purposes  under 
fixed-price  contiacts. 

(FACs  84-3,  27  Jun  84;  84-30,  30  Sep 
87;  84-58,  23  Jul  90;  90-5,  25  Jul  1991; 
90-12,  31  Aug  1992) 

31.205-11  Depreciation. 

(a)  Depreciation  is  a  charge  to  current 
operations  which  distributes  the  cost  of  a 
tangible  capital  asset,  less  estimated  re¬ 
sidual  value,  over  the  estimated  useful 
life  of  the  asset  in  a  systematic  and  logical 
manner.  It  does  not  involve  a  process  of 
valuation.  Useful  life  refers  to  the  pro¬ 
spective  period  of  economic  usefulness  in 
a  particular  contractor’s  operations  as 
distinguished  from  physical  life;  it  is 
evidenced  by  the  actual  or  estimated 
retirement  and  replacement  practice  of 
the  contractor. 

(b)  Contractors  having  contracts  sub¬ 
ject  to  48  CFR  9904.409,  Depreciation  of 
Tangible  Capital  Assets,  must  adhere  to 
the  requirement  of  that  standard  for  all 
fully  CAS-covered  contracts  and  may 
elect  to  adopt  the  standard  for  all  other 
contracts.  All  requirements  of  48  CFR 

9904.409  are  applicable  if  the  election  is 
made,  and  its  requirements  supersede 
any  conflicting  requirements  of  this  cost 
principle.  Once  electing  to  adopt  48  CFR 

9904.409  for  all  contracts,  contractors 
must  continue  to  follow  it  until  notifica¬ 
tion  of  final  acceptance  of  all  deliverable 
items  on  all  open  negotiated  Government 
contracts.  Paragraphs  (c)  through  (e)  be¬ 
low  apply  to  contracts  to  which  48  CFR 

9904.409  is  not  applied. 

(c)  Normal  depreciation  on  a  contrac¬ 
tor’s  plant,  equipment,  and  other  capital 
facilities  is  an  allowable  contract  cost,  if 
the  contractor  is  able  to  demonstrate  that 
it  is  reasonable  and  allocable  (but  see 
paragraph  (i)  below). 

(d)  Depreciation  shall  be  considered 
reasonable  if  the  contractor  follows  poli¬ 
cies  and  procedures  that  are — 

(1)  Consistent  with  those  followed  in 
the  same  cost  center  for  business  other 
than  Government; 

(2)  Reflected  in  the  contractor’s  books 
of  accounts  and  financial  statements;  and 
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(3)  Both  used  and  acceptable  for  Feder¬ 
al  income  tax  purposes. 

(e)  When  the  depreciation  reflected  on 
a  contractor’s  books  of  accounts  and 
financial  statements  differs  from  that 
used  and  acceptable  for  Federal  income 
tax  purposes,  reimbursement  shall  be 
based  on  the  asset  cost  amortized  over 
the  estimated  useful  life  of  the  property 
using  depreciation  methods  (straight  line, 
sum  of  the  years’  digits,  etc.)  acceptable 
for  income  tax  purposes.  Allowable  de¬ 
preciation  shall  not  exceed  the  amounts 
used  for  book  and  statement  purposes 
and  shall  be  determined  in  a  manner 
consistent  with  the  depreciation  policies 
and  procedures  followed  in  the  same  cost 
center  on  non-Govemment  business. 

(f)  Depreciation  for  reimbursement 
purposes  in  the  case  of  tax-exempt  orga¬ 
nizations  shall  be  determined  on  the 
basis  described  in  paragraph  (e)  immedi¬ 
ately  above. 

(g)  Special  considerations  are  required 
for  assets  acquired  before  the  effective 
date  of  this  cost  principle  if,  on  that  date, 
the  undepreciated  balance  of  these  assets 
resulting  from  depreciation  policies  and 
proceduies  used  previously  for  Govern¬ 
ment  con  racts  and  subcontracts  is  differ¬ 
ent  from  the  undepreciated  balance  on 
the  books  and  financial  statements.  The 
undepreciated  balance  for  contract  cost 
purposes  shall  be  depreciated  over  the 
remaining  life  using  the  methods  and 
lives  followed  for  book  purposes.  The 
aggregate  depreciation  of  any  asset  allow¬ 
able  after  the  effective  date  of  this 
31.205-1 1  shall  not  exceed  the  cost  basis 
of  the  asset  less  any  depreciation  allowed 
or  allowable  under  prior  acquisition  regu¬ 
lations. 

(h)  Depreciation  should  usually  be  allo¬ 
cated  to  the  contract  and  other  work  as 
an  indirect  cost.  The  amount  of  deprecia¬ 
tion  allowed  in  any  accounti.ig  period 
may,  consistent  with  the  basic  objectives 
in  paragraph  (a)  above,  vary  with  volume 
of  production  or  use  of  multishift  opera¬ 
tions. 

(i)  In  the  case  of  emergency  facilities 
covered  by  certificates  of  necessity,  a 
contractor  may  elect  to  use  normal  depre¬ 
ciation  without  requesting  a  determina¬ 
tion  of  “true  depreciation,’’  or  may  elect 
to  use  either  normal  or  “true  deprecia- 
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tion”  after  a  determination  of  “true  de¬ 
preciation”  has  been  made  by  an  Emer¬ 
gency  Facilities  Depreciation  Board 
(EFDB).  The  method  elected  must  be 
followed  consistently  thoughout  the  life 
of  the  emergency  facility.  When  an  elec¬ 
tion  is  made  to  use  normal  depreciation, 
the  criteria  in  paragraphs  (c),  (d),  (e),  and 
(0  above  shall  apply  for  both  the  emer¬ 
gency  period  and  the  post-emergency 
period.  When  an  election  is  made  to  use 
“true  depreciation,”  the  amount  allow¬ 
able  as  depreciation — 

(1)  With  respect  to  the  emergency 
period  (five  years),  shall  be  computed  in 
accordance  with  the  determination  of  the 
EFDB  and  allocated  rateably  over  the  full 
five  year  emergency  period;  provided  no 
other  allowance  is  made  which  would 
duplicate  the  factors,  such  as  extraordi¬ 
nary  obsolescence,  covered  by  the 
Board’s  determination;  and 

(2)  After  the  end  of  the  emergency 
period,  shall  be  computed  by  distributing 
the  remaining  undepreciated  portion  of 
the  cost  of  the  emergency  facility  over  the 
balance  of  its  useful  life  provided  the 
remaining  undepreciated  portion  of  such 
cost  shall  not  include  any  amount  of 
unrecovered  “true  depreciation.” 

(j)  No  depreciation,  rental,  or  use 
charge  shall  be  allowed  on  property  ac¬ 
quired  at  no  cost  from  the  Government 
by  the  contractor  or  by  any  division, 
subsidiary,  or  affiliate  of  the  contractor 
under  common  control. 

(k)  The  depreciation  on  any  item  which 
meets  the  criteria  for  allowance  at  a  price 
under  31.205-26(e)  may  be  based  on  that 
price,  provided  the  same  policies  and 
procedures  are  used  for  costing  all  busi¬ 
ness  of  the  using  division,  subsidiary,  or 
organization  under  common  control. 

(l)  No  depreciation  or  rental  shall  be 
allowed  on  property  fully  depreciated  by 
the  contractor  or  by  any  division,  subsid¬ 
iary,  or  affiliate  of  the  contractor  under 
common  control.  However,  a  reasonable 
charge  for  using  fully  depreciated  proper¬ 
ty  may  be  agreed  upon  and  allowed  (but 
see  31.109(h)(2)).  In  determining  the 
charge,  consideration  shall  be  given  to 
cost,  total  estimated  useful  life  at  the 
time  of  negotiations,  effec.  of  any  in¬ 
creased  maintenance  charges  or  de¬ 
creased  efficiency  due  to  age,  and  the 


amount  of  depreciation  previously 
charged  to  Government  contracts  or  sub¬ 
contracts. 

(m)  CAS  404,  Capitalization  of  Tangi¬ 
ble  Assets,  applies  to  assets  acquired  by  a 
capital  lease  as  defined  in  Statement  of 
Financial  Accounting  Standard  No.  13 
(FAS- 13),  Accounting  for  Leases,  issued 
by  the  Financial  Accounting  Standards 
Board  (FASB).  Compliance  with  CAS 
404  and  FAS-13  requires  that  such  leased 
assets  (capital  leases)  be  treated  as  pur¬ 
chased  assets;  i.e.,  be  capitalized  and  the 
capitalized  value  of  such  assets  be  distrib¬ 
uted  over  their  useful  lives  as  deprecia¬ 
tion  charges,  or  over  the  leased  life  as 
amortization  charges  as  appropriate.  As¬ 
sets  whose  leases  are  classified  as  capital 
leases  under  FAS-13  are  subject  to  the 
requirements  of  31.205-1  1  while  assets 
acquired  under  leases  classified  as  operat¬ 
ing  leases  are  subject  to  the  requirements 
on  rental  costs  in  31.205-36.  The  stan¬ 
dards  of  financial  accounting  and  report¬ 
ing  prescribed  by  FAS-13  are  incorporat¬ 
ed  into  this  principle  and  shall  govern  its 
application,  except  as  provided  in  sub- 
paragraphs  (1),  (2),  and  (3)  below. 

(1)  Rental  costs  under  a  sale  and  lease¬ 
back  arrangement  shall  be  allowable  up 
to  the  amount  that  would  have  been 
allowed  had  the  contractor  retained  title 
to  the  property. 

(2)  Capital  leases,  as  defined  in  FAS- 
13,  for  all  real  and  personal  property, 
between  any  related  parties  are  subject  to 
the  requirements  of  this  subparagraph 
31.205-1  l(in).  If  it  is  determined  that  the 
terms  of  the  lease  have  been  significantly 
aftected  by  the  fact  that  the  lessee  and 
lessor  are  related,  depreciation  charges 
shall  not  be  allowed  in  excess  of  those 
which  would  have  occurred  if  the  lease 
contained  terms  consistent  with  those 
found  in  a  lease  between  unrelated  par¬ 
ties, 

(3)  Assets  acquired  under  leases  that 
the  contractor  must  capitalize  under 
FAS-13  shall  not  be  treated  as  purchased 
assets  for  contract  purposes  if  the  leases 
are  covered  by  Z1.205-36(b)(4). 

(n)  Whether  or  not  the  contract  is 
otherwise  subject  to  CAS,  the  require¬ 
ments  of  31.205-52,  which  limit  the  al¬ 
lowability  of  depreciation,  shall  be  ob¬ 
served. 
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(FACs  84-30,  30  Sep  87;  84-58,  23  Jul 
90;  90-12,  31  Aug  1992) 

31.205- 12  Economic  planning  costs. 

(a)  This  category  includes  costs  of 
generalized  long-range  management  plan¬ 
ning  that  is  concerned  with  the  future 
overall  development  of  the  contractor’s 
business  and  that  may  take  into  account 
the  eventual  possibility  of  economic  dis¬ 
locations  or  fundamental  alterations  in 
those  markets  in  which  the  contractor 
currently  does  business.  Economic  plan¬ 
ning  costs  do  not  include  organization  or 
reorganization  costs  covered  by  31.205- 
27. 

(b)  Economic  planning  costs  are  allow¬ 
able  as  indirect  costs  to  be  properly 
allocated. 

(c)  Research  and  development  and 
engineering  costs  designed  to  lead  to  new 
products  for  sale  to  the  general  public  are 
not  allowable  under  this  principle. 

31.205- 13  Employee  morale,  health, 
welfare,  food  service,  and  dormitory  costs 
and  credits. 

(a)  Abrogate  costs  incurred  on  activi¬ 
ties  designed  to  improve  working  condi¬ 
tions,  employer-employee  relations,  em¬ 
ployee  morale,  and  employee  perfor¬ 
mance  (less  income  generated  by  these 
activities)  are  allowable,  except  as  limited 
by  paragraph  (b)  immediately  below,  and 
to  the  extent  that  the  net  amount  is 
reasonable.  Some  examples  are  house 
publications,  health  clinics,  recreation, 
employee  counseling  services,  and  food 
and  dormitory  services,  which  include 
operating  or  furnishing  facilities  for  cafe¬ 
terias,  dining  rooms,  canteens,  lunch 
wagons,  vending  machines,  living  accom¬ 
modations,  or  similar  types  of  services 
for  the  contractor’s  employees  at  or  near 
the  contractor’s  facilities. 

(b)  Losses  from  operating  food  and 
dormitory  services  may  be  included  as 
costs  only  if  the  contractor’s  objective  is 
to  operate  such  services  on  a  break-even 
basis.  Losses  sustained  because  food  ser¬ 
vices  or  lodging  accommodations  are 
furnished  without  charge  or  at  prices  or 
rates  which  obviously  w'ould  not  be  con¬ 
ducive  t9  the  accomplishment  of  the 
above  objective  are  not  allowable.  A  loss 
may  be  allowed,  however,  to  the  extent 


that  the  contractor  can  demonstrate  that 
unusual  circumstances  exist  (e.g.,  (1) 
where  the  contractor  must  provide  food 
or  dormitory  services  at  remote  locations 
where  adequate  commercial  facilities  are 
not  reasonably  available,  or  (2)  where 
charged  but  unproductive  labor  costs 
would  be  excessive  but  for  the  services 
provided  or  where  cessati  on  or  reduction 
of  food  or  dormitory  operations  will  not 
otherwise  yield  net  cost  savings)  such  that 
even  with  efficient  management,  operat¬ 
ing  the  services  on  a  break-even  basis 
would  require  charging  inordinately  high 
prices,  or  prices  or  rates  higher  than  those 
charged  by  commercial  establishments 
offering  the  same  services  in  the  same 
geographical  areas.  Costs  of  food  and 
dormitory  services  shall  include  an  allo¬ 
cable  share  of  indirect  expenses  pertain¬ 
ing  to  these  activities. 

(c)  When  the  contractor  has  an  arrange¬ 
ment  authorizing  an  employee  associa¬ 
tion  to  provide  or  operate  a  service,  such 
as  vending  machines  in  the  contractor’s 
plant,  and  retain  the  profits,  such  profits 
shall  be  treated  in  the  same  manner  as  if 
the  contractor  were  providing  the  service 
(but  see  paragraph  (d)  immediately  be¬ 
low). 

(d)  Contributions  by  the  contractor  to 
an  employee  organization,  including 
funds  from  vending  machine  receipts  or 
similar  sources,  may  be  included  as  costs 
incurred  under  paragraph  (a)  above  only 
to  the  extent  that  the  contractor  demon¬ 
strates  that  an  equivalent  amount  of  the 
costs  incurred  by  the  employee  organiza¬ 
tion  would  be  allowable  if  directly  in¬ 
curred  by  the  contractor. 

(FACs  84-15,  7  Apr  86) 

31.205-14  Entertainment  costs. 

Costs  of  amusement,  diversion,  social 
activities,  and  any  directly  associated 
costs  such  as  tickets  to  shows  or  sports 
events,  meals,  lodging,  rentals,  transpor¬ 
tation,  and  gratuities  are  unallowable 
(but  see  31.205-1  and  31.205-13).  Costs 
of  membership  in  social,  dining,  or  coun¬ 
try  clubs  or  other  organizations  having 
the  same  purposes  are  also  unallowable, 
regardless  of  whether  the  cost  is  reported 
as  taxable  income  to  the  employees. 

(FAC  84-15,  7  Apr  86) 
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31.205- 15  Fines,  penalties,  and 
mischarging  costs. 

(a)  Costs  of  fines  and  penalties  result¬ 
ing  from  violations  of,  or  failure  of  the 
contractor  to  comply  with,  Federal,  State, 
local,  or  foreign  laws  and  regulations,  are 
unallowable  except  when  incurred  as  a 
result  of  compliance  with  specific  terms 
and  conditions  of  the  contract  or  written 
instiuctions  from  the  contracting  officer. 

(b)  Costs  incurred  in  connection  with, 
or  related  to,  the  mischarging  of  costs  on 
Government  contracts  are  unallowable 
when  the  costs  are  caused  by,  or  result 
from,  alteration  or  destruction  of  records, 
or  other  false  or  improper  charging  or 
recording  of  costs.  Such  costs  include 
those  incurred  to  measure  or  otherwise 
determine  the  magnitude  of  the  improper 
charging,  and  costs  incurred  to  remedy  or 
correct  the  mischarging,  such  as  costs  to 
rescreen  and  reconstruct  records. 

(FACs  84-15,  7  Apr  86;  84-44,  28  Apr 
89;  90-3,  22  Jan  91) 

31.205- 16  Gains  and  losses  on 
disposition  of  depreciable  property  or 
other  capital  assets. 

(a)  Gains  and  losses  from  the  sale, 
retirement,  or  other  disposition  (but  see 

31.205- 19)  of  depreciable  property  shall 
be  included  in  the  year  in  which  they 
occur  as  credits  or  charges  to  the  cost 
grouping(s)  in  which  the  depreciation  or 
amortization  applicable  to  those  assets 
was  included  (but  see  paragraph  (d)  of 
this  subsection).  However,  no  gain  or  loss 
shall  be  recognized  as  a  result  of  the 
transfer  of  assets  in  a  business  combina¬ 
tion  (see  31.205-52). 

(b)  Gains  and  losses  on  disposition  of 
tangible  capital  assets,  including  those 
acquired  under  capital  leases  (see  31.205- 
1  l(m),  shall  be  considered  as  adjustments 
of  depreciation  costs  previously  recog¬ 
nized.  The  gain  or  loss  for  each  asset 
disposed  of  is  the  difference  between  the 
net  amount  realized,  including  insurance 
proceeds  from  involuntary  conversions, 
and  its  undepreciated  balance.  The  gain 
recognized  for  contract  costing  purposes 
shall  be  limited  to  the  difference  between 
the  acquisition  cost  (or  for  assets  ac¬ 
quired  under  a  capital  lease,  the  value  at 
which  the  leased  asset  is  capitalized)  of 


the  asset  and  its  undepreciated  balance 
(except  see  subdivisions  (c)(2)(i)  or  (ii) 
below). 

(c)  Special  considerations  apply  to  an 
involuntary  conversion  which  occurs 
when  a  contractor’s  property  is  destroyed 
by  events  over  which  the  owner  has  no 
control,  such  as  fire,  windstorm,  flood, 
accident,  theft,  etc.,  and  an  insurance 
award  is  recovered.  The  following  govern 
involuntary  conversions: 

(1)  When  there  is  a  cash  award  and  the 
converted  asset  is  not  replaced,  gain  or 
loss  shall  be  recognized  in  the  period  of 
disposition.  The  gain  recognized  for  con¬ 
tract  costing  purposes  shall  be  limited  to 
the  difference  between  the  acquisition 
cost  of  the  asset  and  its  undepreciated 
balance. 

(2)  When  the  converted  asset  is  re¬ 
placed,  the  contractor  shall  either — 

(i)  Adjust  the  depreciable  basis  of  the 
new  asset  by  the  amount  of  the  total 
realized  gain  or  loss;  or 

(ii)  Recognize  the  gain  or  loss  in  the 
period  of  disposition,  in  which  case  the 
Government  shall  participate  to  the  same 
extent  as  outlined  in  subparagraph  (c)(1) 
above. 

(d)  Gains  and  losses  on  the  disposition 
of  depreciable  property  shall  not  be  rec¬ 
ognized  as  a  separate  charge  or  credit 

Wlitl — 

(1)  Gains  and  losses  are  processed 
through  the  depreciation  reserve  account 
and  reflected  in  the  depreciation  allow¬ 
able  under  31.205-1 1;  or 

(2)  The  property  is  exchanged  as  part 
of  the  purchase  price  of  a  similar  item, 
and  the  gain  or  loss  is  taken  into  consid¬ 
eration  in  the  depreciation  cost  basis  of 
the  new  item. 

(e)  Gains  and  losses  arising  from  mass 
or  extraordinary  sales,  retirements,  or 
other  disposition  other  than  through 
business  combinations  shall  be  consid¬ 
ered  on  a  case-by-case  basis. 

(0  Gains  and  losses  of  any  nature 
arising  from  the  sale  or  exchange  of 
capital  assets  other  than  depreciable 
property  shall  be  excluded  in  computing 
contract  costs. 

(FAC  84-58,  23  Jul  90) 
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31.205- 17  Idle  facilities  and  idle  capacity 
costs. 

(a)  “Costs  of  idle  facilities  or  idle 
capacity,”  as  used  in  this  subsection, 
means  costs  such  as  maintenance,  repair, 
housing,  rent,  and  other  related  costs; 
e.g.,  property  taxes,  insurance,  and  depre¬ 
ciation. 

“Facilities,”  as  used  in  this  subsection, 
means  plant  or  any  portion  thereof  (in¬ 
cluding  land  integral  to  the  operation), 
equipment,  individually  or  collectively, 
or  any  other  tangible  capital  asset,  wher¬ 
ever  located,  and  whether  owned  or 
leased  by  the  contractor. 

“Idle  capacity,”  as  used  in  this  subsec¬ 
tion,  means  the  unused  capacity  of  par¬ 
tially  used  facilities.  It  is  the  difference 
between  that  which  a  facility  could 
achieve  under  100  percent  operating  time 
on  a  one-shift  basis,  less  operating  inter¬ 
ruptions  resulting  from  time  lost  for 
repairs,  setups,  unsatisfactory  materials, 
and  other  normal  delays,  and  the  extent 
to  which  the  facility  was  actually  used  to 
meet  demands  during  the  accounting 
period.  A  multiple-shift  basis  may  be 
used  in  the  calculation  instead  of  a  one- 
shift  basis  if  it  can  be  shown  that  this 
amount  of  usage  could  normally  be  ex¬ 
pected  for  the  type  of  facility  involved. 

“Idle  facilities,”  as  used  in  this  subsec¬ 
tion,  means  completely  unused  facilities 
that  are  excess  to  the  contractor’s  current 
needs. 

(b)  The  costs  of  idle  facilities  are  unal¬ 
lowable  unless  the  facilities — 

(1)  Are  necessary  to  meet  fluctuations 
in  workload;  or 

(2)  Were  necessary  when  acquired  and 
are  now  idle  because  of  changes  in  re¬ 
quirements,  production  economies,  reor¬ 
ganization,  termination,  or  other  causes 
which  could  not  have  been  reasonably 
foreseen.  (Costs  of  idle  facilities  are  al¬ 
lowable  for  a  reasonable  period,  ordinari¬ 
ly  not  to  exceed  1  year,  depending  upon 
the  initiative  taken  to  use,  lease,  or 
dispose  of  the  idle  facilities  (but  see 

31.205- 42)). 

(c)  Costs  of  idle  capacity  are  costs  of 
doing  business  and  are  a  factor  in  the 
normal  fluctuations  of  usage  or  overhead 
rates  from  period  to  period.  Such  costs 
are  allowable  provided  the  capacity  is 


necessary  or  was  originally  reasonable 
and  is  not  subject  to  reduction  or  elimi¬ 
nation  by  subletting,  renting,  or  sale,  in 
accordance  with  sound  business,  eco¬ 
nomics,  or  security  practices.  Widespread 
idle  capacity  throughout  an  entire  plant 
or  among  a  group  of  assets  having  sub¬ 
stantially  the  same  function  may  be  idle 
facilities. 

(d)  Any  costs  to  be  paid  directly  by  the 
Government  for  idle  facilities  or  idle 
capacity  reserved  for  defense  mobiliza¬ 
tion  production  shall  be  the  subject  of  a 
separate  agreement. 

31.205-18  Independent  research  and 
development  and  bid  and  proposal  costs. 

(a)  Definitions. 

“Applied  research,”  as  used  in  this 
subsection,  means  that  effort  which  (1) 
normally  follows  basic  research,  but  may 
not  be  severable  from  the  related  basic 
research,  (2)  attempts  to  determine  and 
exploit  the  potential  of  scientific  discov¬ 
eries  or  improvements  in  technology, 
materials,  processes,  methods,  devices,  or 
techniques,  and  (3)  attempts  to  advance 
the  state  of  the  art.  Applied  research  does 
not  include  efforts  whose  principal  aim  is 
design,  development,  or  test  of  specific 
items  or  services  to  be  considered  for 
sale;  these  efforts  are  within  the  defini¬ 
tion  of  the  term  “development,”  defined 
in  this  subsection. 

“Basic  research,”  as  used  in  this  sub¬ 
section,  means  that  research  which  is 
directed  toward  increase  of  knowledge  in 
science.  The  primary  aim  of  basic  re¬ 
search  is  a  fuller  knowledge  or  under¬ 
standing  of  the  subject  under  study,  rath¬ 
er  than  any  practical  application  thereof. 

“Bid  and  proposal  (B&P)  costs,”  as 
used  in  this  subsection,  means  the  costs 
incurred  in  preparing,  submitting,  and 
supporting  bids  and  proposals  (whether 
or  not  solicited)  on  potential  Govern¬ 
ment  or  non-Government  contracts.  The 
term  does  not  include  the  costs  of  effort 
sponsored  by  a  grant  or  cooperative 
agreement  or  required  in  contract  perfor¬ 
mance  of  a  contract. 

“Company,”  as  used  in  this  sub.section, 
means  all  divisions,  subsidiaries,  and 
affiliates  of  the  contractor  under  com¬ 
mon  control. 
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“Contractor,”  as  used  in  paragraph 
(c)(2)  of  this  subsection,  includes  all 
divisions,  subsidiaries,  and  affiliates  un¬ 
der  common  control. 

“Covered  contract,”  as  used  in  para¬ 
graph  (c)(2)  of  this  subsection,  means  a 
prime  contract  entered  into  by  a  Govern¬ 
ment  agency  for  an  amount  more  than 
$100,000  except  for  a  fixed-price  con¬ 
tract  without  cost  incentives.  It  also  in¬ 
cludes  a  subcontract  for  an  amount  more 
than  $100,000,  except  for  a  fixed-price 
subcontract  without  cost  incentives  un¬ 
der  such  a  prime  contract. 

“Covered  segment,”  as  used  in  para¬ 
graph  (c)(2)  of  this  subsection,  means  a 
product  division  of  the  contractor  that 
allocated  more  than  $1,000,000  in 
IR&D/B&P  costs  to  covered  contracts 
during  the  preceding  fiscal  year.  In  the 
case  of  a  contractor  that  has  no  product 
divisions,  such  term  means  that  contrac¬ 
tor  as  a  whole.  A  product  division  of  the 
contractor  that  allocated  less  than 
$1,000,000  in  IR&D/B&P  costs  to  cov¬ 
ered  contracts  during  the  preceding  fiscal 
year  shall  not  be  subject  to  the  limitations 
for  major  contractors  set  forth  in  31.205- 
18(c)(2)(i)  and  (c)(2)(ii). 

“Development,”  as  used  in  this  subsec¬ 
tion,  means  the  systematic  use,  under 
whatever  name,  of  scientific  and  techni¬ 
cal  knowledge  in  the  design,  develop¬ 
ment,  test,,  or  evaluation  of  a  potential 
new  product  or  service  (or  of  an  improve¬ 
ment  in  an  existing  product  or  service) 
for  the  purpose  of  meeting  specific  per¬ 
formance  requirements  or  objectives.  De¬ 
velopment  includes  the  functions  of  de¬ 
sign  engineering,  prototyping,  and  engi¬ 
neering  testing.  Development  excludes: 

(1)  subcontracted  technical  effort  which 
is  for  the  sole  purpose  of  developing  an 
additional  source  for  an  existing  product, 
or  (2)  development  effort  for  manufactur¬ 
ing  or  production  materials,  systems, 
processes,  methods,  equipment,,  tools, 
and  techniques  not  intended  for  sale. 

“Independent  research  and  develop¬ 
ment  (IR&D),”  as  used  in  this  subsec¬ 
tion,  means  a  contractor’s  IR&D  cost 
that  consists  of  projects  falling  within  the 
four  following  areas:  (1)  basic  research. 

(2)  applied  research,  (3)  development, 
and  (4)  systems  and  other  concept  formu¬ 
lation  studies.  The  term  does  not  include 


the  costs  of  effort  sponsored  by  a  grant  or 
required  in  the  performance  of  a  con¬ 
tract.  IR&D  effort  shall  not  include  tech¬ 
nical  effort  expended  in  developing  and 
preparing  technical  data  specifically  to 
support  submitting  a  bid  or  proposal. 

“Major  contractor,”  as  used  in  para¬ 
graph  (c)(2)  of  this  subsection,  means  any 
contractor  whose  covered  segments  allo¬ 
cated  to  covered  contracts  a  total  of  more 
than  $10,000,000  in  IR&D/B&P  costs  in 
the  preceding  fiscal  year.  For  purposes  of 
calculating  the  dollar  threshold  amounts 
to  determine  whether  a  contractor  meets 
the  definition  of  “major  contractor,  con¬ 
tractor  segments  allocating  less  than 
$1,000,000  of  IR&D/B&P  costs  to  cov¬ 
ered  contracts  in  the  preceding  year  shall 
not  be  included. 

“Systems  and  other  concept  formula¬ 
tion  studies,”  as  used  in  this  subsection, 
means  analyses  and  study  efforts  either 
related  to  specific  IR&D  efforts  or  direct¬ 
ed  toward  identifying  desirable  new  sys¬ 
tems,  equipment  or  components,  or  mod¬ 
ifications  and  improvements  to  existing 
systems,  equipment,  or  components. 

(b)  Composition  and  allocation  of 
costs.  The  requirements  of  48  CFR 

9904.420,  Accounting  for  independent 
research  and  development  costs  and  bid 
and  proposal  costs,  are  incorporated  in 
their  entirety  and  shall  apply  as  follows — 

(1)  Fully-CAS-covered  contracts.  Con¬ 
tracts  that  are  fully-CAS-covered  shall  be 
subject  to  all  requirements  of  48  CFR 

9904.420. 

(2)  Modified  CAS-covered  and  non- 
CAS-covered  contracts.  Contracts  that 
arc  not  CAS-covered  or  that  contain 
terms  or  conditions  requiring  modified 
CAS  coverage  shall  be  subject  to  all 
requirements  of  48  CFR  9904.420  except 
48  CFR  9904.420-50(e)(2)  and  48  CFR 

9904.420- 50(0(2),  which  are  not  then 
applicable.  However,  non-CAS-covered 
or  modified  CAS-covered  contracts 
awarded  at  a  time  the  contractor  has 
CAS-coverea  contracts  requiring  compli¬ 
ance  with  48  CFR  9904.420,  shall  be 
subject  to  all  the  requirements  of  48  CFR 

9904.420.  When  the  requirements  of  48 
CFR  9904.420-50(e)(2)  and  48  CFR 

9904.420- 50(0(2)  are  not  applicable,  the 
following  apply: 
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(i)  IR&D  and  B&P  costs  shall  be  allo¬ 
cated  to  final  cost  objectives  on  the  same 
basis  of  allocation  used  for  the  G&A 
expense  grouping  of  the  profit  center  (see 
31.001)  in  which  the  cost?  are  incurred. 
However,  when  IR&D  and  B&P  costs 
clearly  benefit  other  profit  centers  or 
benefit  the  entire  company,  those  costs 
shall  be  allocated  through  the  G&A  of  the 
other  profit  centers  or  through  the  corpo¬ 
rate  G&A,  as  appropriate. 

(ii)  If  allocations  of  IR&D  or  B&P 
through  the  G&A  base  do  not  provide 
equitable  cost  allocation,  the  contracting 
officer  may  approve  use  of  a  different 
base. 

(c)  Allowability.  (1)  This  subparagraph 
(c)(1)  implements  section  824  of  the 
National  Defense  Authorization  Act  for 
Fiscal  Year  1991  (Pub.  L.  101-510).  Ex¬ 
cept  as  provided  in  paragraphs  (c)(2),  (d), 
and  (e)  of  this  subsection,  or  as  provided 
in  agency  regulations,  costs  for  IR&D 
and  B&P  are  allowable  only  in  accor¬ 
dance  with  the  following: 

(i)  Companies  required  to  negotiate 
advance  agreements. 

(A)  Any  company  that  received  pay¬ 
ments  for  IR&D  and  B&P  costs  in  a  fiscal 
year,  either  as  a  prime  contractor  or 
subcontractor,  exceeding  $7,000,000 
from  Government  agencies,  is  required 
to  negotiate  with  the  Government  an 
advance  agreement  which  establishes  a 
ceiling  for  allowability  of  IR&D  and  B&P 
costs  for  the  following  fiscal  year.  This 
agreement  is  binding  on  all  Government 
agencies,  unle'..s  prohibited  by  statute. 
The  requirements  of  section  203  of  Pub¬ 
lic  Law  91-441  necessitate  that  the  De¬ 
partment  of  Defense  (DOD)  be  the  lead 
negotiating  agency  when  the  contractor 
has  received  more  than  $7,000,000  in 
payments  for  IR&D  and  B&P  from 
DOD.  Computation  of  IR&D  and  B&P 
costs  to  determine  whether  the  threshold 
criterion  was  reached  shall  include  only 
recoverable  IR&D  and  B&P  costs  allocat¬ 
ed  during  the  company’s  previous  fiscal 
year  to  prime  contracts  and  subcontracts 
for  which  the  submission  and  certifica¬ 
tion  of  cost  or  pricing  data  were  required. 
(See  also  paragraph  (b)  of  this  subsection 
and  15.804.)  ihe  computation  shall  in¬ 
clude  full  burdening  pursuant  to  48  CFR 
9904.420. 


(B)  When  a  company  meets  the  criteri¬ 
on  in  (c)(l)(i)(A)  of  this  subsection,  re¬ 
quired  advance  agreements  may  be  nego¬ 
tiated  at  the  corporate  level  and/or  with 
those  profit  centers  that  contract  directly 
with  the  Government  and  that  in  the 
preceding  year  allocated  recoverable 
IR&D  and  B&P  costs  exceeding 
$700,000,  including  burdening,  to  con¬ 
tracts  and  subcontracts  for  which  the 
submission  and  certification  of  cost  or 
pricing  data  were  required  (see  also  para¬ 
graph  (b)  of  this  subsection  and  15.804). 
When  ceilings  are  negotiated  for  separate 
profit  centers  of  the  company,  the  allowa¬ 
bility  of  IR&D  and  B&P  costs  for  any 
center  that  in  its  previous  fiscal  year  did 
not  reach  the  $700,000  threshold  may  be 
determined  in  accordance  with  para¬ 
graph  (c)(l)(ii)  of  this  subsection. 

(C)  Ceilings  are  the  maximum  dollar 
amounts  of  total  IR&D  and  B&P  costs 
that  will  be  allowable  for  allocation  over 
the  appropriate  base  for  that  part  of  the 
company’s  operation  covered  by  an  ad¬ 
vance  Agreement. 

(D)  No  IR&D  and  B&P  cost  shall  be 
allowable  if  a  company  fails  to  initiate 
negotiation  of  a  required  advance  agree¬ 
ment  before  the  end  of  the  fiscal  year  for 
which  the  agreement  is  required. 

(E)  When  negotiations  are  held  with  a 
company  meeting  the  $7,000,000  criteri¬ 
on  or  with  separate  profit  centers  (when 
negotiations  are  held  at  that  level  under 
(c)(l)(i)(B)  of  this  subsection),  and  if  no 
advance  agreement  is  reached,  payment 
for  IR&D  and  B&P  costs  shall  be  reduced 
below  that  which  the  company  or  profit 
center  would  have  otherwise  received. 
The  amount  of  such  reduced  payment 
shall  not  exceed  75  percent  of  the  amount 
of  which,  in  the  opinion  of  the  contract¬ 
ing  officer,  the  company  or  profit  center 
would  be  entitled  to  receive  under  an 
advance  agreement.  Written  notification 
of  the  contracting  officer’s  determination 
of  a  reduced  amount  shall  be  provided 
the  contractor.  In  the  event  that  an 
advance  agreement  is  not  reached  before 
the  end  of  the  contractor’s  fiscal  year  for 
which  the  agreement  is  to  apply,  negotia¬ 
tions  shall  immediately  be  terminated, 
and  the  contracting  officer  shall  furnish  a 
determination  of  the  reduced  amount. 
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(F)  Contractors  may  appeal  decisions 
of  the  contracting  officer  to  reduce  pay¬ 
ment.  The  appeal  shall  be  filed  with  the 
contracting  officer  within  30  days  of 
receipt  of  the  contracting  officer’s  deter¬ 
mination.  (See  also  Subpart  42.10.) 

(ii)  Companies  not  required  to  negoti¬ 
ate  advance  agreements.  Costs  for  IR&D 
and  B&P  are  allowable  as  indirect  ex¬ 
penses  on  contracts  to  the  extent  that 
those  costs  are  allocable  and  reasonable. 

(2)  This  subparagraph  (c)(2)  imple¬ 
ments  section  802  of  the  National  De¬ 
fense  Authorization  Act  for  Fiscal  Years 
1992  and  1993  (Pub.  L.  102-190)  and  is 
effective  for  IR&D  and  B&P  costs  in¬ 
curred  by  a  contractor  during  fiscal  years 
of  that  contractor  that  begin  on  or  after 
October  1,  1992.  Except  as  provided  in 
paragraph  (d)  of  this  subsection,  or  as 
provided  in  agency  regulations,  costs  for 
IR&D  and  B&P  are  allowable  as  indirect 
expenses  on  contracts  to  the  extent  that 
those  costs  are  allocable  and  reasonable. 
The  following  limitations  apply  to  major 
contractors — 

(i)  For  the  first  three  contractor  fiscal 
years  beginning  on  or  after  October  1, 
1992,  the  total  maximum  allowable 
amount  of  IR&D/B&P  costs  shall  noi 
exceed  the  sum  of: 

(A)  The  total  amount  of  allowable 
IR&D/B&P  costs  in  the  preceding  fiscal 
year  (i.e.,  the  lower  of  the  previous  year’s 
ceiling  or  actual  costs  incurred);  plus 

(B)  Five  percent  of  the  amount  in 
(c)(2)(i)(A)  of  this  subsection;  plus 

(C)  If  the  total  amount  of  IR&D/B&P 
costs  for  a  fiscal  year  is  greater  than  the 
total  amount  of  IR&D/B&P  costs  for  the 
preceding  fiscal  year,  the  amount  that  is 
determined  by  multiplying  the  amount  in 
(c)(2)(i)(A)  of  this  subsection  by  the  lesser 
of— 

(1)  The  percentage  by  which  the  total 
amount  of  IR&D/B&P  costs  for  a  fiscal 
year  exceeds  the  total  amount  of  such 
costs  for  the  preceding  fiscal  year;  or 

(2)  The  percentage  rate  of  inflation 
from  the  end  of  the  preceding  fiscal  year 
to  the  end  of  the  fiscal  year  for  which  the 
amount  of  the  limitation  is  being  com¬ 
puted.  The  rate  of  inflation  shall  be  the 
price  escalation  index  for  the  Research, 
Development,  Test  &  Evaluation 
(RDT&E)  account.  Total  Obligation  Au¬ 


thority  (TOA)  which  is  published  annual¬ 
ly  (normally  in  January)  by  the  Depart¬ 
ment  of  Defense  Comptroller  and  used  in 
preparation  of  the  annual  submission  of 
the  Defense  budget.  This  rate  will  be 
published  in  the  Federal  Register  on  an 
annual  basis. 

(ii)  Major  eontractors  shall  submit,  in 
accordance  with  agency  guidance,  finan¬ 
cial  and  technical  information  to  support 
their  IR&D/B&P  costs. 

(iii)  A  waiver  may  be  granted,  in  accor¬ 
dance  with  agency  procedures,  to  in¬ 
crease  the  amount  prescribed  in  (c)(2)(i) 
of  this  subsection  for  the  following  spe¬ 
cial  circumstances: 

(A)  To  ensure  that  the  contractor’s 
allowable  IR&D/B&P  costs  are  at  least 
the  same  amount  that  would  have  been 
allowed  under  this  subpart  which  was  in 
effect  on  December  4,  1991;  or 

(B)  When  it  is  in  the  best  interest  of  the 
Government. 

(d)  Deferred  IR&D  and  B&P  costs. 

0)  IR&D  costs  that  were  incurred  in 
previous  accounting  periods  are  unallow¬ 
able,  except  when  a  contractor  has  devel¬ 
oped  a  specific  product  at  its  own  risk  in 
anticipation  of  recovering  the  develop¬ 
ment  costs  in  the  sale  price  of  the  product 
provided  that- 

(1)  The  total  amount  of  IR&D  costs 
applicable  to  the  pioJuct  can  be  identi¬ 
fied; 

(ii)  1  he  proration  of  such  costs  to  sales 
of  the  product  is  reasonable; 

(iii)  The  contractor  had  no  Govern¬ 
ment  business  during  the  time  that  the 
costs  were  incurred  or  did  not  allocate 
IR&D  costs  to  Government  contracts 
except  to  prorate  the  cost  of  developing  a 
specific  product  to  the  sales  of  that 
product;  and 

(iv)  No  costs  of  current  IR&D  pro¬ 
grams  are  allocated  to  Government  work 
except  to  prorate  tiie  costs  of  developing 
a  specific  product  to  the  sales  of  that 
product. 

(2)  When  deferred  costs  are  recognized, 
the  contract  (except  firm-fixed  price  and 
fixed-price  with  economic  price  adjust¬ 
ment)  will  include  a  specific  provision 
setting  forth  the  amount  of  deferred 
IR&D  costs  that  are  allocable  to  the 
contract.  The  negotiation  memorandum 
will  state  the  circumstances  pertaining  to 
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the  case  and  the  reason  for  accepting  the 
deferred  costs. 

(e)  Cooperative  arrangements.  IR&D 
effort  may  be  performed  by  contractors 
working  jointly  with  one  or  more  non- 
Federal  entities  pursuant  to  a  cooperative 
arrangement  (for  example,  joint  ventures, 
limited  partnerships,  teaming  arrange¬ 
ments,  and  collaboration  and  consortium 
arrangements).  IR&D  effort  may  also  be 
performed  by  contractors  pursuant  to 
cooperative  research  and  development 
agreements,  or  similar  arrangements,  en¬ 
tered  into  under  (1)  section  12  of  the 
Stevenson-Wydlcr  Technology  Transfer 
Act  of  1980  (15  U.S.C.  3710(a);  (2) 
section  203(c)(5)  and  (6)  of  the  National 
Aeronautics  and  Space  Act  of  1958,  as 
amended  (42  U.S.C.  2473(c)(5)  and  (6)), 
when  there  is  no  transfer  of  Federal 
appropriated  funds;  (3)  10  U.S.C.  2371 
for  the  Defense  Advanced  Research 
Projects  Agency;  or  (4)  other  equivalent 
authority.  IR&D  costs  incurred  by  a 
contractor  pursuant  to  these  types  of 
cooperative  arraignments  should  be  con¬ 
sidered  as  allowable  IR&D  costs  it  the 
work  performed  would  have  been  al¬ 
lowed  as  contractor  IR&D  had  there  been 
no  cooperative  arrangement. 

(FAC  84-1,  26  Mar  84;  84-30,  30  Sep 
87;  84-58,  23  Jul  90;  90-13,  24  Sep  92; 
90-20,  10  Mar  1994) 

31.205-19  Insurance  and  indemnification. 

(a)  Insurance  by  purchase  or  by  self- 
insuring  includes  coverage  the  contractor 

required  to  carry,  or  to  have  approved, 
under  the  terms  of  the  contract  and  any 
other  coverage  the  contractor  maintains 
in  connection  with  the  general  conduct  of 
its  business.  Any  contractor  desiring  to 
establish  a  program  of  self-insurance  ap¬ 
plicable  to  contracts  that  are  not  subject 
to  48  CFR  9904.416,  Accounting  for 
Insurance  Costs,  shall  comply  with  the 
self-insurance  requirements  of  that  stan¬ 
dard  as  well  as  with  Part  28  of  this 
Regulation.  However,  approval  of  a  con¬ 
tractor’s  insurance  program  in  accor¬ 
dance  with  Part  28  does  not  constitute  a 
determination  as  to  the  allowability  of 
the  program’s  cost.  The  amount  of  insur¬ 
ance  costs  which  may  be  allowed  is 
subject  to  the  cost  limitations  and  exclu¬ 
sions  in  the  following  subparagraphs. 


(1)  Costs  of  insurance  required  or 
approved,  and  maintained  by  the  con¬ 
tractor  pursuant  to  the  contract,  are  al¬ 
lowable. 

(2)  Costs  of  insurance  maintained  by 
the  contractor  in  connection  with  the 
general  conduct  of  its  business  are  allow¬ 
able,  subject  to  the  following  limitations: 

(i)  Types  and  extent  of  coverage  shall 
follow  sound  business  practice,  and  the 
rates  and  premiums  must  be  reasonable. 

(ii)  Costs  allowed  for  business  interrup¬ 
tion  or  other  similar  insurance  must  be 
limited  to  exclude  coverage  of  profit. 

(iii)  The  cost  of  property  insurance 
premiums  for  insurance  coverage  in  ex¬ 
cess  of  the  acquisition  cost  of  the  insured 
assets  is  allowable  only  when  the  contrac¬ 
tor  has  a  formal  written  policy  assuring 
that  in  the  event  the  insured  property  is 
involuntarily  converted,  the  new  asset 
shall  be  valued  at  the  book  value  of  the 
replaced  asset  plus  or  minus  adjustments 
for  differences  between  insurance  pro¬ 
ceeds  and  actual  replacement  cost.  If  the 
contractor  does  not  have  such  a  formal 
written  policy,  the  cost  of  premiums  for 
insurance  coverage  in  excess  of  the  acqui¬ 
sition  cost  of  the  insured  asset  is  unallow¬ 
able. 

(iv)  Costs  of  insurance  for  the  risk  of 
toss  of  or  damage  to  Government  proper¬ 
ty  are  allowable  only  to  the  extent  that 
the  contractor  is  liable  for  such  loss  or 
damage  and  such  insurance  does  not 
cover  loss  or  damage  that  results  from 
willful  misconduct  or  lack  of  good  faith 
on  the  part  of  any  of  the  contractor’s 
directors  or  officers  or  other  equivalent 
representatives. 

(v)  Contractors  operating  under  a  pro¬ 
gram  of  self-insurance  must  obtain  ap¬ 
proval  of  the  program  when  required  by 
28.308(a). 

(vi)  Costs  of  insurance  on  the  lives  of 
officers,  partners,  or  proprietors  are  al¬ 
lowable  only  to  the  extent  that  the  insur¬ 
ance  represents  additional  compensation 
(see  31.205-6). 

(3)  Actual  losses  are  unallowable  unless 
expressly  provided  for  in  the  contract, 
except — 

(i)  Losses  incurred  under  the  nominal 
deductible  provisions  of  purchased  insur¬ 
ance,  in  keeping  with  sound  business 
practice,  are  allowable  for  contracts  not 
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subject  to  48  CFR  9904.416  and  when 
the  contractor  did  not  establish  a  self- 
insurance  program.  Such  contracts  are 
not  subject  to  the  self-insurance  require¬ 
ments  of  48  CFR  9904.416.  For  contracts 
subject  to  48  CFR  9904.416,  and  for 
those  made  subject  to  the  self-insurance 
requirements  of  that  Standard  as  a  result 
of  the  contractor’s  having  established  a 
self-insurance  program  (see  paragraph  (a) 
above),  actual  losses  may  be  used  as  a 
basis  for  charges  under  a  self-insurance 
program  when  the  actual  amount  of 
losses  will  not  differ  significantly  from 
the  projected  average  losses  for  the  ac¬ 
counting  period  (see  48  CFR  9904.416- 
50(a)(2)(ii)).  In  those  instances  where  an 
actual  loss  has  occurred  and  the  present 
value  of  the  liability  is  detennined  under 
the  provisions  of  48  CFR  9904.416- 
50(a)(3)(ii),  the  allowable  cost  shall  be 
limited  to  an  amount  computed  using  as 
a  discount  rate  the  interest  rate  deter¬ 
mined  by  the  Secretary  of  the  Treasury 
pursuant  to  50  U.S.C.  App.  1215(b)(2)  in 
effect  at  the  time  the  loss  is  recognized. 
However,  the  full  amount  of  a  lump-sum 
settlement  to  be  paid  within  a  year  of  the 
date  of  settlement  is  allowable. 

(ii)  Minor  losses,  such  as  spoilage, 
breakage,  and  disappearance  of  small 
hand  tools  that  occur  in  the  ordinary 
course  of  doing  business  and  that  are  not 
covered  by  insurance  are  allowable. 

(4)  The  cost  of  insurance  to  protect  the 
contractor  against  the  costs  of  correcting 
its  own  defects  in  materials  or  workman¬ 
ship  is  unallowable.  However,  insurance 
costs  to  cover  fortuitous  or  casualty  losses 
resulting  from  defects  in  materials  or 
workmanship  are  allowable  as  a  normal 
business  expense. 

(5)  Premiums  for  retroactive  or  back¬ 
dated  insurance  written  to  cover  occurred 
and  known  losses  are  unallowable. 

(b)  If  purchased  insurance  is  available, 
the  charge  for  any  self-insurance  coverage 
plus  insurance  administration  expenses 
shall  not  exceed  the  cost  of  comparable 
purchased  insurance  plus  associated 
insurance  administration  expenses. 

(c)  Insurance  provided  by  captive  in¬ 
surers  (insurers  owned  by  or  under  the 
control  of  the  contractor)  is  considered 
self-insurance,  and  charges  for  it  must 
comply  with  the  self-insurance  provisions 


of  30.416.  However,  if  the  captive  insurer 
also  sells  insuranee  to  the  general  public 
in  substantial  quantities  and  it  can  be 
demonstrated  that  the  eharge  to  the  con¬ 
tractor  is  based  on  competitive  market 
forces,  the  insurance  will  be  considered 
purchased  insurance. 

(d)  The  allowability  of  premiums  for 
insurance  purchased  from  fronting  insur¬ 
ance  companies  (insurance  companies 
not  related  to  the  contractor  but  who 
reinsure  with  a  captive  insurer  of  the 
contractor)  shall  not  exceed  the  amount 
(plus  reasonable  fronting  company 
charges  for  services  rendered)  which  the 
contractor  would  have  been  allowed  had 
it  insured  directly  with  the  captive  insur¬ 
er. 

(e)  Self-insurance  charges  for  risks  of 
catastrophic  losses  are  not  allowable  (see 
28.308(e)). 

(f)  The  Government  is  obligated  to 
indemnify  the  contractor  only  to  the 
extent  authorized  by  law,  as  expressly 
provided  for  in  the  contract,  except  as 
provided  in  paragraph  (a)(3)  above. 

(g)  Late  premium  payment  charges 
related  to  employee  deferred  compensa¬ 
tion  plan  insurance  incurred  pursuant  to 
Section  4007  (29  U.S.C.  )  307)  or  Section 
4023  (29  U.S.C.  1323)  of  the  Employee 
Retirement  Income  Security  Act  of  1 974 
are  unallowable. 

(FACs  84-7,  30  Apr  85;  84-21,  29  Aug 
86;  84-30,  30  Sep  87;  90-12,  31  Aug 
1992) 

31.205- 20  Interest  and  other  financial 
costs. 

Interest  on  borrowings  (however  repre¬ 
sented),  bond  discounts,  costs  of  financ¬ 
ing  and  refinancing  capital  (net  worth 
plus  long-term  liabilities),  legal  and  pro¬ 
fessional  fees  paid  in  connection  with 
preparing  prospectuses,  costs  of  prepar¬ 
ing  and  issuing  stock  rights,  and  directly 
associated  costs  are  unallowable  except 
for  interest  assessed  by  State  or  local 
taxing  authorities  under  the  conditions 
specified  in  31.205-41  (but  see  31.205- 
28). 

31.205- 21  Labor  relations  costs. 

Costs  ii  •  urred  in  maintaining  satisfac¬ 
tory'  relations  between  the  contractor  and 
its  employees,  including  costs  of  shop 
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stewards,  labor  management  committees, 
employee  publications,  and  other  related 
activities,  are  allowable. 

31.205-22  Legislative  lobbying  costs. 

(a)  C  its  associated  with  the  following 
activities  are  unallowable: 

(1)  Attempts  to  influence  the  outcomes 
of  any  Federal,  State,  or  local  election, 
referendum,  initiative,  or  similar  proce¬ 
dure,  through  in  kind  or  cash  contribu¬ 
tions,  endorsements,  publicity,  or  similar 
activities; 

(2)  Establishing,  administering,  con¬ 
tributing  to,  or  paying  the  expenses  of  a 
political  party,  campaign,  political  action 
committee,  or  other  organization  estab¬ 
lished  for  the  purpose  of  influencing  the 
outcomes  of  elections; 

(3)  Any  attempt  to  influence  (i)  the 
introduction  of  Federal  or  state  legisla¬ 
tion,  or  (ii)  the  enactment  or  modifica¬ 
tion  of  any  pending  Federal  or  state 
legislation  through  communication  with 
any  member  or  employee  of  the  Congress 
or  state  legislature  (including  efforts  to 
influence  state  or  local  officials  to  engage 
in  similar  lobbying  activity),  or  with  any 
government  official  or  employee  in  con¬ 
nection  with  a  decision  to  sign  or  veto 
enrolled  legislation; 

(4)  Any  aUempt  to  influence  (i)  the 
introduction  of  Federal  or  state  legisla¬ 
tion,  or  (ii)  the  enactment  or  modifica¬ 
tion  of  any  pending  Federal  or  state 
legislation  by  preparing,  distributing  or 
using  publicity  or  propaganda,  or  by 
urging  members  of  the  general  public  or 
any  segment  thereof  to  contribute  to  or 
participate  in  any  mass  demonstration, 
march,  rally,  fund  raising  drive,  lobbying 
campaign  or  letter  writing  or  telephone 
campaign;  or 

(5)  Legislative  liaison  activities,  includ¬ 
ing  attendance  at  legislative  sessions  or 
committee  hearings,  gathering  informa¬ 
tion  regarding  legislation,  and  analyzing 
the  effect  of  legislation,  when  such  activi¬ 
ties  are  carried  on  in  support  of  or  in 
knowing  preparation  for  an  effort  to 
engage  in  unallowable  activities. 

(b)  The  following  activities  are  except¬ 
ed  from  the  coverage  of  (a)  above; 

(1)  Providing  a  technical  and  factual 
presentation  of  information  on  a  topic 
directly  related  to  the  performance  of  a 


contract  through  hearing  testimony, 
statements  or  letters  to  the  Congress  or  a 
state  legislature,  or  subdivision,  member, 
or  cognizant  staff  member  thereof,  in 
response  to  a  documented  request  (in¬ 
cluding  a  Congressional  Record  notice 
requesting  testimony  or  statements  for 
the  record  at  a  regularly  scheduled  hear¬ 
ing)  made  by  the  recipient  member,  legis¬ 
lative  body  or  subdivision,  or  a  cognizant 
staff  member  thereof;  provided  such  in¬ 
formation  is  readily  obtainable  and  can 
be  readily  put  in  deliverable  form;  and 
further  provided  that  costs  under  this 
section  for  transportation,  lodging  or 
meals  are  unallowable  unless  incurred  for 
the  purpose  of  offering  testimony  at  a 
regularly  scheduled  Congre.ssional  hear¬ 
ing  pursuant  to  a  written  request  for  sucli 
presentation  made  by  the  Chairman  or 
Ranking  Minority  Member  of  the  Com¬ 
mittee  or  Subcommittee  conducting  such 
hearing. 

(2)  Any  lobbying  made  unallowable  by 
(a)(3)  above  to  influence  state  legislation 
in  order  to  directly  reduce  contract  cost, 
or  to  avoid  material  impairment  of  the 
contractor’s  authority  to  perform  the 
contract. 

(3)  Any  activity  specifically  authorized 
by  .statute  to  be  undertaken  with  funds 
from  the  contract. 

(c)  When  a  contractor  seeks  reimburse¬ 
ment  for  indirect  costs,  total  lobbying 
costs  shall  be  separately  identified  in  the 
indirect  cost  rate  proposal,  and  thereafter 
treated  as  other  unallowable  activity 
costs. 

(d)  Contractors  shall  submit  as  part  of 
their  annual  indirect  cost  rate  proposals  a 
certification  that  the  requirements  and 
standards  of  this  subsection  have  been 
complied  with. 

(e)  Contractors  shall  maintain  ade¬ 
quate  records  to  demonstrate  that  the 
certification  of  costs  as  being  allowable  or 
unallowable  pursuant  to  this  subsection 
complies  with  the  requirements  of  this 
subsection. 

(0  Time  logs,  calendars,  or  similar 
records  shall  not  be  required  to  be  creat¬ 
ed  for  purposes  of  complying  with  this 
subsection  during  any  particular  calendar 
month  when — 

(1)  The  employee  engages  in  lobbying 
(as  defined  in  paragraphs  (a)  and  (b)  of 
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this  subsection)  25  percent  or  less  of  the 
employee’s  compensated  hours  of  em¬ 
ployment  during  that  calendar  month; 
and 

(2)  Within  the  preceding  5-year  period, 
the  organization  has  not  materially  miss¬ 
tated  allowable  or  unallowable  costs  of 
any  nature,  including  legislative  lobbying 
costs.  When  the  conditions  of  subpara¬ 
graphs  (0(1)  and  (2)  of  this  subsection  are 
met,  contractors  are  not  required  to  es¬ 
tablish  records  to  support  the  allowability 
of  claimed  costs  in  addition  to  records 
already  required  or  maintained.  Also, 
when  conditions  of  subparagraphs  (0(1) 
and  (2)  of  this  subsection  are  met,  the 
absence  of  time  logs,  calendars,  or  similar 
records  will  not  serve  as  a  basis  for 
disallowing  costs  by  contesting  estimates 
of  lobbying  time  spent  by  employees 
during  a  calendar  month. 

(g)  Existing  procedures  should  be  uti¬ 
lized  to  resolve  in  advance  any  significant 
questions  or  disagreements  concerning 
the  interpretation  or  application  of  this 
subsection. 

(FACs  84-2,  27  Apr  84;  84-15,  7  Apr 
86;  84-26,  30  Jul  87) 

31.205- 23  Losses  on  other  contracts. 

An  excess  of  costs  over  income  under 
any  other  contract  (including  the  contrac¬ 
tor’s  contributed  portion  under  cost-shar¬ 
ing  contracts)  is  unallowable. 

31.205- 24  Maintenance  and  repair  costs. 

(a)  Costs  necessaiy  for  the  upkeep  of 
property  (including  Government  proper¬ 
ty,  unless  otherwise  provided  for)  that 
neither  add  to  the  permanent  value  of  the 
property  nor  appreciably  prolong  its  in¬ 
tended  life,  but  keep  it  in  an  efficient 
operating  condition,  are  to  be  treated  as 
follows  (but  see  31.205-11): 

(1)  Normal  maintenance  and  repair 
costs  are  allowable. 

(2)  Extraordinary  maintenance  and  re¬ 
pair  costs  are  allowable,  provided  those 
costs  are  allocated  to  the  applicable  peri¬ 
ods  for  purposes  of  determining  contract 
costs  (but  see  31.109). 

(b)  Expenditures  for  plant  and  equip¬ 
ment,  including  rehabilitation  which 
should  be  capitalized  and  subject  to  de¬ 
preciation,  according  to  generally  accept¬ 
ed  accounting  principles  as  applied  under 


the  contractor’s  established  policy  or, 
when  applicable,  according  to  48  CFR 
9904.404,  Capitalization  of  Tangible  As¬ 
sets,  are  allowable  only  on  a  depreciation 
basis. 

(FAC  84-30,  30  Sep  87;  90-12,  31  Aug 
1992) 

31.205-25  Manufacturing  and  production 
engineering  costs. 

(a)  The  costs  of  manufacturing  and 
production  engineering  effort  as  de¬ 
scribed  in  (1)  through  (4)  below  are  all 
allowable: 

(1)  Developing  and  deploying  new  or 
improved  materials,  systems,  processes, 
methods,  equipment,  tools  and  tech¬ 
niques  that  are  or  are  expected  to  be  used 
in  producing  products  or  services; 

(2)  Developing  and  deploying  pilot 
production  lines; 

(3)  Improving  current  production  func¬ 
tions,  such  as  plant  layout,  production 
scheduling  and  control,  methods  and  job 
analysis,  equipment  capabilities  and  ca¬ 
pacities,  inspection  techniques,  and  tool¬ 
ing  analysis  (including  tooling  design  and 
application  improvements);  and 

(4)  Material  and  manufacturing  produ- 
cibility  analysis  for  production  suitability 
and  to  optimize  manufacturing  pro¬ 
cesses,  methods,  and  techniques. 

(b)  This  cost  principle  does  not  cover: 

( 1 )  Basic  and  applied  research  effort  (as 
defined  in  3 1.205-1 8(a))  related  to  new 
technology,  materials,  systems,  processes, 
methods,  equipment,  tools  and  tech¬ 
niques.  Such  technical  effort  is  governed 
by  31.205-18,  Independent  research  and 
development  and  bid  and  proposal  costs; 
and 

(2)  Development  effort  for  manufac¬ 
turing  or  production  materials,  systems, 
processes,  methods,  equipment,  tools  and 
techniques  that  aio  intended  for  sale  is 
also  governed  by  31  205-18. 

(c)  Where  manufacturing  or  produc¬ 
tion  development  costs  are  capitalized  or 
required  to  be  capitalized  under  the  con¬ 
tractor’s  capitalization  policies,  allowable 
cost  will  be  determined  in  accordance 
with  the  requiienients  of  31.205-1 1,  De¬ 
preciation. 
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31.205-26  Material  costs. 

(a)  Material  costs  include  the  costs  of 
such  items  as  raw  materials,  parts,  sub- 
assemblies,  components,  and  manufac¬ 
turing  supplies,  whether  purchased  or 
manufactured  by  the  contractor,  and  may 
include  such  collateral  items  as  inbound 
transportation  and  intransit  insurance.  In 
computing  material  costs,  consideration 
shall  be  given  to  reasonable  overruns, 
spoilage,  or  defective  work  (unless  other¬ 
wise  provided  in  any  contract  provision 
relating  to  inspecting  and  correcting  de¬ 
fective  work).  These  costs  are  allowable, 
subject  to  the  requirements  of  paragraphs 

(b)  through  (e)  below. 

(b)  Costs  of  material  shall  be  adjusted 
for  income  and  other  credits,  including 
available  trade  discounts,  refunds,  re¬ 
bates,  allowances,  and  cash  discounts  , 
and  credits  for  scrap,  salvage,  and  materi¬ 
al  returned  to  vendors.  Such  income  and 
other  credits  shall  either  be  credited 
directly  to  the  cost  of  the  material  or  be 
allocated  as  a  credit  to  indirect  costs. 
When  the  contractor  can  demonstrate 
that  failure  to  take  cash  di.scounts  was 
reasonable,  lost  discounts  need  not  be 
credited. 

(c)  Reasonable  adjustments  arising 
from  differences  between  periodic  physi¬ 
cal  inventories  and  book  inventories  may 
be  included  in  arriving  at  costs;  provided, 
such  adjustments  relate  to  the  period  of 
contract  performance. 

(d)  When  materials  are  purchased  spe¬ 
cifically  for  and  are  identifiable  solely 
with  performance  under  a  contract,  the 
actual  purchase  cost  of  those  materials 
should  be  charged  to  the  contract.  If 
material  is  issued  from  stores,  any  gener¬ 
ally  recognized  method  of  pricing  such 
material  is  acceptable  if  that  method  is 
consistently  applied  and  the  results  are 
equitable.  When  estimates  of  future  ma¬ 
terial  costs  are  required,  current  market 
price  or  anticipated  acquisition  cost  may 
be  used,  but  the  basis  of  pricing  must  be 
di.sclosed. 

(e)  Allowance  for  all  materials,  sup¬ 
plies,  and  services  tnat  are  sold  or  trans¬ 
ferred  between  any  divisions,  subsidiar¬ 
ies,  or  affiliates  of  the  contractor  under  a 
common  control  slmll  be  on  '  he  basis  of 
cost  incurred  in  accordance  with  this 


subpan.  However,  allowance  may  be  at  a 
price  when  it  is  the  established  practice  of 
the  transferring  organization  to  price 
interorganizational  transfers  at  other 
than  cost  for  commercial  work  of  the 
contractor  or  any  division,  subsidiary,  or 
affiliate  of  the  contractor  under  a  com¬ 
mon  control,  and  when  the  price — 

(1)  Is  or  is  based  on  an  “established 
catalog  or  market  price  of  commercial 
items  sold  in  substantial  quantities  to  the 
general  public”  in  accordance  with 
IS.S'^d;  or 

(2)  ’s  the  result  of  “adequate  price 
competition”  in  accordance  with  15.804 
and  is  the  price  at  which  an  award  was 
made  to  the  affiliated  organization  after 
obtaining  quotations  on  an  equal  basis 
from  such  organization  and  one  or  more 
outside  sources  that  produce  the  item  or 
its  equivalent  m  significant  quantity. 

(3)  Provided,  t'uat  in  either  subpara¬ 
graph  (1)  or  (2)  above- 

(i)  The  price  is  not  in  excess  of  the 
transferor’s  current  sales  price  to  its  most 
favored  customer  (including  any  divi¬ 
sion,  subsidiary  or  affiliate  of  the  con¬ 
tractor  under  a  common  control)  for  a 
like  quantity  under  comparable  condi¬ 
tions;  and 

(ii)  The  contracting  officer  has  not 
determined  the  price  to  be  unreasonable. 

(0  The  price  determined  in  accoidance 
with  subparagraph  (e)(1)  above  should  be 
adjusted  to  reflect  the  quantities  being 
acquired  and  may  be  adjusted  to  reflect 
actual  cost  of  any  modifications  neces¬ 
sary  because  of  contract  requirements. 

31.205-27  Organization  costs. 

(a)  Except  as  provided  in  paragraph  (b) 
of  this  section,  expenditures  in  connec¬ 
tion  with  (1)  planning  or  executing  the 
organization  or  reorganization  of  the 
corporate  structure  of  a  business,  includ¬ 
ing  mergers  and  acquisitions,  (2)  resisting 
or  planning  to  resist  the  reorganization  of 
the  corporate  structure  of  a  business  or  a 
change  m  the  controlling  interest  in  the 
ownership  of  a  business,  and  (3)  raising 
capital  (net  worth  plus  long-term  liabili¬ 
ties),  are  unallowable.  Such  expenditures 
include  but  are  not  limited  to  incorpora¬ 
tion  fees  and  costs  of  attorneys,  account¬ 
ants,  brokers,  promoters  and  organizers, 
management  consultants  and  investment 
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counselors,  whether  or  not  employees  of 
the  contractor.  Unallowable  “reorganiza¬ 
tion”  costs  include  the  cost  of  any  change 
in  the  contractor’s  financial  structure, 
excluding  administrative  costs  of  short¬ 
term  borrowings  for  working  capital,  re¬ 
sulting  in  alterations  in  the  rights  and 
interests  of  security  holders,  whether  or 
not  additional  capital  is  raised. 

(b)  The  cost  of  activities  primarily 
intended  to  provide  compensation  will 
not  be  considered  organizational  costs 
subject  to  this  subsection,  but  will  be 
governed  by  31.205-6.  These  activities 
include  acquiring  stock  for  (1)  executive 
bonuses,  (2)  employee  savings  plans,  and 
(3)  employee  stock  ownership  plans. 

(FAC  84-35,  4  Apr  88) 

31.205- 28  Other  business  expenses. 

The  following  types  of  recurring  costs 
are  allowable  when  allocated  on  an  equi¬ 
table  basis: 

(a)  Registry  and  transfer  charges  result¬ 
ing  from  changes  in  ownership  of  securi¬ 
ties  issued  by  the  contractor. 

(b)  Cost  of  shareholders’  meetings. 

(c)  Normal  proxy  solicitations. 

(d)  Preparing  and  publishing  reports  to 
shareholders. 

(e)  Preparing  and  submitting  required 
reports  and  forms  to  taxing  and  other 
regulatory  bodies. 

(0  Incidental  costs  of  directors’  and 
committee  meetings. 

(g)  Other  similar  costs. 

31.205- 29  Plant  protection  costs. 

Costs  of  items  such  as  (a)  wages,  uni¬ 
forms,  and  equipment  of  personnel  en¬ 
gaged  in  plant  protection,  (b)  deprecia¬ 
tion  on  plant  protection  capita!  assets, 
and  (c)  necessary  expenses  to  comply 
with  military'  requirements,  are  allow¬ 
able. 

31.205- 30  Patent  costs. 

(a)  The  following  patent  costs  arc  al¬ 
lowable  to  the  extent  that  they  are  in¬ 
curred  as  requirements  of  a  Government 
contract  (but  see  31.205-33): 

(1)  Costs  of  preparing  invention  disclo¬ 
sures,  reports,  and  other  documents. 

(2)  Costs  for  searching  the  art  to  the 
extent  necessary  to  make  the  invention 
disclosures. 


(3)  Other  costs  in  connection  with  the 
filing  and  prosecution  of  a  United  States 
patent  application  where  title  or  royalty- 
free  license  is  to  be  conveyed  to  the 
Government. 

(b)  General  counseling  services  relating 
to  patent  matters,  such  as  advice  on 
patent  laws,  regulations,  clauses,  and  em¬ 
ployee  agreements,  are  allowable  (but  see 

31.205- 33). 

(c)  Other  than  those  for  general  coun¬ 
seling  services,  patent  costs  not  required 
by  the  contract  are  unallowable.  (See  also 

31.205- 37.) 

31.205- 31  Plant  reconversion  costs. 

Plant  reconversion  costs  are  those  in¬ 
curred  in  restoring  or  rehabilitating  the 
contractor’s  facilities  to  approximately 
the  same  condition  existing  immediately 
before  the  start  of  the  Government  con¬ 
tract,  fair  wear  and  tear  excepted.  Recon¬ 
version  costs  are  unallowable  except  for 
the  cost  of  removing  Government  prop¬ 
erty  and  the  restoration  or  rehabilitation 
costs  caused  by  such  removal.  However, 
in  special  circumstances  where  equity  so 
dictates,  additional  costs  may  be  allowed 
to  the  extent  agreed  upon  betore  costs  are 
incurred.  Care  should  be  exercised  to 
avoid  duplication  through  allowance  as 
contingencies,  additional  profit  or  fee,  or 
in  other  contracts. 

31.205- 32  Precontract  costs. 

Precontract  costs  are  those  incurred 

before  the  effective  date  of  the  contract 
directly  pursuant  to  the  negotiation  and 
in  anticipation  of  the  contract  award 
when  such  incurrence  is  necessary  to 
comply  with  the  proposed  contract  deliv¬ 
ery  schedule.  Such  costs  are  allowable  to 
the  extent  that  they  would  have  been 
allowable  if  incurred  after  the  date  of  the 
contract  (^ee  31.109). 

31.205- 33  Professional  and  consultant 
service  costs. 

(a)  Definition.  Professional  and  consul¬ 
tant  services,  as  used  in  this  subpart,  are 
those  services  rendered  by  persons  who 
are  members  of  a  particular  profession  or 
possess  a  special  skill  and  who  are  not 
officers  or  employees  of  the  contractor. 
Examples  include  those  services  acquired 
by  contractors  or  subcontractors  in  order 
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to  enhance  their  legal,  economic,  finan¬ 
cial,  or  technical  positions.  Professional 
and  consultant  services  are  generally  ac¬ 
quired  to  obtain  information,  advice, 
opinions,  alternatives,  conclusions,  rec¬ 
ommendations,  training,  or  direct  assis¬ 
tance,  such  as  studies,  analyses,  evalu¬ 
ations,  liaison  with  Government  officials, 
or  other  forms  of  representation. 

(b)  Costs  of  professional  and  concul- 
tant  services  are  allowable  subject  to  this 
paragraph  and  paragraphs  (c)  through  (0 
of  this  subsection  when  reasonable  in 
relation  to  the  services  rendered  and 
when  not  contingent  upon  recovery  of  the 
costs  from  the  Government  (but  see 
31.205-30  and  31.205-47). 

(c)  Costs  of  professional  and  consultant 
services  performed  under  any  of  the 
following  circumstances  are  unallowable: 

(1)  Services  to  improperly  obtain,  dis¬ 
tribute,  or  use  information  or  data  pro¬ 
tected  by  law  or  regulation  (e.g.,  52.215- 
12,  Restriction  on  Disclosure  and  Use  of 
Data). 

(2)  Services  that  are  intended  to  im¬ 
properly  influence  the  contents  of  solici¬ 
tations,  the  evaluation  of  proposals  or 
quotations,  or  the  selection  of  sources  for 
contract  award,  whether  award  is  by  the 
Government,  or  by  a  prime  contractor  or 
subcontractor. 

(3)  Any  other  services  obtained,  per¬ 
formed,  or  otherwise  resulting  in  viola¬ 
tion  of  any  statute  or  regulation  prohibit¬ 
ing  improper  business  practices  or  con¬ 
flicts  of  interest. 

(4)  Services  performed  which  are  not 
consistent  with  the  purpose  and  scope  of 
the  services  contracted  foi  or  otherwise 
agreed  to. 

(d)  In  determining  the  allowability  of 
costs  (including  retainer  fees)  in  a  i^artic- 
ular  case,  no  single  factor  or  any  special 
combination  of  factors  is  necessarily  de¬ 
terminative.  However,  the  contracting 
officer  shall  consider  the  following  fac¬ 
tors,  among  others: 

(1)  The  nature  and  scope  of  the  service 
rendered  in  r^'-'ion  to  the  service  re¬ 
quired. 

(2)  The  necessity  of  contracting  for  the 
service,  considering  the  contractor’s  ca¬ 
pability  in  the  pailicular  area. 

(3)  The  past  pattern  of  acquiring  such 
services  and  their  costs,  particularly  in 
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the  years  prior  to  the  award  of  Govern¬ 
ment  contracts. 

(4)  The  impact  of  Government  con¬ 
tracts  on  the  contractor’s  business. 

(5)  Whether  the  proportion  of  Govern¬ 
ment  work  to  the  eontractor’s  total  busi¬ 
ness  is  such  as  to  influence  the  contractor 
in  favor  of  incurring  the  cost,  particularly 
when  the  services  rendered  are  not  of  a 
continuing  nature  and  have  little  rela¬ 
tionship  to  work  under  Government  con¬ 
tracts. 

(6)  Whether  the  service  can  be  per¬ 
formed  more  economically  by  employ¬ 
ment  rather  than  by  contracting. 

(7)  The  qualifications  of  the  individual 
or  concern  rendering  the  service  and  the 
customary  fee  charged,  especially  on  non- 
Government  contracts. 

(8)  Adequacy  of  the  contractual  agree¬ 
ment  for  the  service  (e.g.,  description  of 
the  service,  estimate  of  time  required, 
rate  of  compensation,  termination  provi¬ 
sions). 

(e)  Retainer  fees,  to  be  allowable,  must 
be  supported  by  evidence  that — 

(1)  The  services  covered  by  the  retainer 
agreement  are  necessary  and  customary; 

(2)  The  level  of  past  services  justifies 
the  amount  of  the  retainer  fees  (if  no 
services  were  rendered,  fees  arc  not  auto¬ 
matically  unallowable); 

(3)  The  retainer  fee  is  reasonable  in 
comparison  with  maintaining  an  in- 
house  capability  to  perform  the  covered 
services,  when  factors  such  as  cost  and 
level  of  expertise  are  considered;  and 

(4)  The  actual  services  performed  are 
documented  in  accordance  with  para¬ 
graph  (0  of  this  subsection. 

(0  Fees  for  services  rendered  shall  be 
allowable  only  when  supported  by  evi¬ 
dence  of  the  nature  and  scope  of  the 
service  furnished.  (See  also  31.205-38(0.) 
However,  retainer  agreements  generally 
are  not  based  on  specific  statements  of 
woiK.  Evidence  necessary  to  determine 
that  work  performed  is  proper  and  does 
not  violate  law  or  regulation  shall  in¬ 
clude — 

(1)  Details  of  all  agreements  (e.g.,  work 
requirements,  rate  of  compensation,  and 
nature  and  amount  of  other  expenses,  if 
any)  with  the  individuals  or  organiza¬ 
tions  providing  the  services  and  details  of 
actual  services  performed; 
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(2)  Invoices  or  billings  submitted  by 
consultants,  including  sufficient  detail  as 
to  the  time  expended  and  nature  of  the 
actual  services  provided;  and 

(3)  Consultants’  work  products  and 
related  documents,  such  as  trip  reports 
indicating  persons  visited  and  subjects 
discussed,  minutes  of  meetings,  and  col¬ 
lateral  memoranda  and  reports. 

(FACs  84-15,  7  Apr  86;  84-44,  28  Am 
89;  84-56,  7  Mar  90;  90-3,  22  Jan  91;  90- 
16,  21  Dec  92) 

31.205-34  Recruitment  costs. 

(a)  Subject  to  paragraphs  (b)  and  (c) 
below,  and  provided  that  the  size  of  the 
staff  recruited  and  maintained  is  in  keep¬ 
ing  with  workload  requirements,  the  fol¬ 
lowing  costs  are  allowable: 

(1)  Costs  of  help-wanted  advertising. 

(2)  Costs  of  operating  an  employment 
office  needed  to  secure  and  maintain  an 
adequate  labor  force. 

(3)  Costs  of  operating  an  aptitude  and 
educational  testing  program. 

(4)  Travel  costs  of  employees  engaged 
in  recuiting  personnel. 

(5)  Travel  costs  of  applicants  for  inter¬ 
views. 

(6)  Costs  for  employment  agencies,  not 
in  excess  of  standard  commercial  rates. 

(b)  Help-wanted  advertising  costs  are 
unallowable  if  the  advertising — 

(1)  Is  for  personnel  other  than  those 
required  to  perform  obligations  under  a 
Government  contract; 

(2)  Does  not  describe  specific  positions 
or  classes  of  positions; 

(3)  Is  excessive  relative  to  the  number 
and  importance  of  the  positions  or  to  the 
industry  practices; 

(4)  Includes  material  that  is  not  rele¬ 
vant  for  recruitment  purposes,  such  as 
extensive  illustrations  or  descriptions  of 
the  company’s  products  or  capabilities; 

(5)  Is  designed  to  “pirate”  personnel 
from  another  Government  contractor;  or 

(6)  Includes  color  (in  publications). 

(c)  Excessive  compensation  costs  of¬ 
fered  to  prospective  employees  to  “pi¬ 
rate”  them  from  another  Government 
contractor  are  unallowable.  Such  exces¬ 
sive  costs  may  include  salaries,  fringe 
benefits,  or  special  emoluments  which 
are  in  excess  of  standard  industry  prac¬ 


tices  or  the  contractor’s  customary  com¬ 
pensation  practices. 

31.205- 35  Relocation  costs. 

(a)  Relocation  costs  are  costs  incident 
to  the  permanent  change  of  duty  of 
assignment  (for  an  indefinite  or  for  a 
stated  period,  but  in  either  event  for  not 
less  than  12  months)  of  an  existing  em¬ 
ployee  or  upon  recruitment  of  a  new 
employee.  The  following  types  of  reloca¬ 
tion  costs  arc  allowable  as  noted,  subject 
to  paragraphs  (b)  through  (0  below: 

(1)  Cost  of  travel  of  the  employee  and 
members  of  the  immediate  family  (see 

31.205- 46)  and  transportation  of  the 
household  and  personal  effects  to  the  new 
location. 

(2)  Cost  of  finding  a  new  home,  such  as 
advance  trips  by  employees  and  spouses 
to  locate  living  quarters,  and  temporary 
lodging  during  the  transition  periods  not 
exceeding  separate  cumulative  totals  of 
60  days  for  employees  and  45  days  for 
spouses  and  dependents,  including  ad¬ 
vance  trip  time. 

(3)  Closing  costs  (i.e.,  brokerage  fees, 
legal  fees,  appraisal  fees,  points,  finance 
charges,  etc.)  incident  to  the  disposition 
of  actual  residence  owned  by  the  employ¬ 
ee  when  notified  of  transfer,  except  that 
these  costs  when  added  to  the  costs 
described  in  subparagraph  (a)(4)  below 
shall  not  exceed  14  percent  of  the  sales 
price  of  the  property  sold. 

(4)  Continuing  costs  of  ownership  of 
the  vacant  former  actual  residence  being 
sold,  such  as  maintenance  of  building 
and  grounds  (exclusive  of  fixing  up  ex¬ 
penses),  utilities,  taxes,  property  insur¬ 
ance,  mortgage  interest,  after  settlement 
date  or  lease  dale  of  new  permanent 
residence,  except  that  these  costs  when 
added  to  the  costs  described  in  subpara¬ 
graph  (a)(3)  above,  shall  not  exceed  14 
percent  of  the  sales  price  of  the  property 
sold. 

(5)  Other  necessary  and  reasonable 
expenses  normally  incident  to  relocation, 
such  as  disconnecting  and  connecting 
household  appliances;  automobile  regis¬ 
tration;  driver’s  license  and  use  taxes; 
cutting  and  fitting  rugs,  draperies,  and 
curtains;  forfeited  utility  fees  and  depo¬ 
sits;  and  purchase  of  insurance  against 
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damage  to  or  loss  of  personal  property 
while  in  transit. 

(6)  Costs  incident  to  acquiring  a  home 
in  a  new  location,  except  that  (i)  these 
costs  will  not  be  allowable  for  existing 
employees  or  newly  recruited  employees 
who,  before  the  relocation,  were  not 
homeowners  and  (ii)  the  total  costs  shall 
not  exceed  5  percent  of  the  purchase 
price  of  the  new  home. 

(7)  Mortgage  interest  differential  pay¬ 
ments,  except  that  these  costs  are  not 
allowable  for  existing  or  newly  recruited 
employees  who,  before  the  relocation, 
were  not  homeowners  and  the  total  pay¬ 
ments  are  limited  to  an  amount  deter¬ 
mined  as  follows: 

(i)  The  difference  between  the  mort¬ 
gage  interest  rates  of  the  old  and  new 
residences  times  the  current  balance  of 
the  old  mortgage  times  3  years. 

(ii)  When  mortgage  differential  pay¬ 
ments  are  made  on  a  lump  sum  basis  and 
the  employee  leaves  or  is  transferred 
again  in  less  than  3  years,  the  amount 
initially  recognized  shall  be  proportion¬ 
ately  adjusted  to  reflect  payments  only 
for  the  actual  time  of  the  relocation. 

(8)  Rental  differential  payments  cover¬ 
ing  situations  where  iclocatcd  employees 
retain  ownership  of  a  vacated  home  in 
the  old  location  and  rent  at  the  new 
location.  The  rented  quarters  at  the  new 
location  must  be  comparable  to  those 
vacated,  and  the  allowable  differential 
payments  may  not  exceed  the  actual 
rental  costs  for  the  new  home,  less  the 
fair  market  rent  for  the  vacated  home 
times  3  years. 

(9)  Cost  of  canceling  an  unexpired 
lease. 

(b)  The  costs  described  in  paragraph  (a) 
above  must  also  meet  the  following  crite¬ 
ria  to  be  considered  allowable: 

( 1 )  The  move  must  be  for  the  benefit  of 
the  employer. 

(2)  Reimbursement  must  be  in  accor¬ 
dance  with  an  established  policy  or  prac¬ 
tice  that  IS  consistently  followed  by  the 
employer  and  is  designed  to  motivate 
employees  to  relocate  promptly  and  eco¬ 
nomically. 

(3)  The  costs  must  not  otherwise  be 
unallowable  under  Subpart  31.2, 

(4)  Amounts  to  be  reimbursed  shall  not 
exceed  the  employee’s  actual  expenses. 


except  that  for  miscellaneous  costs  of  the 
type  discussed  in  subparagraph  (a)(5) 
above,  a  flat  amount,  not  to  exceed 
$1,000,  may  be  allowed  in  lieu  of  actual 
costs. 

(c)  The  following  types  of  costs  are  not 
allowable: 

(1)  Loss  on  sale  of  a  home. 

(2)  Costs  incident  to  acquiring  a  home 
in  a  new  location  as  follows: 

(i)  Real  estate  brokers  fees  and  com¬ 
missions. 

(li)  Cost  of  litigation. 

flii)  Real  and  personal  property  insur¬ 
ance  against  damage  or  loss  of  property. 

(iv)  Mortgage  life  insurance. 

(v)  Owner’s  title  policy  insurance  when 
such  insurance  was  not  previously  carried 
by  the  employee  on  the  old  residence 
(however,  cost  of  a  mortgage  title  policy 
is  allowable). 

(vi)  Property  taxes  and  operating  or 
maintenance  costs. 

(3)  Continuing  mortgage  principal  pay¬ 
ments  on  residence  being  sold. 

(4)  Payments  for  employee  income  or 
nCA  (social  security)  taxes  incident  to 
reimbursed  relocation  costs. 

(5)  Payments  for  job  counseling  and 
placement  assistance  to  employee 
spouses  and  dependents  who  were  not 
employees  of  the  contractor  at  the  old 
location. 

(6)  Costs  incident  to  furnishing  equity 
or  nonequity  loans  to  employees  or  mak¬ 
ing  arrangements  with  lenders  for  em¬ 
ployees  to  obtain  lower-than-market  rate 
mortgage  loans. 

(d)  If  relocation  costs  for  an  employee 
have  been  allowed  either  as  an  allocable 
indirect  or  direct  cost,  and  the  employee 
resigns  within  12  months  for  reasons 
within  the  employee’s  control,  the  con¬ 
tractor  shall  refund  or  credit  the  reloca¬ 
tion  costs  to  the  Government. 

(e)  Subject  to  the  requirements  of  para¬ 
graphs  (a)  through  (d)  above,  the  costs  of 
family  movements  and  of  personnel 
movements  of  a  special  or  mass  nature 
are  allowable.  The  cost,  however,  should 
be  assigned  on  the  basis  of  work  (con¬ 
tracts)  or  time  period  benefited. 

(0  Relocation  costs  (both  outgoing  and 
return)  of  employees  who  are  hired  for 
performance  on  specific  contracts  or 
long-term  field  projects  are  allowable  if — 
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(1)  The  term  of  employment  is  not  less 
than  12  months; 

(2)  The  employment  agreement  specifi¬ 
cally  limits  the  duration  of  employment 
to  the  time  spent  on  the  contract  or  field 
project  for  which  the  employee  is  hired; 

(3)  The  employment  agreement  pro¬ 
vides  for  return  relocation  to  the  employ¬ 
ee’s  permanent  and  principal  home  im¬ 
mediately  prior  to  the  outgoing  reloca¬ 
tion,  or  other  location  of  equal  or  lesser 
cost;  and 

(4)  The  relocation  costs  arc  determined 
under  the  rules  of  paragraphs  (a)  through 
(d)  above.  However,  the  costs  to  return 
employees,  who  are  released  from  em¬ 
ployment  upon  completion  of  field  as¬ 
signments  pursuant  to  their  employment 
agreements,  are  not  subject  to  the  refund 
or  credit  requirement  of  paragraph  (d). 

(FAC  84-25,  1  Jul  87) 

31.205-36  Rental  costs. 

(a)  This  subsection  is  applicable  to  the 
cost  of  renting  or  leasing  real  or  personal 
property,  except  ADPE  (see  31.205-2). 
acquired  under  “operating  leases”  as  de¬ 
fined  in  Statement  of  Financial  Account¬ 
ing  Standards  No.  13  (FAS- 13),  Account¬ 
ing  for  Leases.  Compliance  with  31.205- 
ll(m)  requires  that  assets  acquired  by 
means  of  capital  leases,  as  defined  in 
FAS- 13,  shall  be  treated  as  purchased 
assets;  i.e.,  be  capitalized  and  the  capital¬ 
ized  value  of  such  assets  be  distributed 
over  their  useful  lives  as  depreciation 
charges,  or  over  the  lease  term  as  amorti¬ 
zation  charges,  as  appropriate  (but  see 
subparagraph  (b)(4)  below). 

(b)  The  following  costs  are  allowable: 

( 1 )  Rental  costs  under  operating  leases, 
to  the  extent  that  the  rates  are  reasonable 
at  the  time  of  the  lease  decision,  after 
consideration  of  (i)  rental  costs  of  compa¬ 
rable  property,-  if  any;  (ii)  market  condi¬ 
tions  in  the  area;  (iii)  the  type,  life 
expectancy,  condition,  and  value  of  the 
property  leased;  (iv)  alternatives  avail¬ 
able;  and  (v)  other  provisions  of  the 
agreement. 

(2)  Rental  costs  under  a  sale  and  lease¬ 
back  arrangement  only  up  to  the  amount 
the  contractor  would  be  allowed  if  the 
contractor  retained  title. 

(3)  Charges  in  the  nature  of  lent  for 
prope.'ty  between  any  divisions,  subsidi¬ 


aries,  or  organization  under  common 
control,  to  the  extent  that  they  do  not 
exceed  the  normal  costs  of  ownership, 
such  as  depreciation,  taxes,  insurance, 
facilities  capital  cost  of  money,  and 
maintenance  (excluding  interest  or  other 
unallowable  costs  pursuant  to  Part  31), 
provided  that  no  part  of  such  costs  shall 
duplicate  any  other  allowed  cost.  Rental 
cost  of  personal  property  leased  from  any 
division,  subsidiary,  or  affiliate  of  the 
contractor  under  common  control,  that 
has  an  established  practice  of  leasing  the 
same  or  similar  property  to  unaffiliated 
lessees  shall  be  allowed  in  accordance 
with  subparagraph  (b)(1)  above. 

(4)  Rental  costs  under  leases  entered 
into  before  March  1 ,  1 970  for  the  remain¬ 
ing  term  of  the  lease  (excluding  options 
not  exercised  before  March  1,  1970)  to 
the  extent  they  would  have  been  allow¬ 
able  under  Defense  Acquisition  Regula¬ 
tion  (Formerly  ASPR)  15-205.34  or  Fed¬ 
eral  Procurement  Regulations  section  1- 
15  .205-34  in  effect  January  1,-  1969. 

(c)  The  allowability  of  rental  costs 
under  unexpired  leases  in  connection 
with  terminations  is  treated  in  31.205- 
42(e). 

(FACs  84-12,  20  Jan  86) 

31.205-37  Royalties  and  other  costs  for 
use  of  patents. 

(a)  Royalties  on  a  patent  or  amortiza¬ 
tion  of  the  cost  of  purchasing  a  patent  or 
patent  rights  necessary  for  the  proper 
performance  of  the  contract  and  applica¬ 
ble  to  contract  products  or  processes  are 
allowable  unless — 

(1)  The  Government  has  a  license  or 
the  right  to  a  free  use  of  the  patent; 

(2)  The  patent  has  been  adjudicated  to 
be  invalid,  or  has  been  administratively 
determined  to  be  invalid; 

(3)  The  patent  is  considered  to  be 
unenforceable;  or 

(4)  The  patent  is  expired. 

(b)  Care  should  be  exercised  in  deter¬ 
mining  reasonableness  when  the  royalties 
may  have  been  arrived  at  as  a  result  of 
less-than-arm’s-length  bargaining;  e.  g., 
royalties — 

(1)  Paid  to  persons,  including  corpora¬ 
tions,  affiliated  with  the  contractor; 

(2)  Paid  to  unaffiliated  parties,  includ¬ 
ing  corporations,  under  an  agreement 
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entered  into  in  contemplation  that  a 
Government  contract  would  be  awarded; 
or 

(3)  Paid  under  an  agreement  entered 
into  after  the  contract  award. 

(c)  In  any  case  involving  a  patent 
formerly  own.jd  by  the  contractor,  the 
royalty  amount  allowed  should  not  ex¬ 
ceed  the  cost  which  would  have  been 
allowed  had  the  contractor  retained  title. 

(d)  See  31.109  regarding  advance 
agreements. 

31.205- 38  Selling  costs. 

(a)  “Selling]’  is  a  generic  term  encom¬ 
passing  all  efforts  to  market  the  contrac¬ 
tor’s  products  or  services,  some  of  which 
are  covered  specifically  in  other  subsec¬ 
tions  of  31.205.  Selling  activity  includes 
the  following  broad  categories; 

(1)  Advertising. 

(2)  Corporate  image  enhancement  in¬ 
cluding  broadly-targeted  sales  efforts, 
other  than  advertising. 

(3)  Bid  and  proposal  costs. 

(4)  Market  planning. 

(5)  Direct  selling. 

(b)  Advertising  costs  are  defined  at 

3 1.205-  1(b)  and  are  subject  to  the  allowa¬ 
bility  provisions  of  3 1.205- 1(d)  and  (O- 
Corporate  image  enhancement  activities 
are  included  within  the  definitions  of 
public  relations  at  3 1.205- 1(a)  and  enter¬ 
tainment  at  31.205-14  and  are  subject  to 
the  allowability  provisions  at  3 1.205- 1(e) 
and  (0  and  31.205-14,  respectively.  Bid 
and  proposal  costs  arc  defined  at  31.205- 
18  and  have  their  allowability  controlled 
by  that  subsection.  Market  planning  in¬ 
volves  market  research  and  analysis  and 
generalized  management  planning  con¬ 
cerned  with  development  of  the  contrac¬ 
tor’s  business.  The  allowability  of  long- 
range  market  planning  costs  is  controlled 
by  the  provisions  of  31.205-12.  Other 
market  planning  costs  are  allowable  to 
the  extent  that  they  are  reasonable  and 
not  in  excess  of  the  limitations  of  sub- 
paragraph  (c)(2)  of  this  subsection.  Costs 
of  activities  which  are  correctly  classified 
and  disallowed  under  cost  principles  re¬ 
ferenced  in  this  paragraph  (b)  are  not  to 
be  reconsidered  for  reimbursement  under 
any  other  provision  of  this  subsection. 

(c) (1)  Direct  selling  efforts  are  those 
acts  or  actions  to  induce  particular  cus¬ 


tomers  to  purchase  particular  products  or 
services  of  the  contractor.  Direct  selling 
is  characterized  by  person-to-person  con¬ 
tact  and  includes  such  activities  as  famil¬ 
iarizing  a  potential  customer  with  the 
contractor’s  products  or  services,  condi¬ 
tions  of  sale,  service  capabilities,  etc.  It 
also  includes  negotiation,  liaison  between 
customer  and  contractor  personnel,  tech¬ 
nical  and  consulting  activities,  individual 
demonstrations,  and  any  other  activities 
having  as  their  purpose  the  application  or 
adaptation  of  the  contractor’s  products  or 
services  for  a  particular  customer’s  use. 
The  cost  of  direct  selling  efforts  is  allow¬ 
able  if  reasonable  in  amount. 

(2)  The  costs  of  broadly  targeted  and 
direct  selling  efibrts  and  market  planning 
other  than  long-range,  which  are  incurred 
in  connection  with  a  significant  effort  to 
promote  expr  rt  sales  of  products  normal¬ 
ly  sold  to  the  U.S.  Government,  includ¬ 
ing  the  costs  of  exhibiting  and  demon¬ 
strating  such  products,  are  allowable  on 
contracts  with  the  U.S.  Government  pro¬ 
vided — 

(i)  The  costs  are  allocable,  reasonable, 
and  otherwise  allowable  under  this  sub¬ 
part  31.2; 

(ii)  That,  with  respect  to  a  business 
segment  which  allocates  to  U.S.  Govern¬ 
ment  contracts  $2,500,000  or  more  of 
such  costs  in  a  given  fiscal  year  of  such 
business  segment,  a  ceiling  on  allowable 
costs  shall  apply.  The  ceiling  on  the 
amount  of  allowable  costs  to  be  allocated 
over  the  appropriate  base  shall  be  110 
percent  of  foreign  selling  costs  incurred 
by  the  business  segment  in  the  previous 
year;  and 

(iii)  That,  in  order  to  comply  with 
Public  Law  100-456,  the  substance  of  this 
subparagraph  (c)(2)  shall  also  apply  to  all 
contracts  and  subcontracts  of  the  con¬ 
tractor  with  the  Department  of  Defense 
being  performed  by  the  contractor  on  the 
first  day  of  the  contractor’s  first  full  fiscal 
year  that  begins  on  or  after  December  1 5,  I 
1988,  whether  or  not  a  contract  or  sub¬ 
contract  contains  this  subparagraph 
(c)(2). 

(d)  The  costs  of  any  selling  efforts  other 
than  those  addressed  in  paragraphs  (b)  or 
(c)  of  this  subsection  are  unallowable. 

(e)  Costs  of  the  type  identified  in 
paragraphs  (b),  (c),  and  (d)  of  this  subsec- 
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tion  are  often  commingled  on  the  con¬ 
tractor’s  books  in  the  selling  expense 
account  because  these  activities  are  per¬ 
formed  by  the  sales  departments.  How¬ 
ever,  identification  and  segregation  of 
unallowable  costs  is  required  under  the 
provisions  of  31.201-6  and  48  CFR 
9904.405,  and  such  costs  are  not  allow¬ 
able  merely  because  they  are  incurred  m 
connection  with  allowable  selling  activi¬ 
ties. 

(0  Notwithstanding  any  other  provi¬ 
sion  of  this  subsection,  sellers’  or  agents’ 
compensation,  fees,  commissions,  per¬ 
centages,  retainer  or  brokerage  fees, 
whether  or  not  contingent  upon  the 
award  of  contracts,  are  allowable  only 
when  paid  to  bona  fide  employees  or 
established  commercial  or  selling  agen¬ 
cies  maintained  by  the  contractor  for  the 
purpose  of  securing  business  (see  3.408- 
2). 

(FACs  84-12,  20  Jan  86;  84-15,  7  Apr 
86;  84-26,  30  Jul  87;  84-30,  30  Sep  87; 

,  90-4,  15  May  1991;  90-7,  23  Sep  1991; 

I  90-12,  31  Aug  1992;  90-20,  10  Mar  1994) 

31.205- 39  Service  and  warranty  costs. 

Service  and  warranty  costs  include 

those  arising  from  fulfillment  of  any 
contractual  obligation  of  a  contractor  to 
provide  services  such  as  installation, 
training,  correcting  defects  in  the  prod¬ 
ucts,  replacing  defective  parts,  and  mak¬ 
ing  refunds  in  the  case  of  inadequate 
performance.  When  not  inconsistent  with 
the  terms  of  the  contract,  such  service 
and  warranty  costs  are  allowable.  How¬ 
ever,  care  should  be  exercised  to  avoid 
duplication  of  the  allowance  as  an  ele¬ 
ment  of  both  estimated  product  cost  and 
risk. 

31.205- 40  Special  tooling  and  special  test 
equipment  costs. 

(a)  The  terms  “special  tooling”  and 
“special  test  equipment”  are  defined  in 
45.101. 

(b)  The  cost  of  special  tooling  and 
special  test  equipment  used  in  perform¬ 
ing  one  or  more  Government  contracts  is 
allowable  and  shall  be  allocated  to  the 
specific  Government  contract  or  con¬ 
tracts  for  which  acquired,  except  thai  the 
cost  of  (1)  items  acquired  by  the  contrac¬ 
tor  before  the  efiective  date  of  the  con¬ 


tract  (or  replacement  of  such  items), 
whether  or  not  altered  or  adapted  for  use 
in  performing  the  contract,  and  (2)  items 
which  the  contract  schedule  specifically 
excludes,  shall  be  allowable  only  as  de¬ 
preciation  or  amortization. 

(c)  When  items  are  disqualified  as 
special  tooling  or  special  test  equipment 
because  with  relatively  minor  expense 
they  can  be  made  suitable  for  general 
purpose  use  and  have  a  value  as  such 
commensurate  with  their  value  as  special 
tooling  or  special  test  equipment,  the  cost 
of  adapting  the  items  for  use  under  the 
contract  and  the  cost  of  returning  them  to 
their  prior  configuration  are  allowable. 

31.205-41  Taxes. 

(a)  The  following  types  of  costs  are 
allowable: 

(1)  Federal,  State,  and  local  taxes  (see 
Part  29),  except  as  otherwise  provided  in 
paragraph  (b)  below  that  are  required  to 
be  and  are  paid  or  accrued  in  accordance 
with  generally  accepted  accounting  prin¬ 
ciples.  Fines  and  penalties  are  not  consid¬ 
ered  taxes. 

(2)  Taxes  otherwise  allowable  under 
subparagraph  (a)(1)  above,  but  upon 
which  a  claim  of  illegality  or  erroneous 
assessment  exists;  provided  the  contrac¬ 
tor,  before  paying  such  taxes — 

(i)  Promptly  requests  instructions  from 
the  contracting  officer  concerning  such 
taxes;  and 

(ii)  Takes  all  action  directed  by  the 
contracting  officer  arising  out  of  subpara¬ 
graph  (2)(i)  above  or  an  independent 
decision  of  the  Government  as  to  the 
existence  of  a  claim  of  illegality  or  erro¬ 
neous  assessment,  to  (A)  determine  the 
legality  of  the  assessment  or  (B)  secure  a 
refund  of  such  taxes. 

(3)  Pursuant  to  subparagraph  (a)  (2) 
above,  the  reasonable  costs  of  any  action 
taken  by  the  contractor  at  the  direction  or 
with  the  concurrence  of  the  contracting 
officer.  Interest  or  penalties  incurred  by 
the  contractor  for  non-payment  of  any 
tax  at  the  direction  of  the  contracting 
officer  or  by  reason  of  the  failure  of  the 
contracting  officer  to  ensure  timely  direc¬ 
tion  after  a  prompt  request. 

(4)  The  Environmental  Tax  found  at 
section  59A  of  the  Internal  Revenue 
Code,  also  called  the  “Super  Fund  Tax.” 


DCAA  Contract  Audit  Manual 


January  1995 


ASS 

1131.205-41(b) 


(b)  The  following  types  of  costs  are  not 
allowable: 

(1)  Federal  income  and  excess  profits 
taxes. 

(2)  Taxes  in  connection  with  financing, 
refinancing,  refunding  operations,  or 
reorganizations  (see  31.205-20  and 

31.205-27). 

(3)  Taxes  from  which  exemptions  are 
available  to  the  contractor  directly,  or 
available  to  the  contractor  based  on  an 
exemption  afforded  the  Government,  ex¬ 
cept  when  the  contracting  officer  deter¬ 
mines  that  the  administrative  burden 
incident  to  obtaining  the  exemption  out¬ 
weighs  the  corresponding  benefits  accru¬ 
ing  to  the  Government.  When  partial 
exemption  from  a  tax  is  attributable  to 
Government  contract  activity,  taxes 
charged  to  such  work  in  excess  of  that 
amount  resulting  from  application  of  the 
preferential  treatment  are  unallowable. 
These  provisions  intend  that  tax  prefer¬ 
ence  attributable  to  Government  contract 
activity  be  realized  by  the  Government. 
The  term  “exemption”  means  freedom 
from  taxation  in  whole  or  in  part  and 
includes  a  tax  abatement  or  reduction 
resulting  from  mode  of  assessment,  meth¬ 
od  of  calculation,  or  otherwise. 

(4)  Special  assessments  on  land  that 
represent  capital  improvements. 

(5)  Taxes  (including  excises)  on  real  or 
personal  property,  or  on  the  value,  use, 
possession  or  sale  thereof,  which  is  used 
solely  in  connection  with  work  other  than 
on  Government  contracts  (see  paragraph 
(c)  below). 

(6)  Taxes  on  accumulated  funding  defi¬ 
ciencies  of,  or  prohibited  transactions 
involving,  employee  deferred  compensa¬ 
tion  plans  pursuant  to  Section  4971  or 
Section  4975  of  the  Internal  Revenue 
Code  of  1954,  as  amended. 

(7)  Income  tax  accruals  designed  to 
account  for  the  tax  effects  of  differences 
between  taxable  income  and  pretax  in¬ 
come  as  reflected  by  the  books  of  account 
and  financial  statements. 

(c)  Taxes  on  property  (see  subpara¬ 
graph  (b)(5)  above)  used  solely  in  connec¬ 
tion  with  either  non-Government  or 
Government  work  should  be  considered 
directly  applicable  to  the  respective  cate¬ 
gory  of  work  unless  the  amounts  involved 
are  insignificant  or  comparable  results 


would  otherwise  be  obtained;  e.g.,  taxes 
on  contractor-owned  work-in-process 
which  is  used  solely  in  connection  with 
non-Govemment  work  should  be  allocat¬ 
ed  to  such  work;  taxes  on  contractor- 
owned  work-in-process  inventory  (and 
Government-owned  work-in-process  in¬ 
ventory  when  taxed)  used  solely  in  con¬ 
nection  with  Government  work  should  be 
charged  to  such  work.  The  cost  of  taxes 
incurred  on  property  used  in  both  Gov¬ 
ernment  and  non-Govemment  work  shall 
be  apportioned  to  all  such  work  based 
upon  the  use  of  such  property  on  the 
respective  final  cost  objectives. 

d)  Any  taxes,  interest,  or  penalties  that 
were  allowed  as  contract  costs  and  are 
refunded  to  the  contractor  shall  be  credit¬ 
ed  or  paid  to  the  Government  in  the 
manner  it  directs.  If  a  contractor  or 
subcontractor  obtains  a  foreign  tax  credit 
that  reduces  its  U.S.  Federal  income  tax 
return  because  of  the  payment  of  any  tax 
or  duty  allowed  as  contract  costs,  and  if 
those  costs  were  reimbursed  by  a  foreign 
government,  the  amount  of  the  reduction 
shall  be  paid  to  the  Treasurer  of  the 
United  States  at  the  time  the  Federal 
income  tax  return  is  filed.  However,  any 
interest  actually  paid  or  credited  to  a 
contractor  incident  to  a  refund  of  tax, 
interest,  or  penalty  shall  be  paid  or 
credited  to  the  Government  only  to  the 
extent  that  such  interest  accrued  over  the 
period  during  which  the  contractor  had 
been  reimbursed  by  the  Government  for 
the  taxes,  interest,  or  penalties. 

(FACs  84-56,  7  Mar  90;  90-3,  22  Jan 
91) 

31.205-42  Termination  costs. 

Contract  terminations  generally  give 
rise  to  the  incurrence  of  costs  or  the  need 
for  special  treatment  of  costs  that  would 
not  have  arisen  had  the  contract  not  been 
terminated.  The  following  cost  principles 
peculiar  to  termination  situations  are  to 
be  used  in  conjunction  with  the  other 
cost  principles  in  Subpart  31.2: 

(a)  Common  items.  The  costs  of  items 
reasonably  usable  on  the  contractor’s 
other  work  shall  not  be  allowable  unless 
the  contractor  submits  evidence  that  the 
items  could  not  be  retained  at  cost  with¬ 
out  sustaining  a  loss.  The  contracting 
officer  should  consider  the  contractor’s 
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plans  and  orders  for  current  and  planned 
production  when  determining  if  items 
can  reasonably  be  used  on  other  work  of 
the  contractor.  Contemporaneous  pur¬ 
chases  of  common  items  by  the  contrac¬ 
tor  shall  be  regarded  as  evidence  that 
such  items  are  reasonably  usable  on  the 
contractor’s  other  work.  Any  acceptance 
of  common  items  as  allocable  to  the 
terminated  portion  of  the  contract  should 
be  limited  to  the  extent  that  the  quanti¬ 
ties  of  such  items  on  hand,  in  transit,  and 
on  order  are  in  excess  of  the  reasonable 
quantitative  requirements  of  other  work. 

(b)  Costs  continuing  after  termination. 
Despite  all  reasonable  efforts  by  the 
contractor,  costs  which  cannot  be  discon¬ 
tinued  immediately  after  the  effective 
date  of  termination  are  generally  allow¬ 
able.  However,  any  costs  continuing  after 
the  effective  date  of  the  termination  due 
to  the  negligent  or  willful  failure  of  the 
contractor  to  discontinue  the  costs  shall 
be  unallowable. 

(c)  Initial  costs.  Initial  costs  (see 
15.804-6(0),  including  starting  load  and 
preparatory  costs,  are  allowable  as  fol¬ 
lows: 

(1)  Starting  load  costs  not  fully  ab¬ 
sorbed  because  of  termination  are  nonre¬ 
curring  labor,  material,  and  related  over¬ 
head  costs  incurred  in  the  early  part  of 
production  and  result  from  factors  such 
as — 

(1)  Excessive  spoilage  due  to  inexperi¬ 
enced  labor; 

(ii)  Idle  time  and  subnormal  produc¬ 
tion  due  to  testing  and  changing  produc¬ 
tion  methods; 

(iii)  Training;  and  (iv)  Lack  of  familiar¬ 
ity  or  experience  with  the  product,  mate¬ 
rials,  or  manufacturing  processes. 

(2)  Preparatory  costs  incurred  in  pre¬ 
paring  to  perform  the  terminated  con¬ 
tract  include  such  costs  as  those  incurred 
for  initial  plant  rearrangement  and  alter¬ 
ations,  management  and  personnel  orga¬ 
nization,  and  production  planning.  They 
do  not  include  special  machinery  and 
equipment  and  starting  load  costs. 

(3)  When  initial  costs  are  included  in 
the  settlement  proposal  as  a  direct 
charge,  such  costs  shall  not  also  be  in¬ 
cluded  in  overhead.  Initial  costs  attribut¬ 
able  to  only  one  contract  shall  not  be 
allocated  to  other  contracts. 
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(4)  If  initial  costs  are  claimed  and  have 
not  been  segregated  on  the  contractor’s 
books,  they  shall  be  segregated  for  settle¬ 
ment  purposes  from  cost  reports  and 
schedules  reflecting  that  high  unit  cost 
incurred  during  the  early  stages  of  the 
contract. 

(5)  If  the  settlement  proposal  is  on  the 
inventory  basis,  initial  costs  should  nor¬ 
mally  be  allocated  on  the  basis  of  total 
end  items  called  for  by  the  contract 
immediately  before  termination;  how¬ 
ever,  if  the  contract  includes  end  items  of 
a  diverse  nature,  some  other  equitable 
basis  may  be  used,  such  as  machine  or 
labor  hours. 

(d)  Loss  of  useful  value.  Loss  of  useful 
value  of  special  tooling,  and  special  ma¬ 
chinery  and  equipment  is  generally  allow¬ 
able,  provided — 

(1)  The  special  tooling,  or  special  ma¬ 
chinery  and  equipment  is  not  reasonably 
capable  of  use  in  the  other  work  of  the 
contractor; 

(2)  The  Government’s  interest  is  pro¬ 
tected  by  transfer  of  title  or  by  other 
means  deemed  appropriate  by  the  con¬ 
tracting  officer;  and 

(3)  The  loss  of  useful  value  for  any  one 
terminated  contract  is  limited  to  that 
portion  of  the  acquisition  cost  which 
bears  the  same  ratio  to  the  total  acquisi¬ 
tion  cost  as  the  terminated  portion  of  the 
contract  bears  to  the  entire  terminated 
contract  and  other  Government  contracts 
for  which  the  special  tooling,  or  special 
machinery  and  equipment  was  acquired. 

(e)  Rental  under  unexpired  leases. 
Rental  costs  under  unexpired  leases,  less 
the  residual  value  of  such  leases,  are 
generally  allowable  when  shown  to  have 
been  reasonably  necessary  for  the  perfor¬ 
mance  of  the  terminated  contract,  if — 

(1)  The  amount  of  rental  claimed  does 
not  exceed  the  reasonable  use  value  of  the 
property  leased  for  the  period  of  the 
contract  and  such  further  period  as  may 
be  reasonable;  and 

(2)  The  contractor  makes  all  reasonable 
efforts  to  terminate,  assign,  settle,  or 
otherwise  reduce  the  cost  of  such  lease. 

(0  Alterations  of  leased  property.  The 
cost  of  alterations  and  reasonable  restora¬ 
tions  required  by  the  lease  may  be  al¬ 
lowed  when  the  alterations  were  neces¬ 
sary  for  performing  the  contract. 
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(g)  Settlement  expenses.  ( 1 )  Settlement 
expenses,  including  the  following,  are 
generally  allowable: 

(1)  Accounting,  legal,  clerical,  and  simi¬ 
lar  costs  reasonably  necessary  for — 

(A)  The  preparation  and  presentation, 
including  supporting  data,  of  settlement 
claims  to  the  contracting  officer;  and 

(B)  The  termination  and  settlement  of 
subcontracts. 

(ii)  Reasonable  costs  for  the  storage, 
transportation,  protection,  and  disposi¬ 
tion  of  property  acquired  or  produced  for 
the  contract. 

(iii)  Indirect  costs  related  to  salary  and 
wages  incurred  as  settlement  expenses  in 

(i)  and  (ii);  normally,  such  indirect  costs 
shall  be  limited  to  payroll  taxes,  fringe 
benefits,  occupancy  costs,  and  immediate 
supervision  costs. 

(2)  If  settlement  expenses  are  signifi¬ 
cant,  a  cost  account  or  work  order  shall 
be  established  to  separately  identify  and 
accumulate  them. 

(h)  Subcontractor  claims.  Subcontrac¬ 
tor  claims,  including  the  allocable  por¬ 
tion  of  the  claims  common  to  the  con¬ 
tract  and  to  other  work  of  the  contractor, 
are  generally  allowable.  An  appropriate 
share  of  the  contractor’s  indirect  expense 
may  be  allocated  to  the  amount  of  settle¬ 
ments  with  subcontractors;  provided, 
that  the  amount  allocated  is  reasonably 
proportionate  to  the  relative  benefits 
received  and  is  otherwise  consistent  with 
31.201-4  and  31.203(c).  The  indirect  ex¬ 
pense  so  allocated  shall  exclude  the  same 
and  similar  costs  claimed  directly  or 
indirectly  as  settlement  expenses. 

31.205-43  Trade,  business,  technical  and 
professional  activity  costs. 

The  following  types  of  costs  are  allow¬ 
able: 

(a)  Memberships  in  trade,  business, 
technical,  and  professional  organizations. 

(b)  Subscriptions  to  trade,  business, 
professional,  or  other  technical  periodi¬ 
cals. 

(c)  When  the  principal  purpose  of  a 
meeting,  conference,  symposium,  or  sem¬ 
inar  is  the  dissemination  of  trade,  busi¬ 
ness,  technical  or  professional  informa¬ 
tion  or  the  stimulation  of  production  or 
improved  productivity — 


(1)  Costs  of  organizing,  setting  up,  and 
sponsoring  the  meetings,  symposia,  etc., 
including  rental  of  meeting  facilities, 
transportation,  subsistence,  and  inciden¬ 
tal  costs; 

(2)  Costs  of  attendance  by  contractor 
employees,  including  travel  costs  (see 

31.205- 46);  and 

(3)  Costs  of  attendance  by  individuals 
who  are  not  employees  of  the  contractor, 
provided;  (i)  such  costs  are  not  also 
reimbursed  to  the  individual  by  the  em¬ 
ploying  company  or  organization,  and  (ii) 
the  individual’s  attendance  is  essential  to 
achieve  the  purpose  of  the  conference, 
meeting,  symposium,  etc. 

(FAC  84-38,  19  Aug  88) 

31.205- 44  Training  and  education  costs. 

(a)  Allowable  costs.  Training  and  edu¬ 
cation  costs  are  allowable  to  the  extent 
indicated  below. 

(b)  Vocational  training.  Costs  of  pre¬ 
paring  and  maintaining  a  noncollege  lev¬ 
el  program  of  instruction,  including  but 
not  limited  to  on-the-job,  classroom,  and 
apprenticeship  training,  designed  to  in¬ 
crease  the  vocational  effectiveness  of 
employees,  are  allowable.  These  costs 
include  (1)  salaries  or  wages  of  trainees 
(excluding  overtime  compensation),  (2) 
salaries  of  the  director  of  training  and 
staff  when  the  training  program  is  con¬ 
ducted  by  the  contractor,  (3  )  tuition  and 
fees  when  the  training  is  in  an  institution 
not  operated  by  the  contractor,  and/or  (4) 
training  materials  and  textbooks. 

(c)  Part-time  college  level  education. 
Allowable  costs  of  part-time  college  edu¬ 
cation  at  an  undergraduate  or  postgradu¬ 
ate  level,  including  that  provided  at  the 
contractor’s  own  facilities,  are  limited 
to — 

(1)  Fees  and  tuition  charged  by  the 
educational  institution,  or,  instead  of 
tuition,  instructors’  salaries  and  the  relat¬ 
ed  share  of  indirect  cost  of  the  education¬ 
al  institution,  to  the  extent  that  the  sum 
thereof  is  not  in  excess  of  the  tuition  that 
would  have  been  paid  to  the  participating 
educational  institution; 

(2)  Salaries  and  related  costs  of  instruc¬ 
tors  who  are  employees  of  the  contractor; 

(3)  Training  materials  and  textbooks; 
and 
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(4)  Straight-time  compensation  of  each 
employee  for  time  spent  attending  classes 
di’"'  ■  ^rking  hours  not  in  excess  of  1 56 

hoc  ..  -r  year  where  circumstances  do 
not  1  ermit  the  operation  of  classes  or 
attendance  at  classes  after  regular  work¬ 
ing  hours.  In  unusual  cases,  the  period 
may  be  extended  (see  paragraph  (h)  of 
this  section). 

(d)  Full-time  education.  Costs  of  tui¬ 
tion,  fees,  training  materials  and  text¬ 
books  (but  not  subsistence,  salary,  or  any 
other  emoluments)  in  connection  with 
full-time  education,  including  that  pro¬ 
vided  at  the  contractor’s  own  facilities,  at 
a  postgraduate  but  not  undergraduate 
college  level,  are  allowable  only  when  the 
course  or  degree  pursued  is  related  to  the 
field  in  which  the  employee  is  working  or 
may  reasonably  be  expected  to  work  and 
are  limited  to  a  total  period  not  to  exceed 
2  school  years  or  the  length  of  the  degree 
program,  whichever  is  less,  for  each  em¬ 
ployee  so  trained. 

(e)  Specialized  programs.  Costs  of  at¬ 
tendance  of  up  to  16  weeks  per  employee 
per  year  at  specialized  programs  specifi¬ 
cally  designed  to  enhance  the  effective¬ 
ness  of  managers  or  to  prepare  employees 
for  such  positions  are  allowable.  Such 
costs  include  enrollment  fees  and  related 
charges  and  employees’  salaries,  subsis¬ 
tence,  training  materials,  textbooks,  and 
travel.  Costs  allowable  under  this  para¬ 
graph  do  not  include  costs  for  courses 
that  are  part  of  a  degree-oriented  curricu¬ 
lum,  which  are  only  allowable  pursuant 
to  paragraphs  (c)  and  (d)  of  this  subsec¬ 
tion. 

(0  Other  expenses.  Maintenance  ex¬ 
pense  and  normal  depreciation  or  fair 
rental  on  facilities  owned  or  leased  by  the 
contractor  for  training  purposes  are  al¬ 
lowable  in  accordance  with  31-205-11, 

31.205-17,  31.205-24,  and  31.205-36. 

(g)  Grants.  Grants  to  educational  or 
training  institutions,  including  the  dona¬ 
tion  of  facilities  or  other  properties, 
scholarships,  and  fellowships  are  consid¬ 
ered  contributions  and  are  unallowable. 

(h)  Advance  agreements.  (1)  Training 
and  education  costs  in  excess  of  those 
otherwise  allowable  under  (c)  and  (d)  of 
this  subsection,  including  subsistence, 
salaries,  or  any  other  emoluments,  may 
be  allowed  to  the  extent  set  forth  in  an 


advance  agreement  negotiated  under 
3 1 . 1 09.  To  be  considered  for  an  advan  ce 
agreement,  the  contractor  must  demon¬ 
strate  that  the  costs  are  consistently  in¬ 
curred  under  an  established  managerial, 
engineering,  or  scientific  training  and 
education  program,  and  that  the  course 
or  degree  pursued  is  related  to  the  field  in 
which  the  employees  are  now  working  or 

S  reasonably  be  expected  to  work. 

ire  entering  into  the  advance  agree¬ 
ment,  the  contracting  officer  shall  give 
consideration  to  such  factors  as — 

(i)  The  length  of  employees’  service 
with  the  contractor; 

(ii)  Employees’  past  performance  and 
potential; 

(iii)  Whether  employees  are  in  formal 
development  programs;  and 

(iv)  The  total  number  of  participating 
employees. 

(2)  Any  advance  agreement  must  in¬ 
clude  a  provision  requiring  the  contractor 
to  refund  to  the  Government  training 
and  education  costs  for  employees  who 
resign  within  12  months  of  completion  of 
such  training  or  education  for  reasons 
within  an  employee’s  control. 

(i)  Training  or  education  costs  for 
other  than  bona-fide  employees.  Costs  of 
tuition,  fees,  textbooks,  and  similar  or 
related  benefits  provided  for  other  than 
bona-fide  employees  are  unallowable,  ex¬ 
cept  that  the  costs  incurred  for  educating 
employee  dependents  (primary  and  sec¬ 
ondary  level  studies)  when  the  employee 
is  working  in  a  foreign  country  where 
public  education  is  not  available  and 
where  suitable  private  education  is  inor¬ 
dinately  expensive  may  be  included  in 
overseas  differential. 

0)  Employee  dependent  education 
plans.  Costs  of  college  plans  for  employee 
dependents  are  unallowable. 

(FACs  84-12,  20  Jan  86;  84-25,  1  Jul 
87;  84-29,  24  Aug  87) 

31.205-45  Transportation  costs. 

Allowable  transportation  costs  include 
freight,  express,  cartage,  and  postage 
charges  relating  to  goods  purchased,  in 
process,  or  delivered.  When  these  costs 
can  be  identified  with  the  items  involved, 
they  may  be  directly  costed  as  transporta¬ 
tion  costs  or  added  to  the  cost  of  such 
items.  When  identification  with  the  ma- 
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terials  received  cannot  be  made,  inbound 
transportation  costs  may  be  charged  to 
the  appropriate  indirect  cost  accounts  if 
the  contractor  follows  a  consistent  and 
equitable  procedure.  Outbound  freight,  if 
reimbursable  under  the  terms  of  the 
contract,  shall  be  treated  as  a  direct  cost. 

31.205-46  Travel  costs. 

(a)(1)  Costs  for  transportation,  lodging, 
meals,  and  incidental  expenses  incurred 
by  contractor  personnel  on  official  com¬ 
pany  business  are  allowable  subject  to  the 
limitations  contained  in  this  subsection. 
Costs  for  transportation  may  be  based  on 
mileage  rates,  actual  costs  incurred,  or  on 
a  combination  thereof,  provided  the 
method  used  results  in  a  reasonable 
charge.  Costs  for  lodging,  meals,  and 
incidental  expenses  may  be  based  on  per 
diem,  actual  expenses,  or  a  combination 
thereof,  provided  the  method  used  results 
in  a  reasonable  charge. 

(2)  Except  as  provided  in  paragraph 
(a)(3)  of  this  section,  costs  incurred  for 
lodging,  meals,  and  incidental  expenses 
(as  defined  in  the  regulations  cited  in 
(a)(2)(i)  through  (iii)  of  this  paragraph) 
shall  be  considered  to  be  reasonable  and 
allowable  only  to  the  extent  that  they  do 
not  exceed  on  a  daily  basis  the  maximum 
per  diem  rates  in  effect  at  the  time  of 
travel  as  set  forth  in  the — 

(i)  Federal  Travel  Regulation,  pre¬ 
scribed  by  the  General  Services  Adminis¬ 
tration,  for  travel  in  the  conterminous  48 
United  States,  available  on  a  subscription 
basis  from  the  Superintendent  of  Docu¬ 
ments,  U.S.  Government  Printing  Office, 
Washington,  DC  20402,  Stock  No.  022- 
001-81003-7; 

(ii)  Joint  Travel  Regulations,  Volume 
2,  DoD  Civilian  Personnel,  Appendix  A, 
prescribed  by  the  Department  of  De¬ 
fense,  for  travel  in  Alaska,  Hawaii,  The 
Commonwealth  of  Puerto  Rico,  and  ter¬ 
ritories  and  possessions  of  the  United 
States,  available  on  a  subscription  basis 
from  the  Superintendent  of  Documents, 
U.S.  Government  Printing  Office,  Wash¬ 
ington,  DC  20402,  Stock  No.  908-010- 
00000-1;  or 

(iii)  Standarized  Regulations  (Govei  i- 
ment  Civilians,  Foreign  Areas),  Section 
925,  “Maximum  Travel  Per  Diem  Allow¬ 
ances  for  Foreign  Areas,”  prescribed  by 


the  Department  of  State,  for  travel  in 
areas  not  covered  in  (a)(2)(i)  and  (ii)  of 
this  subparagraph,  available  on  a  sub¬ 
scription  basis  from  the  Superintendent 
of  Documents,  U.S.  Government  Print¬ 
ing  Office,  Washington,  DC  20402,  Stock 
No.  744-088-00000-0. 

(3)  In  special  or  unusual  situations, 
actual  costs  in  excess  of  the  above-refer¬ 
enced  maximum  per  diem  rates  are  al¬ 
lowable  provided  that  such  amounts  do 
not  exceed  the  higher  amounts  author¬ 
ized  for  Federal  civilian  employees  as 
permitted  in  the  regulations  referenced  in 
(a)(2)(i),  (ii),  or  (iii)  of  this  section.  For 
such  higher  amounts  to  be  allowable,  all 
of  the  following  conditions  must  be  met: 

(i)  One  of  the  conditions  warranting 
approval  of  the  actual  expense  method, 
as  set  forth  in  the  regulations  referred  in 
(a)(2)(i),  (ii),  or  (iii)  of  this  section,  must 
exist. 

(ii)  A  written  justification  for  use  of  the 
higher  amounts  must  be  approved  by  an 
officer  of  the  contractor’s  organization  or 
designee  to  ensure  that  the  authority  is 
properly  administered  and  controlled  to 
prevent  abuse. 

(iii)  If  it  becomes  necessary  to  exercise 
the  authority  to  use  the  higher  actual 
expense  method  repetitively  or  on  a 
continuing  basis  in  a  particular  area,  the 
contractor  must  obtain  advance  approval 
from  the  contracting  officer. 

(iv)  Documentation  to  support  actual 
costs  incurred  shall  oe  in  accordance  with 
the  contractor’s  established  practices  pro¬ 
vided  that  a  receipt  is  required  for  each 
expenditure  in  excess  of  S25.00.  The 
approved  justification  required  by 
(a)(3)(ii)  and,  if  applicable,  (a)(3)(iii)  of 
this  paragraph  must  be  retained. 

(4)  Subparagraphs  (a)(2)  and  (a)(3)  of 
this  subsection  do  not  incorporate  the 
regulations  cited  in  subdivisions  (a)(2)(i), 
(ii),  and  (iii)  of  this  subsection  in  their 
entirety.  Only  the  maximum  per  diem 
rates,  and  definitions  of  lodging,  meals 
and  incidental  expenses,  the  regula¬ 
tory  coverage  dealing  with  special  or 
unusual  situations  are  incorporated  here¬ 
in. 

(5)  An  advance  agreement  (see  31.109) 
with  respect  to  compliance  with  subpara¬ 
graphs  (a)(2)  and  (a)(3)  of  this  section 
may  be  useful  and  desirable. 
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(6)  The  maximum  per  diem  rates  refer¬ 
enced  in  subparagraph  (a)(2)  of  this  sub¬ 
section  generally  would  not  constitute  a 
reasonable  daily  charge — 

(1)  When  no  lodging  costs  are  incurred; 
and/or 

(ii)  On  partial  travel  days  (e.g.,  day  of 
departure  and  return). 

Appropriate  downward  adjustments 
from  the  maximum  per  diem  rates  would 
normally  be  required  under  these  circum¬ 
stances.  While  these  adjustments  need 
not  be  calculated  in  accordance  with  the 
Federal  Travel  Regulation  or  Joint  Trav¬ 
el  Regulations,  they  must  result  in  a 
reasonable  charge. 

(b)  Travel  costs  incurred  in  the  normal 
course  of  overall  administration  of  the 
business  are  allowable  and  shall  be  treat¬ 
ed  as  indirect  costs. 

(c)  Travel  costs  directly  attributable  to 
specific  contract  performance  are  allow¬ 
able  and  may  be  charged  to  the  contract 
under  31.201 

(d)  Airfare  costs  in  excess  of  the  lowest 
customary  standard,  coach,  or  equivalent 
airfare  offered  during  normal  business 
hours  are  unallowable  except  when  such 
accommodations  require  circuitous  rout¬ 
ing,  require  travel  during  unreasonable 
hours,  excessively  prolong  travel,  result 
in  increased  cost  that  would  offset  trans¬ 
portation  savings,  are  not  reasonably 
adequate  for  the  physical  or  medical 
needs  of  the  traveler,  or  are  not  reason¬ 
ably  available  to  meet  mission  require¬ 
ments.  However,  in  order  for  airfare  costs 
in  excess  of  the  above  standard  airfare  to 
be  allowable,  the  applicable  condition(s) 
set  forth  above  must  be  documented  and 
justified. 

(e) (1)  Cost  of  travel  by  contractor- 
owned,  -leased,  or  -chartered  aircraft,  as 
used  in  this  subparagraph,  includes  the 
cost  of  lease,  charter,  operation  (includ¬ 
ing  personnel),  maintenance,  deprecia¬ 
tion,  insurance,  and  other  related  costs. 

(2)  The  costs  of  travel  by  contravtor- 
owned,  -leased,  or  -chartered  aircraft  are 
limited  to  the  standard  airfare  described 
in  paragraph  (d)  of  this  subsection  for  the 
flight  destination  unless  travel  by  such 
aircraft  is  specifically  required  by  con¬ 
tract  specification,  term,  or  condition,  or 
a  higher  amount  is  approved  by  the 
contracting  officer.  A  higher  amount  may 


be  agreed  to  when  one  or  more  of  the 
circumstances  for  justifying  higher  than 
standard  airfare  listed  in  paragraph  (d)  of 
this  subsection  are  applicable,  or  when  an 
advance  agreement  under  subparagraph 
(e)(3)  of  this  subsection  has  been  execut¬ 
ed.  In  all  cases,  travel  by  contractor- 
owned,  -leased,  or  -chartered  aircraft 
must  be  fully  documented  and  justified. 
For  each  contractor-owned,  -leased,  or  - 
chartered  aircraft  used  for  any  business 
purpose  which  is  charged  or  allocated, 
directly  or  indirectly,  to  a  Government 
contract,  the  contractor  must  maintain 
and  make  available  manifest/logs  for  all 
flights  on  such  company  aircraft.  As  a 
minimum,  the  manifest/log  shall  indi¬ 
cate — 

(i)  Date,  time,  and  points  of  departure; 

(ii)  Destination,  date,  and  time  of 
arrival; 

(iii)  Name  of  each  passenger  and  rela¬ 
tionship  to  the  contractor; 

(iv)  Authorization  for  trip;  and 

(v)  Purpose  of  trip. 

(3)  Where  an  advance  agreement  is 
proposed  (see  31.1 09),  consideration  may 
be  given  to  the  following: 

(i)  Whether  scheduled  commercial  air¬ 
lines  or  other  suitable,  less  costly,  travel 
facilities  are  available  at  reasonable 
times,  with  reasonable  frequency,  and 
serve  the  required  destinations  conve¬ 
niently. 

(ii)  Whether  increased  flexibility  in 
scheduling  results  in  time  savings  and 
more  effective  use  of  personnel  that 
would  outweigh  additional  travel  costs. 

(0  Costs  of  contractor-owned  or  leased 
automobiles,  as  used  in  this  paragraph, 
include  the  costs  of  lease,  operation  (in¬ 
cluding  personnel),  maintenance,  depre¬ 
ciation,  insurance,  etc.  These  costs  are 
allowable,  if  reasonable,  to  the  extent  that 
the  automobiles  are  used  for  company 
business.  That  portion  of  the  cost  of 
company-furnished  automobiles  that  re¬ 
lates  to  personal  use  by  employees  (in¬ 
cluding  transportation  to  and  from  work) 
is  compensation  for  personal  services  and 
is  unallowable  as  stated  in  31.205- 
6(m)(2). 

(FACs  84-12,  20  Jan  86;  84-15,  7  Apr 
86;  84-19,  31  Jul  86;  84-23,  30  Sep  86; 
90-7,  23  Sep  1991;  90-11,  12  May  1992) 
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31.205-47  Costs  related  to  legal  and 
other  proceedings. 

(a)  Definitions.  “Conviction,”  as  used 
in  this  subsection,  is  defined  in  9.403. 

“Costs”  include,  but  are  not  limited  to, 
administrative  and  clerical  expenses;  the 
costs  of  legal  services,  whether  performed 
by  in-house  or  private  counsel;  the  costs 
of  the  services  of  accountants,  consul¬ 
tants,  or  others  retained  by  the  contractor 
to  assist  it;  costs  of  employees,  officers, 
and  directors;  and  any  similar  costs  in¬ 
curred  before,  during,  and  after  com¬ 
mencement  of  a  judicial  or  administra¬ 
tive  proceeding  which  bears  a  direct 
relationship  to  the  proceeding. 

“Fraud,”  as  used  in  this  subsection, 
means  (1)  acts  of  fraud  or  corruption  or 
attempts  to  defraud  the  Government  or 
to  corrupt  its  agents,  (2)  acts  which 
constitute  a  cause  for  debarment  or  sus¬ 
pension  under  9.406-2(a)  and  9.407-2(a) 
and  (3)  acts  which  violate  the  False 
Claims  Act,  31  U.S.C.,  sections  3729- 
3731,  or  the  Anti-Kickback  Act,  41 
U.S.C.,  sections  51  and  54. 

“Penalty,”  does  not  include  restitution, 
reimbursement,  or  compensatory  dam¬ 
ages. 

“Proceeding,”  includes  an  investiga¬ 
tion. 

(b)  Costs  incur/ ed  in  connection  with 
any  proceeding  brought  by  a  Federal, 
State,  local  or  foreign  government  for 
violation  of  or  a  failure  to  comply  with, 
law  or  regulation  by  the  contractor  (in¬ 
cluding  its  agents  or  employees)  are  unal¬ 
lowable  if  the  result  is — 

(1)  In  a  criminal  proceeding,  a  convic¬ 
tion; 

(2)  In  a  civil  or  administrative  proceed¬ 
ing,  either  a  finding  of  contractor  liability 
where  the  proceeding  involves  an  allega¬ 
tion  of  fraud  or  similar  misconduct  or 
imposition  of  a  monetary  penalty  where 
the  ;.roceeding  does  not  involve  an  alle¬ 
gation  of  fraud  or  similar  misconduct. 

(3)  A  final  decision  by  an  appropriate 
official  of  an  executive  agency  to — 

(i)  Debar  or  suspend  the  contractor; 

(ii)  Rescind  or  void  a  contract;  or 

(iii)  Terminate  a  contract  for  default  by 
reason  of  a  violation  or  failure  to  comply 
with  a  law  or  regulation. 


(4)  Disposition  of  the  matter  by  con¬ 
sent  or  compromise  if  the  proceeding 
could  have  led  to  any  of  the  outcomes 
listed  in  subparagraphs  (b)(1)  through  (3) 
of  this  subsection  (but  see  paragraphs  (c) 
and  (d)  of  this  subsection);  or 

(5)  Not  covered  by  subparagraphs 
(b)(1)  through  (4)  of  this  subsection,  but 
where  the  underlying  alleged  contractor 
misconduct  was  the  same  as  that  which 
led  to  a  different  proceeding  whose  costs 
are  unallowable  by  reason  of  subpara¬ 
graphs  (b)(1)  through  (4)  of  this  subsec¬ 
tion. 

(c)  To  the  extent  they  are  not  otherwise 
unallowable,  costs  incurred  in  connection 
with  any  proceeding  under  paragraph  (b) 
of  this  subsection  commenced  by  the 
United  States  that  is  resolved  by  consent 
or  compromise  pursuant  to  an  agreement 
entered  into  between  the  contractor  and 
the  United  States,  and  which  are  unal¬ 
lowable  solely  because  of  paragraph  (b)  of 
this  subsection,  may  be  allowed  to  the 
extent  specifically  provided  in  such 
agreement. 

(d)  To  the  extent  that  they  are  not 
otherwise  unallowable,  costs  incurred  in 
connection  with  any  proceeding  under 
paragraph  (b)  of  this  subsection  com¬ 
menced  by  a  State,  local,  or  foreign 
government  may  be  allowable  when  the 
contracting  officer  (or  other  official  spec¬ 
ified  in  agency  procedures)  determines, 
that  the  costs  were  incurred  either: 

(1)  As  a  direct  result  of  a  specific  term 
or  condition  of  a  Federal  contract;  or 

(2)  As  a  result  of  compliance  with 
specific  written  direction  of  the  cognizant 
contracting  officer. 

(e)  Costs  incurred  in  connection  with 
proceedings  described  in  paragraph  (b)  of 
this  subsection,  but  which  are  not  made 
unallowable  by  that  paragraph,  may  be 
allowable  to  the  extent  that: 

(1)  The  costs  are  reasonable  in  relation 
to  the  activities  required  to  deal  with  the 
proceeding  and  the  underlying  cause  of 
action; 

(2)  The  costs  are  not  othe.nvise  recov¬ 
ered  from  the  Federal  Government  or  a 
third  party,  either  directly  as  a  result  of 
the  proceeding  or  otherwise;  and 

(3)  The  percentage  of  costs  allowed 
does  not  exceed  the  percentage  deter¬ 
mined  to  be  appropriate  considering  the 
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complexity  of  procurement  litigation, 
generally  accepted  principles  governing 
the  award  of  legal  fees  in  civil  actions 
involving  the  United  States  as  a  party, 
and  such  other  factors  as  may  be  appro¬ 
priate.  Such  percentage  shall  not  exceed 
80  percent.  However,  if  an  agreement 
reached  under  paragraph  (c)  of  this  sub¬ 
section  has  explicitly  considered  this  80 
percent  rule,  then  the  full  amount  of  costs 
resulting  from  that  agreement  shall  be 
allowable. 

(0  Costs  not  covered  elsewhere  in  this 
subsection  are  unallowable  if  incurred  in 
connection  with — 

(1)  Defense  against  Federal  Govern¬ 
ment  claims  or  appeals  or  the  prosecu¬ 
tion  of  claims  or  appeals  against  the 
Federal  Government  (see  33.201). 

(2)  Organization,  reorganization,  (in¬ 
cluding  mergers  and  acquisitions)  nr  re¬ 
sisting  mergers  and  acquisitions  (see  also 

31.205-27). 

(3)  Defense  of  antitrust  suits. 

(4)  Defense  of  suits  brought  by  employ¬ 
ees  or  ex-employees  of  the  contractor 
under  section  2  of  the  Major  Fraud  Act  of 
1988  where  the  contractor  was  found 
liable  or  settled. 

(5)  Costs  of  legal,  accounting,  and 
consultant  services  and  directly  associ¬ 
ated  costs  incurred  in  connection  with 
the  defense  or  prosecution  of  lawsuits  or 
appeals  between  contractors  arising  from 
either  (1)  an  agreement  or  contract  con¬ 
cerning  a  teaming  arrangement,  a  joint 
venture,  or  similar  arrangement  of  shared 
interest;  or  (2)  dual  sourcing,  coproduc¬ 
tion,  or  similar  programs,  are  unallowa¬ 
ble,  except  when  (i)  incurred  as  a  result  of 
compliance  with  specific  terms  and  con¬ 
ditions  of  the  contract  or  written  instruc¬ 
tions  from  the  contracting  officer,  or  (ii) 
when  agreed  to  in  writing  by  the  contract¬ 
ing  officer. 

(6)  Patent  infringement  litigation, 
unless  otherwise  provided  for  in  the 
contract. 

(7)  Representation  of,  or  assistance  to, 
individuals,  groups,  or  legal  entities 
which  the  contractor  is  not  legally  bound 
to  provide,  arising  from  an  action  where 
the  participant  was  convicted  of  violation 
of  a  law  or  regulation  or  was  found  liable 
in  a  civil  or  administrative  proceeding. 


(g)  Costs  which  may  be  unallowable 
under  31.205-47,  including  directly  asso¬ 
ciated  costs,  shall  be  segregated  and  ac¬ 
counted  for  by  the  contractor  separately  . 
During  the  pendency  of  any  proceeding 
covered  by  paragraph  (b)  and  subpara¬ 
graphs  (f)(4)  and  (f)(7)  of  this  subsect'on, 
the  contracting  officer  shall  generally 
withhold  payment  of  such  costs.  How¬ 
ever,  if  in  the  best  interests  of  the  Gov¬ 
ernment,  the  contracting  officer  may  pro¬ 
vide  for  conditional  payment  upon  provi¬ 
sion  of  adequate  security,  or  other  ade¬ 
quate  assurance,  and  agreement  by  the 
contractor  to  repay  all  unallowable  costs, 
plus  interest,  if  the  costs  are  subsequently 
determined  to  be  unallow.^ble. 

(FACs  84-12,  20  Jan  86;  84-15,  7  Apr 
86;  84-44,  28  Apr  89;  90-3,  22  Jan  91) 

31.205- 48  Deferred  research  and 
development  costs. 

Research  and  development,  as  used  in 
this  subsection,  means  the  type  of  techni¬ 
cal  effort  which  is  described  in  31.205-18 
out  which  is  sponsored  by,  or  required  in 
performance  of,  a  contract  or  grant.  Re¬ 
search  and  development  costs  (including 
amounts  capitalized)  that  were  incurred 
before  the  award  of  a  particular  contract 
are  unallowable  except  when  allowable  as 
precontract  costs.  In  addition,  when  costs 
are  incurred  in  excess  of  either  the  price 
of  a  contract  or  amount  of  a  grant  for 
research  and  development  effort,  such 
excess  may  not  be  allocated  as  a  cost  to 
any  other  Government  contract. 

31.205- 49  Goodwill. 

Goodwill,  an  unidentifiable  intangible 
asset,  originates  under  the  purchase 
method  of  accounting  for  a  business 
combination  when  the  price  paid  by  the 
acquiring  company  exceeds  the  sum  of 
the  identifiable  individual  as.sets  ac¬ 
quired  less  liabilities  assumed,  based 
upon  their  fair  values.  The  excess  is 
commonly  referred  to  as  goodwill.  Good¬ 
will  may  arise  from  the  acquisition  of  a 
company  as  a  w'hole  or  a  portion  thereof 
Any  costs  for  amortization,  expensing, 
write-off,  or  write-down  of  goodwill 
(however  represented)  are  unallowable. 

(FAC  84-3,  27  Jun  84) 
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31.205- 50  Executive  lobbying  costs. 

Costs  incurred  in  attempting  to  im¬ 
properly  influence  (see  FAR.  3.401),  ei¬ 
ther  directly  or  indirectly,  an  employee  or 
officer  of  the  executive  branch  of  the 
Federal  Government  to  give  consider¬ 
ation  or  to  act  regarding  a  regulatory  or 
contract  matter  are  unallowable. 

(FAC  84-15,  7  Apr  86) 

31.205- 51  Costs  of  alcoholic  beverages. 

Costs  of  alcoholic  beverages  are  unal¬ 
lowable. 


(FAC  84-15,  7  Apr  86) 

31.205-52  Asset  valuations  resulting  from 
business  combinations. 

When  the  purchase  method  of  account¬ 
ing  for  a  business  combination  is  used, 
allowable  amortization,  cost  of  money, 
and  depreciation  shall  be  limited  to  the 
total  of  the  amounts  that  would  have 
been  allowed  had  the  combination  not 
taken  place. 

(FAC  84-58,  23  Jul  90) 
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SUBPART  31.3  —  CONTRACTS  WITH  EDUCATIONAL 
INSTITUTIONS 


31.301  Purpose. 

This  subpart  provides  the  principles 
for  determining  the  cost  of  research  and 
development,  training,  and  other  work 
performed  by  educational  institutions 
under  contracts  with  the  Government. 

31.302  General. 

Office  of  Management  and  Budget 
(0MB)  Circular  No.  A-21,  Cost  Princi¬ 
ples  for  Educational  Institutions,  revised, 
provides  principles  for  determining  the 
costs  applicable  to  research  and  develop¬ 
ment,  training,  and  other  work  per¬ 


formed  by  educational  institutions  under 
contracts  with  the  Government. 

31.303  Requirements. 

(a)  Contracts  that  refer  to  this  Subpart 
31.3  for  determining  allowable  costs  un¬ 
der  contracts  with  educational  institu¬ 
tions  shall  be  deemed  to  refer  to,  and 
shall  have  the  allowability  of  costs  deter¬ 
mined  by  the  contracting  officer  in  accor¬ 
dance  with,  the  revision  of  0MB  Circular 
A-21  in  effect  on  the  date  of  the  contract. 

(b)  Agencies  are  not  expected  to  place 
additional  restrictions  on  individual 
items  of  cost. 
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SUBPART  31.5  —  RESERVED 
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SUBPART  31.6  —  CONTRACTS  WITH  STATE,  LOCAL,  AND 
FEDERArXY  RECOGNIZED  INDIAN  TRIBAL  GOVERNMENTS 


31.601  Purpose. 

This  subpart  provides  the  principles 
for  determining  allowable  cost  of  con¬ 
tracts  and  subcontracts  with  State,  local, 
and  federally  recognized  Indian  tribal 
governments. 

31.602  General. 

Office  of  Management  and  Budget 
(0MB)  Circular  No.  A-87,  Cost  Princi¬ 
ples  for  State  and  Local  Governments, 
Revised,  sets  forth  the  principles  for 
determining  the  allowable  costs  of  con¬ 
tracts  and  subcontracts  with  State,  local, 
and  federally  recognized  Indian  tribal 
governments.  These  principles  are  for 
cost  determination  and  are  not  intended 


to  identify  the  circumstances  or  dictate 
the  extent  of  Federal  and  State  or  local 
participation  in  financing  a  particular 
contract. 

31.603  Requirements. 

(a)  Contracts  that  refer  to  this  Subpart 
31.6  for  determining  allowable  costs  un¬ 
der  contracts  with  State,  local  and  Indian 
tribal  governments  shall  be  deemed  to 
refer  to,  and  shall  have  the  allowability  of 
costs  determined  by  the  contracting  offi¬ 
cer  in  accordance  with,  the  revision  of 
0MB  Circular  A-87  which  is  in  effect  on 
the  date  of  the  contract. 

(b)  Agencies  are  not  expected  to  place 
additional  restrictions  on  individual 
items  of  cost. 
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SUBPART  31.7  —  CONTRACTS  WITH  NONPROFIT 
ORGANIZATIONS 


31.701  Purpose. 

This  subpart  provides  the  principles 
for  determining  the  cost  applicable  to 
work  performed  by  nonprofit  organiza¬ 
tions  under  contracts  with  the  Govern¬ 
ment.  A  nonprofit  organization,  for  pur¬ 
pose  of  identification,  is  defined  as  a 
business  entity  organized  and  ope.ated 
exclusively  for  charitable,  scientific,  or 
educational  purposes,  of  which  no  part  of 
the  net  earnings  inure  to  the  benefit  of 
any  private  shareholder  or  individual,  of 
which  no  substantial  part  of  the  activities 
is  carrying  on  propaganda  or  otherwise 
attempting  to  influence  legislation  or 
participating  in  any  political  campaign 
on  behalf  of  any  candidate  for  public 
office,  and  which  are  exempt  from  Feder¬ 
al  income  taxation  under  section  501  of 
the  Internal  Revenue  Code. 


31.702  General. 

Office  of  Management  and  Budget 
(OMB)  Circular  No.  A- 122,  Cost  Princi¬ 
ples  for  Nonprofit  Or'  anizations,  sets 
forth  principles  for  determining  the  costs 
applicable  to  work  performed  by  non¬ 
profit  organizations  under  contracts  (also 
applies  to  grants  and  other  agreements) 
with  the  Government. 

31.703  Requirements. 

(a)  Contracts  which  refer  to  this  Sub¬ 
part  31.7  for  determining  allowable  costs 
shall  be  deemed  to  refer  to,  and  shall 
have  the  allowability  of  costs  determined 
by  the  contracting  officer  in  accordance 
with,  the  revision  of  OMB  Circular  A- 
122  in  effect  on  the  date  of  the  contract. 

(b)  Agencies  are  not  expected  to  place 
additional  restrictions  on  individual 
items  of  cost. 
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A-400  DEFENSE  FEDERAL  ACQUISITION  REGULATION 
SUPPLEMENT  PART  231  —  CONTRACT  COST  PRINCIPLES  AND 

PROCEDURES 

A-401  Scope  of  Section.  scribed  on  attached  pages  A-121  to  A- 

128.  The  transcript  reproduces  the  De- 
The  Defense  Federal  Acquisition  Reg-  cember  1991  edition  of  DFARS  Part  231 
ulation  Supplement  Part  231,  Contract  updated  through  Defense  Acquisition 
Cost  Principles  and  Procedures,  is  tran-  Circular  (DAC)  Number  91-6. 


4 
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SUBPART  231.1  —  APPLICABILITY 

231.100  Scope  of  Subpart.  tions  and  contracts,  except  those  which 

use  the  small  purchase  procedures  of 
231.100-70  Contract  clause.  FAR  part  13. 

Use  the  clause  at  252.231-7000,  Sup¬ 
plemental  Cost  Principles,  in  all  solicita- 
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SUBPART  231.2  —  CONTRACTS  WITH  COMMERCIAL 
ORGANIZATIONS 


231.205  Selected  costs. 

231.205- 6  Compensation  for  Personal 
Services. 

(8)(2)(i)  Notwithstanding  the  reference 
to  geographical  area  in  FAR  31.205- 
6(b)(1),  under  10  U.S.C.  2324(e)(l)(M), 
the  costs  of  severance  payments  to  for¬ 
eign  nationals  employed  under  a  service 
contract  or  subcontract  performed  out¬ 
side  the  United  States  are  unallowable  to 
the  extent  that  such  payments  exceed 
amounts  typically  paid  to  employees  pro¬ 
viding  similar  services  in  the  same  indus¬ 
try  in  the  United  States.  Further,  under 
10  U.S.C.  2324(e)(l)(N),  all  sue!  costs  of 
severance  payments  which  are  otherwise 
allowable  are  unallowable  if  the  termina¬ 
tion  of  employment  of  the  foreign  nation¬ 
al  is  the  result  of  the  closing  of,  or  the 
curtailment  of  activities  at,  a  United 
States  military  facility  in  that  country  at 
the  request  of  the  government  of  that 
country;  this  does  not  apply  if  the  closing 
of  a  facility  or  curtailment  of  activities  is 
made  pursuant  to  a  status-of-forces  or 
other  country-to-country  agreement  en¬ 
tered  into  with  the  government  of  that 
country  before  November. 29,  1989.  10 
U.S.C.  2324(e)(3)  permits  the  head  of  the 
agency  to  waive  these  cost  allowability 
limitations  under  certain  circumstances 
(see  237.171  and  the  clause  at  252.237- 
7020). 

(DAC  91-4,  30  Oct  92) 

231.205- 10  Cost  of  Money. 

The  contractor  also  must  comply  with 
subpart  230.70  and  maintain  records  to 
demonstrate  compliance. 

231.205- 18  Independent  Research  and 
Development  and  Bid  and  Proposal 
Costs. 

(c)(l)(i)(C)(l)  Total  incurred  IR&D/ 
B&P  costs,  including  total  IR&D/B&P 
ceiling  amounts  which  are  negotiated 
pursuant  to  FAR  3 1.205- 18(c)(1),  are 
fully  allocable  to  all  final  cost  objectives 
of  the  contractor.  The  amount  of 
IR&D/B&P  costs  allowable  under  con¬ 
tracts  which  are  subject  to  advance  agree¬ 


ments  negotiated  by  DoD  shall  not  ex¬ 
ceed  the  lesser  of  — 

(1)  Such  contracts’  allocable  share  of 
incurred  IR&D/B&P  costs; 

(ii)  Such  contracts’  allocable  share  of 
the  total  IR&D/B&P  ceiling;  or 

(iii)  The  amount  of  incurred 
IR&D/B&P  costs  for  projects  having  po¬ 
tential  interest  to  DoD. 

(2)  Allowable  IR&D/B&P  costs  are 
limited  to  those  for  projects  which  are  of 
potential  interest  to  DoD,  including  ac¬ 
tivities  that  — 

(i)  Stregthen  the  defense  industrial  and 
technology  base  of  the  United  States; 

(ii)  Enhance  the  industrial  competiti¬ 
veness  of  the  United  States; 

(iii)  Promote  the  development  of  tech¬ 
nologies  identified  as  critical  in  the  plan 
required  under  10  U.S.C.  2508; 

(iv)  Increase  the  development  of  tech¬ 
nologies  useful  for  both  the  private  com¬ 
mercial  sector  and  the  public  sector;  or 

(v)  Develop  efficient  and  effective 
technologies  for  achieving  such  environ¬ 
mental  benefits  as  improved  environ¬ 
mental  benefits  as  improved  environ¬ 
mental  data  gathering,  environmental 
cleanup  and  restoration,  pollution-reduc¬ 
tion  in  manufacturing,  environmental 
conservation,  and  environmentally  safe 
management  of  facilities. 

(3)  The  contracting  officer  will: 

(1)  Determine  whether  IR&D/B&P 
projects  are  of  potential  interest  to  DoD; 
and 

(ii)  Provide  the  results  of  the  determi¬ 
nation  to  the  contractor. 

(4)  See  225.7303  for  additional  allowa¬ 
bility  requirements  affecting  Foreign  Mil¬ 
itary  Sales  contracts. 

(2)  Departments/agencies  shall  not 
supplement  this  regulation  in  any  way 
that  limits  IR&D/B&P  cost  allowability. 
See  225.7303-2  for  allowability  excep-  I 
tions  for  foreign  military  sales  contracts. 

(i)  In  addition  to  the  limitations  in 
FAR  31.205-18(c)(2)(i),  for  major  con¬ 
tractors  — 

(1)  The  amount  of  IR&D/B&P  costs 
allowability  under  DoD  contracts  shall 
not  exceed  the  lesser  of  — 
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(1)  Such  contracts’  allocable  share  of 
incurred  IR&D/B&P  costs; 

(ii)  Such  contracts’  allocable  share  of 
the  contractor’s  total  maximum  allow¬ 
able  amount;  or 

(iii)  The  amount  of  incurred 
IR&D/B&P  costs  for  projects  having  po¬ 
tential  interest  to  DoD. 

(2)  Allowable  IR&D/B&P  costs  are 
limited  to  those  for  projects  which  are  of 
potential  interest  to  the  DoD,  including 
activities  intended  to  accomplish  any  of 
the  following  — 

(i)  Enable  superior  performance  of  fu¬ 
ture  U.S.  weapon  systems  and  compo¬ 
nents; 

(ii)  Reduce  acquisition  costs  and  life- 
cycle  costs  of  military  systems; 

(iii)  Strengthen  the  defense  industrial 
and  technology  base  of  the  United  States; 

(iv)  Enhance  the  industrial  competiti¬ 
veness  of  the  United  States; 

(v)  Promote  the  development  of  tech¬ 
nologies  identified  as  critical  under  10 
U.S.C.  2522; 

(vi)  Increase  the  development  and  pro¬ 
motion  of  efficient  and  effective  applica¬ 
tions  of  dual-use  technologies; 

(vii)  Provide  efficient  and  effective 
technologies  for  achieving  such  environ¬ 
mental  benefits  as:  improved  environ¬ 


mental  data  gathering,  environmental 
cleanup  and  restoration,  pollution  reduc¬ 
tion  in  manufacturing,  environmental 
conservation,  and  environmentally  safe 
management  of  facilities. 

(ii)  The  cognizant  contract  administra¬ 
tion  office  shall  furnish  contractors  with 
guidance  on  financial  information  need¬ 
ed  to  support  IR&D/B&P  costs  and  on 
technical  information  needed  from  major 
contractors  to  support  the  potential  inter¬ 
est  to  DoD  determination  (see  also 
242.771 -3(a)). 

(iii)  The  total  maximum  allowable 
amount  limitation  may  be  waived  at  a 
level  above  the  contracting  officer.  A 
waiver  may  be  appropriate  for  contrac¬ 
tors  whose  significant  growth  in  sales  or 
IR&D/B&P  spending  justify  higher  levels 
of  reimbursement. 

(DAC  91-4,  30  Oct  92) 

231.205-22  Legislative  Lobbying  Costs. 

(a)  Preparing  any  material,  report,  list, 
or  analysis  on  the  actual  or  projected 
economic  or  employment  impact  in  a 
particular  State  or  congressional  district 
of  an  acquisition  program  for  which  all 
research,  development,  testing  and  evalu¬ 
ation  has  not  been  completed  (Section 
9048  of  Pub.  L.  102-396). 
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231.303  Requirements. 

Under  10  U.S.C.  2324(e),  the  following 
costs  are  unallowable  — 

(1)  Costs  of  entertainment,  including 
amusement,  diversion,  and  social  activi¬ 
ties  and  any  costs  directly  associated  with 
such  costs  (such  as  tickets  to  shows  or 
sports  events,  meals,  lodging,  rentals, 
transportation,  and  gratuities). 

(2)  Costs  incurred  to  influence  (directly 
or  indirectly)  legislative  action  on  any 
matter  pending  before  Congress  or  a 
State  Legislature. 

(3)  Cost  incurred  in  defense  of  any  civil 
or  criminal  fraud  proceeding  or  similar 
proceeding  (including  filing  of  any  false 
certification)  brought  by  the  United 
States  where  the  contractor  is  found 
liable  or  has  pleaded  nolo  contendere  to  a 
charge  of  fraud  or  similar  proceeding 
(including  filing  of  a  false  certification). 

(4)  Payments  of  fines  and  penalties 
resulting  from  violations  of,  or  failure  to 
comply  with.  Federal,  State,  local,  or 
foreign  laws  and  regulations,  except  when 
incurred  as  a  result  of  compliance  with 
specific  terms  and  conditions  of  the  con¬ 
tract  or  specific  written  instructions  from 
the  contracting  officer  authorizing  in 
advance  such  payments  in  accordance 
with  applicable  regulations  of  the  Secre¬ 
tary  of  Defense. 

(5)  Costs  of  any  membership  in  any 
social,  dining,  or  country  club  or  organi¬ 
zation. 

(6)  Costs  of  alcoholic  beverages. 

(7)  Contributions  or  donations,  regard¬ 
less  of  the  recipient. 

(8)  Costs  of  advertising  designed  to 
promote  the  contractor  or  its  products. 

(9)  Costs  of  promotional  items  and 
memorabilia,  including  models,  gifts,  and 
souvenirs. 

(10)  Costs  for  travel  by  commercial 
aircraft  v/hich  exceed  the  amount  of  the 
standard  commercial  fare. 


(11)  Costs  incurred  in  making  any 
payment  (commonly  known  as  a  “golden 
parachute  payment”)  which  is — 

(i)  In  an  amount  in  excess  of  the 
normal  severance  pay  paid  by  the  con¬ 
tractor  to  an  employee  upon  termination 
of  employment;  and 

(ii)  is  paid  to  the  employee  contingent 
upon,  and  following,  a  change  in  manage¬ 
ment  control  over,  or  ownership  of,  the 
contractor  or  a  substantial  portion  of  the 
contractor’s  assets. 

(12)  Costs  of  commercial  insurance 
that  protects  against  the  costs  of  the 
contractor  for  correction  of  the  contrac¬ 
tor’s  own  defects  in  materials  or  work¬ 
manship. 

(13)  Costs  of  severance  pay  paid  by  the 
contractor  to  foreign  nationals  employed 
by  the  contractor  under  a  service  contract 
performed  outside  the  United  States,  to 
the  extent  that  the  amount  of  the  sever¬ 
ance  pay  paid  in  any  r-'se  exceeds  the 
amount  paid  in  the  industry  involved 
under  the  customary  or  prevailing  prac¬ 
tice  for  firms  in  that  industry  providing 
simitar  services  in  the  United  States,  as 
determined  by  regulations  prescribed  by 
the  Secretary  of  Defense. 

(14)  Costs  of  severance  pay  paid  by  the 
contractor  to  a  foreign  national  employed 
by  the  contractor  under  a  service  contract 
performed  in  a  foreign  country  if  the 
termination  of  the  employment  of  the 
foreign  national  is  the  result  of  the  clos¬ 
ing  of,  or  curtailment  of  activities  at  a 
United  States  military  facility  in  that 
country  at  the  request  of  the  government 
of  that  country. 

(15)  Costs  incurred  by  a  contractor  in 
connection  with  any  criminal,  civil,  or 
administrative  proceedings  commenced 
by  the  United  States  or  a  State,  to  the 
extent  provided  in  10  U.S.C.  2324(k). 

(DAC  91-3,  31  Aug  92) 
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SUBPART  231.6  —  CONTRACTS  WITH  STATE,  LOCAL,  AND 
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231.603  Requirements. 

Under  10  U.S.C.  2324(e),  the  following 
costs  are  unallowable. 

(1)  Costs  of  entertainment,  including 
amusement,  diversion,  and  social  activi¬ 
ties  and  any  costs  directly  associated  with 
such  costs  (such  as  tickets  to  shows  or 
sports  events,  meals,  lodging,  rentals, 
transportations,  and  gratuities). 

(2)  Costs  incurred  to  influence  (directly 
or  indirectly)  legislative  action  on  any 
matter  pending  before  Congress  or  a 
State  legislature. 

(3)  Costs  incurred  in  defense  of  any 
civil  or  criminal  fraud  proceeding  or 
similar  proceeding  (including  filing  of 
any  false  certification)  brought  by  the 
United  States  where  the  contractor  is 
found  liable  or  has  pleaded  nolo  conten¬ 
dere  to  a  charge  of  fraud  or  similar 
proceeding  (including  filing  of  a  false 
certification). 

(4)  Payments  of  fines  and  penalties 
resulting  from  violation  of,  or  failure  to 
comply  with.  Federal,  State,  local,  or 
foreign  laws  and  regulations,  except  when 
incurred  as  a  result  of  compliance  with 
specific  terms  and  conditions  of  the  con¬ 
tract  or  specific  written  instructions  from 
the  contracting  officer  authorizing  in 
advance  such  such  payments  in  accor¬ 
dance  with  applicable  regulations  of  the 
Secretary  of  Defense. 

(5)  Costs  of  any  membership  in  any 
social,  dining,  or  country  club  or  organi¬ 
zation. 

(6)  Costs  of  alcoholic  beverages. 

(7)  Contributions  or  donations,  regard¬ 
less  of  the  recipient. 

(8)  Costs  of  advertising  designed  to 
promote  the  contractor  or  its  products. 

(9)  Costs  of  promotional  items  and 
memorabilia,  including  models,  gifts,  and 
souvenirs. 

(10)  Costs  for  travel  by  commercial 
aircraft  which  exceed  the  amount  of  the 
standard  commercial  fare. 


(11)  Costs  incurred  in  making  any 
payment  (commonly  known  as  a  “golden 
parachute  payment”)  which  is  — 

(i)  In  an  amount  in  excess  of  the 
normal  severance  pay  paid  by  the  con¬ 
tractor  to  an  employee  upon  termination 
of  employment;  and 

(ii)  Is  paid  to  the  employee  contingent 
upon,  and  following,  a  change  in  manage¬ 
ment  control  over,  or  ownership  of,  the 
contractor  or  a  substantial  portion  of  the 
contractor’s  assets. 

(12)  Costs  of  commercial  insurance 
that  protects  against  the  costs  of  the 
contractor  for  correction  of  the  contrac¬ 
tor’s  own  defects  in  materials  or  work¬ 
manship. 

(13)  Costs  of  severance  pay  paid  by  the 
contractor  to  foreign  nationals  employed 
by  the  contractor  under  a  service  contract 
performed  outside  the  United  States,  to 
the  extent  that  the  amount  of  the  sever¬ 
ance  pay  paid  in  any  case  exceeds  the 
amount  paid  in  the  industry  involved 
under  the  customary  or  prevailing  prac¬ 
tice  for  firms  in  the  industry  providing 
similar  services  in  the  United  States,  as 
determined  by  regulations  prescribed  by 
the  Secretary  of  Defense. 

(14)  Costs  of  severance  pay  paid  by  the 
contractor  to  a  foreign  national  employed 
by  the  contractor  under  a  service  contract 
performed  in  a  foreign  country  if  the 
termination  of  the  employment  of  the 
foreign  national  is  ’he  result  of  the  clos¬ 
ing  of,  or  curtailn  ent  of  activities  at  a 
United  States  military  facility  in  that 
country  at  the  request  of  the  government 
of  that  country. 

(15)  Costs  incurred  by  a  contractor  in 
connection  with  any  criminal,  civil,,  or 
administrative  proceedings  commenced 
by  the  United  States  or  a  State,  to  the 
extent  provided  in  10  U.S.C,  237.4(k), 
(DAC  91-3,  31  Aug  92) 
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ORGANIZATIONS 


231.703  Requirements. 

Under  10  U.S.C.,  2324(e),  the  costs 
cited  in  231.603  are  unallowable. 
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SUBPART  231.70  —  PENALTIES  FOR  UNALLOWABLE  COSTS 


231.7000  Scope  of  Subpart. 

(a)  This  subpart  implements  10  U.S.C. 
2324(a)  through  (d).  It  covers  the  assess¬ 
ment  of  penalties  against  contractors 
which  include  unallowable  indirect  costs 
in — (1)  Final  indirect  cost  rate  proposals, 
or  (2)  The  final  statement  of  costs  in¬ 
curred  or  estimated  to  be  incurred  under 
a  fixed-price  incentive  contract. 

(b)  This  subpart  applies  to  all  DoD 
contracts  awarded  after  February  26, 
1987,  in  excess  of  $100,000,  except  fixed- 
price  contracts  without  cost  incentives. 

(c)  The  status  of  the  Government’s 
audit  of  the  final  indirect  cost  proposal 
will  determine  whether  penalties  should 
be  assessed  under  231.7001  or  231.7002. 
An  audit  will  be  deemed  to  be  formally 
initiated  when  the  Government  provides 
the  contractor  with  written  notice  that 
audit  work  on  a  specific  final  indirect 

I  cost  proposal  has  begun  or  the  Govern¬ 
ment  holds  an  audit  entrance  conference 
with  the  contractor. 

231.7001  Audits  Initiated  before 
October  23, 1992. 

If  the  Government  formally  initiates 
an  audit  before  October  23,  1992,  penal¬ 
ties  shall  be  assessed  under  10  U.S.C. 
2324(a)  through  (d),  as  added  by  section 
91 1(a)  of  the  National  Defense  Authori¬ 
zation  Act  for  Fiscal  Year  1986  (Pub.  L. 
99- 1 45).  Under  Section  9 1 1  (a)  of  Pub.  L. 
99-145,  these  penalties  may  total  up  to 
three  times  the  amount  of  unallowable 
costs  and  include  an  additional  penalty  of 
$10,000. 

231.7002  Audits  Initiated  on  or  after 
October  23,  1993. 

1*"'^'';  Government  initiates  an  audit  ^n 
or ,  itci  October  23,  1992,  penalties  shall 
be  assessed  under  10  U.S.C.  2324(a) 
through  (d),  as  amended  by  section  818 
of  the  National  Defense  Authorization 
Act  for  Fiscal  Year  1993  (Pub.  L.  1 ''2- 
484). 


231.7002- 1.  General. 

(a)  Under  10  U.S.C.  2324(a)  through 

(d),  as  amended  by  section  818  of  Pub.  L. 
102-484,  the  following  penalties  apply: 

(1)  If  the  cost  is  expressly  unallowable 
under  a  FAR  or  DFARS  cost  principle 
that  defines  the  allowability  of  specific 
selected  costs,  the  penalty  is  equal  to  — 

(1)  The  amount  of  the  disallowed  costs 
allocated  to  contracts  that  are  subject  to 
this  Subpart  for  which  an  indirect  cost 
proposal  has  been  submitted,  plus  I 

(ii)  Interest  on  the  paid  portion,  if  any, 
of  the  disallowance. 

(2)  If  the  cost  was  determined  to  be 
unallowable  for  that  contractor  before 
proposal  submission,  the  penalty  is  two 
times  the  amount  in  paragraph  (a)(l)(i)  of 
this  section. 

(b)  These  penalties  are  in  addition  to 
othf  administrative,  civil,  and  criminal  I 
penalties  provided  by  law. 

(c)  It  is  not  necessary  for  unallowable 
costs  to  have  been  paid  to  the  contractor 
in  order  to  assess  a  penalty. 

231.7002- 2  Responsibilities. 

(a)  The  cognizant  AGO  is  responsible 
for  — 

(1)  Determining  whether  the  penalties 
in  23 1.7002- 1(a)  should  be  assessed. 

(2)  Determining  whether  such  penalties 
should  be  waived  pursuant  to  231.7002- 
5. 

(3)  If  there  is  evidence  that  the  contrac¬ 
tor  knowingly  submitted  unallowable 
costs  — 

(i)  Referring  the  matter  to  the  appro¬ 
priate  defense  criminal  investigative  or¬ 
ganization  for  review;  and 

(ii)  Taking  the  actions  indicated  in 
DoDD  7050.5,  Coordination  of  Reme¬ 
dies  for  Fraud  and  Corruption  Relating 
to  Procurement  Activities. 

(b)  The  contract  auditor,  in  the  review 
and/or  the  determination  of  final  indirect 
cost  rate  proposals  for  contracts  subject 
to  this  Subpart,  is  responsible  for  — 

(1)  Recommending  to  the  ACO  which 
costs  may  be  unallowable  and  subject  to 
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the  penalties  in  paragraphs  231.7002- 
1(a). 

(2)  Providing  rationale  and  supporting 
documentation  for  any  recommendation. 

231.7002- 3  Assessing  the  Penalty. 

Unless  a  waiver  is  granted  pursuant  to 

231.7002- 5,  the  cognizant  AGO  shall  — 

(a)  Assess  the  penalty  in 
231.7002(a)(1),  when  the  submitted  cost 
is  expressly  unallowable  under  a  FAR  or 
DFARS  cost  principle  that  defines  the 
allowability  of  specific  selected  costs;  or 

(b)  Assess  the  penalty  in  231.7002- 
1(a)(2)  when  the  submitted  cost  was 
determined  to  te  unallowable  for  that 
contractor  prior  to  submission  of  the 
proposal.  Prior  determinations  of  unal¬ 
lowability  may  be  evidenced  by  — 

(1)  A  DCAA  Form  1,  Notice  of  Con¬ 
tract  Costs  Suspended  and/or  Disap- 

I  proved,  (see  242.705-2)  which  the  con¬ 
tractor  elected  not  to  appeal  and  was  not 
withdrawn  by  DCAA. 

(2)  A  contracting  officer  final  decision 
which  was  not  appealed. 

(3)  Prior  ASBCA  or  court  decision 
involving  the  contractor,  which  upheld 
the  cost  disallowance. 

(4)  Any  determination  of  unallowabili¬ 
ty  under  FAR  31.201-6. 

(c)  Issue  a  final  decision  (see  FAR 
33.211)  which  includes  a  demand  for 
payment  of  any  penalty  assessed  under 
paragraphs  (a)  or  (b)  of  this  section.  The 
letter  shall  state  that  the  determination  is 
a  final  decision  under  the  Disputes  clause 
of  the  contract.  (Demanding  payment  of 
the  penalty  is  separate  from  demanding 
repayment  of  any  paid  portion  of  the 
disallowed  cost.) 

231.7002- 4  Computing  Interest. 

For  231.7002-l(a)(l)(ii),  compute  in¬ 
terest  on  any  paid  portion  of  the  disal¬ 
lowed  cost  as  follows: 

(a)  Consider  the  overpayment  to  have 
occurred,  and  interest  to  have  begun 
accumulating,  from  the  midpoint  of  the 
contractor’s  fiscal  year.  Use  an  alternate 
equitable  method  if  the  cost  was  not  paid 
evenly  over  the  fiscal  year. 


(b)  Use  the  interest  rate  specified  by 
the  Secretary  of  the  Treasury  pursuant  to 
Pub.  L.  92-41  (85  Stat.  97). 

(c)  Compute  interest  from  the  date  of 
overpayment  to  the  date  of  the  demand 
letter  for  payment  of  the  penalty. 

(d)  Determine  the  paid  portion  of  the 
disallowed  cost  in  consultation  with  the 
contract  auditor. 

231.7002- 5  Waiver  of  the  Penalty, 

Pursuant  to  10  U.S.C.  2324(c),  the 
cognizant  ACO  shall  waive  the  penalties 
as  23 1.7002- 1(a)  when  — 

(a)  The  contractor  withdraws  the  pro¬ 
posal  before  the  Government  formally 
initiates  an  audit  of  the  proposal  and  the 
contractor  submits  a  revised  proposal; 

(b)  The  amount  of  the  unallowable 
costs  under  the  proposal  which  are  sub¬ 
ject  to  the  penalty  is  $10,000  or  less;  or 

(c)  The  contractor  demonstrates,  to  the 
cognizant  ACO's  satisfaction,,  that  — 

(1)  It  has  estei'iished  appropriate  poli¬ 
cies  and  personnel  training  and  an  inter¬ 
nal  control  and  review  system  that  pro¬ 
vides  assurances  that  unallowable  costs 
subject  to  penalties  are  precluded  from 
being  included  in  the  contractor’s  final 
indirect  cost  rate  proposals  (This  should 
include  the  types  of  controls  required  for 
satisfactory  participation  in  a  DoD  spon¬ 
sored  self-governance  program,  specific 
accounting  controls  over  indirect  costs, 
compliance  tests  which  show  the  controls 
are  effective,  and  Government  audits 
which  do  not  disclose  recurring  instances 
of  expressly  unallowable  costs.);  and 

(2)  The  unallowable  costs  subject  to  the 
penalty  were  inadvertently  incorporated 
into  the  proposal;  i.e.,  their  inclusion 
resulted  from  an  unintentional  error, 
notwithstanding  the  exercise  of  due  care. 

231.7002- 6  Contract  Clause. 

Use  the  clause  at  252.231-7001,  Penal¬ 
ties  for  Unallowable  Costs,  in  all  solicita¬ 
tions  and  contracts  over  $100,000,  which 
contain  the  clauses  at  FAR  52.216-7. 
52.216-13,  52-216-16  or  52.216-17. 
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APPENDIX  B 


B-000  STATISTICAL  SAMPLING  TECHNIQUES 


B-OOl  Scope  of  Appendix 

This  appendix  presents  essential  prin¬ 
ciples  and  methods  of  statistical  (proba¬ 
bility)  sampling  applicable  to  contract 
auditing.  In  statistical  sampling,  each 
sample  item  in  the  universe  has  a  deter¬ 
minable  probability  of  being  selected 
thus  providing  a  basis  for  estimating  the 
reliability  of  results.  This  appendix  pro- 
I  vides  guidance  for  auditors  in  the  design 


of  a  sampling  plan  and  the  selection  and  i 
use  of  appropriate  sampling  methods  for 
achieving  their  audit  objectives.  The 
guidance  applies  to  both  estimation  and 
acceptance  sampling.  It  is  not,  however,  a 
detailed  course  in  statistical  sampling. 
General  audit  sampling  guidance,  includ¬ 
ing  the  Agency’s  sampling  policy,  is  dis¬ 
cussed  in  4-600,  Audit  Sampling. 


B-lOO  -  Impact  of  Other  Sources  of  Reliance  on  Amount  of  Sampling 


B-101  Introduction 

This  section  discusses  the  interrelation¬ 
ship  and  interdependence  of  statistical 
sampling  and  the  other  contract  audit 
techniques  that  serve  as  sources  of  reli¬ 
ance  for  audit  conclusions  and  recom¬ 
mendations.  In  the  examination  of  con¬ 
tract  costs,  the  auditor’s  objective  is  to 
report  an  informed  opinion  on  the  pro¬ 
priety  of  the  contractor’s  cost  representa¬ 
tions.  In  expressing  an  opinion,  the  audi¬ 
tor  does  not  require  certainty  (which  may 
not  be  practical  to  obtain)  regarding  the 
contractor’s  representations.  The  auditor 
only  needs  reasonable  assurance  that  the 
audit  conclusions  are  substantially  cor¬ 
rect.  An  understanding  of  these  relation¬ 
ships  is  essential  to  the  effective  applica¬ 
tion  of  statistical  sampling  to  contract 
auditing. 

B-102  The  Contract  Auditor’s 
Sources  of  Reliance 

a.  The  fact  that  the  audit  report  ex¬ 
presses  an  opinion  and  not  a  statement  of 
absolute  fact  is  of  primary  importance  to 
the  selection  and  application  of  appropri¬ 
ate  audit  procedures  and  techniques.  The 
contract  auditor  may  use  any  analytical 
or  summary  methods  which  will  yield  a 
sufficiently  accurate  determination  or 
opinion,  in  forming  this  opinion  the 
auditor  is  often  able  to  rely  on  a  number 
of  sources  of  information.  It  is  important 


to  understand  these  sources  in  order  to 
properly  weigh  their  influence  on  the 
sampling  plan.  The  contract  auditor’s 
principal  sources  of  reliance  include  the 
following: 

(1)  Review  and  Analysis  of  Procedures 
and  Controls.  Procedures  which  are  well 
designed,  effectively  operating,  and  com¬ 
bined  with  strong  controls  produce  con¬ 
sistent  results  on  which  the  auditor  can 
rely  with  a  minimum  of  testing.  Con¬ 
versely,  weak  or  poor  operating  proce¬ 
dures  or  controls  frequently  produce  in¬ 
consistent  results  or  consistently  wrong 
results.  The  latter  conditions  will  require 
a  more  thorough  examination.  The  audi¬ 
tor  can  gain  knowledge  of  the  contrac¬ 
tor’s  system  from  formal  or  informal 
survey  procedures. 

(2)  Comparison  with  Historical  Cost 
Patterns.  In  many  cases,  the  results  of 
prior  reviews  in  a  given  audit  area  will 
have  disclosed  no  significant  discrepan¬ 
cies.  If  costs  currently  under  review  fol¬ 
low  a  similar  pattern,  the  amount  of 
testing  required  will  be  reduced.  Tech¬ 
niques  for  evaluating  the  consistency  of 
current  costs  with  previous  experience 
include  the  traditional  auditing  tools  of 
comparative,-  ratio,  and  trend  analysis,  as 
well  as  graphic  and  regression  analysis. 

(3)  The  Test  Audit  or  Test-Check  Pro¬ 
cedure.  This  audit  procedure  may  be 
used  to  highlight  undesirable  practices  or 
conditions;  or  ii  may  be  used  to  secure  a 
cross-section  of  an  audit  aica  so  that  the 
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auditor  may  draw  conclusions  about  the 
entire  area  by  examining  the  sample.  It  is 
in  the  application  of  the  test  audit  or  test- 
check  procedure  that  statistical  sampling 
is  most  useful  to  the  contract  auditor. 

b.  By  considering  all  of  the  sources  of 
reliance  available,  the  auditor  is  able  to 
make  an  informed  decision  as  to  the  level 
of  transaction  testing  that  is  required  to 
be  completed  for  a  given  audit  circum¬ 
stance.  If  all  sources  of  reliance  indicate 
favorable  conditions,  the  auditor  should 
limit  tests  of  transactions  to  the  mini¬ 
mum  number  which  will  support  an 
informed  opinion  assuming  a  reasonable 
degree  of  risk.  For  example,  when  a 
survey  indicates  that  the  controls  are 
strong  and  operating  effectively  and  an 
adequate  sampling  of  the  records  dis¬ 
closes  no  exceptions,  the  auditor  has 
greater  confidence  in  the  reliability  of  the 
records  than  he/she  would  have  from  the 
sample  alone.  Correspondingly,  the 
amount  of  sampling  required  to  confirm 
other  system  or  data  analyses  is  less  than 
when  dependence  is  placed  solely  on  the 
results  of  the  sample. 

c.  Although  the  extent  of  the  auditor’s 
examination  of  records  can  be  minimized 
by  other  sources  of  reliance,  it  seldom 


can  be  eliminated  when  substantial  dollar 
values  or  sensitive  issues  are  involved.  In  I 
all  audits,  a  certain  amount  of  record 
examination  is  required  to  ascertain  that 
controls  are  actually  effective  and  that 
procedures  and  practices,  which  were 
satisfactory  in  the  past,  have  not 
changed.  Furthermore,  the  auditor  must 
consider  the  objectives  as  well  as  the 
effectiveness  of  internal  controls.  For 
example,  controls  designed  lo  assure  that 
costs  are  properly  recorded  from  pur¬ 
chase  orders  and  vouchers  to  appropriate 
accounts  would  influence  a  sample  selec¬ 
tion  that  is  designed  to  determine  if  those 
costs  were  assigned  to  appropriate  con¬ 
tracts. 

d.  One  of  the  principal  advantages  of 
statistical  sampling  is  the  measurement 
of  the  reliability  of  the  results  that  it 
provides.  Published  tables  indicate  the 
sample  size  required  to  achieve  given 
reliability  objectives.  However,  sample 
size  tables  do  not  recognize  the  impact  of 
stratification  nor  the  auditor’s  consider¬ 
ation  of  other  sources  of  reliance.  Proce-  I 
durcs  for  considering  other  sources  of 
reliance  in  determining  optimum  sample 
sizes  are  discussed  in  B-400  and  B-500. 
Stratification  is  discussed  in  B-600.  I 
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B-200  -  Design  of  the  Sampling  Plan 


B-201  Introduction 

This  section  discusses  the  design  of  the 
sampling  plan  and  the  elements  that 
should  be  documented  in  the  plan.  De¬ 
tailed  sampling  plans  are  developed  for 
the  sampling  categories  of  (1)  sampling 
for  attributes  and  (2)  sampling  for  vari¬ 
ables.  Sampling  plan  elements,  common 
to  both  attribute  and  variable  sampling, 
are  discussed  in  B-300.  Elements  specific 
to  sampling  for  attributes  or  variables  are 
discussed  in  B-400  or  B-500,  respectively. 

B-202  Audit  Sampling  Methods 

a.  Auditors  do  not  usually  perform  a 
100  percent  review  of  universe  data. 
Therefore,  auditors  will  normally  use 
either  statistical  or  judgmental  (nonsta- 
tistical)  sampling  in  their  audits.  The 
method  selected  depends  on  which  is  the 
most  cost  effective  means  of  satisfying 
the  audit  objective  and  supporting  favor¬ 
able  resolution  of  any  reported  condi¬ 
tions. 

b.  Statistical  sampling  is  preferred  be¬ 
cause  of  its  advantages  including  objec¬ 
tivity,  overall  defensibility,  and  the  risk 
of  sampling  error  can  be  measured.  Also, 
it  is  usually  the  preferred  approach  where 
the  risk  of  material  errors  is  probable  and 
the  universe  consists  of  a  large, number  of 
transactions  of  similar  dollar  value  or 
consequence.  If  statistical  sampling  is  not 
used,  an  explanation  should  be  included 
in  the  working  papers  (4-605a). 

c.  The  use  of  statistical  sampling  meth¬ 
ods  should  be  discussed  in  advance  with 
appropriate  contractor  personnel.  These 
discussions  should  establish  mutual  ac- 
Ck.ptance  of  sampling  procedures;  how¬ 
ever,  no  prior  commitment  should  be 
made  regarding  sample  reliability  (4- 
6050. 

B-203  Sampling  Plan  Design  and 
Documentation 

a.  The  successful  audit  application  of 
statistical  sampling  begins  with  the  de¬ 
sign  of  the  sampling  plan.  Sampling  plans 
are  required  for  audit  applications  of 


both  attribute  sampling  or  variable  sam¬ 
pling. 

b.  The  general  sampling  plan  elements 
are  listed  below.  Detailed  sampling  plans 
for  attributes  and  variables  are  discussed 
in  B-204  and  B-205,  respectively. 

(1)  Briefly  state  the  objective  of  the 
sample  evaluation,  that  is,  what  the  audi¬ 
tor  is  looking  for  in  the  universe. 

(2)  Describe  the  universe.  Essential 
elements  to  adequately  describe  the  uni¬ 
verse  include  identifying  the  sampling 
unit  (i.e.,basic  item  to  be  examined), 
specifying  the  criteria  to  include  all  sam¬ 
pling  units  pertinent  to  the  sampling 
objective,  and  stating  the  universe  size 
(B-303). 

(3)  Describe  the  sampling  frame,  that 
is,  the  physical  or  electronic  representa¬ 
tion  of  the  universe. 

(4)  Determine  if  the  universe  recon¬ 
ciles  with  the  sampling  frame.  The  sam¬ 
pling  frame  may  include  items  not  in¬ 
tended  to  be  in  the  universe  and/or  may 
exclude  part  of  the  universe.  The  auditor 
must  develop  remedies  as  required  by  the 
type  of  mismatch  and  as  permitted  by 
available  information. 

(5)  Select  a  suitable  sampling  ap¬ 
proach.  For  a  variable  sampling  applica¬ 
tion,  the  auditor  can  choose  physical  unit 
sampling  or  dollar  unit  sampling  (DUS). 
In  sampling  for  attributes,  the  alterna¬ 
tives  are  acceptance  or  estimation  sam¬ 
pling.  When  using  E-Z-Quant  software, 
attribute  sampling  only  uses  physical  unit 
sampling. 

(6)  Develop  the  reliability  goals.  The 
reliability  goals,  to  be  specified  for  either 
attribute  sampling  or  variable  sampling, 
are  listed  in  B-204f  or  B-205f,  respective¬ 
ly- 

(7)  When  sampling  for  variables,  estab¬ 
lish  a  sample  size  using  auditor  judge¬ 
ment.  In  sampling  for  attributes,  deter¬ 
mine  a  sample  size  for  each  attribuie 
using  E-Z-Quant. 

(8)  Describe  the  sample  selection  meth¬ 
od. 

(9)  Identify,  by  name,  the  specific 
softwaie  to  be  used  for  the  sample  evalu¬ 
ation. 


DCAA  Contract  Audit  Manual 


B4 

11B-203C. 


January  1995 


c.  To  maintain  audit  consistency,  audi¬ 
tors  should  use  the  sampling  plan  formats 
described  in  B-204  and  B-205  for  all 
audit  applications  of  statistical  sampling. 
Audit  working  papers  must  include  a 
complete  sampling  plan  clearly  cross-re¬ 
ferenced  to  where  the  sample  selection, 
review,  and  evaluation  are  located. 

B-204  Detailed  Sampling  Plan  for 
Attributes 

Detailed  elements  (with  examples)  for 
an  attribute  sampling  plan  are: 

a.  State  the  objective  for  the  sample. 

(1)  Briefly  state  the  general  objective. 
For  acceptance  sampling,  examples  of 
objectives  are  to  test  compliance  with 
timekeeping  procedures  or  test  the  accu¬ 
racy  of  an  inventory  accounting  system. 
For  estimation  sampling,  an  example  is 
to  test  an  expected  error  rate  of  20 
percent  based  on  the  results  of  tests 
performed  in  a  prior  audit. 

(2)  Identify  the  critical  (significant) 
system  features  (attributes)  to  be  tested. 
Some  attribute  examples  are  “Did  the 
employee  endorse  the  time  sheet  (or 
card)?”  or  “Does  the  actual  part  count 
agree  with  the  inventory  system  count?” 

(3)  Define  the  error  condition  for  each 
attribute.  For  example,  the  inventory 
system  is  in  error  if  the  actual  count 
differs  from  the  inventory  count  by  more 
than  5  percent. 

b.  Describe  the  universe. 

(1)  Identify  the  sampling  unit.  Some 
examples  are  an  employee  (for  the  time¬ 
keeping  test)  or  a  part  number  (for  the 
inventory  system  test). 

(2)  Specify  the  criteria  to  include  all 
sampling  units  pertinent  to  the  sampling 
objective.  For  example,  all  first-shift, 
hourly  employees  for  Departments  A,  B, 
and  C  (for  a  timekeeping  test). 

(3)  State  the  universe  size  -  the  number 
of  all  sampling  units.  An  example  is  the 
2,000  first-shift,  hourly  employees  for 
Departments  A,  B,  and  C. 

c.  Describe  the  sampling  frame  -  the 
physical  or  electronic  representation  of 
the  universe.  An  example  is  a  computer 
listing  of  social  security  numbers  for  all 
hourly  employees  for  all  departments. 

d.  Determine  if  the  universe  reconciles 
with  the  sampling  frame. 


(1)  Determine  if  the  sampling  frame 
includes  units  not  intended  to  be  in  the 
universe.  For  example,  a  listing  of  social 
security  numbers  includes  those  for  em¬ 
ployees  outside  Departments  A,  B,  and 
C. 

(2)  Determine  if  the  sampling  frame 
excludes  part  of  the  universe.  For  exam¬ 
ple,  a  listing  of  part  numbers  may  exclude 
items  stored  in  remote  locations. 

(3)  Develop  remedies  as  required  by 
the  type  of  mismatch  and  as  permitted  by 
available  information. 

e.  Select  a  suitable  sampling  approach. 
An  example  for  the  inventory  accounting 
system  test  is  to  use  acceptance  sampling 
if  incorrect  rejection  (of  an  acceptable 
system)  would  call  for  a  costly  remedy; 
otherwise,  use  discoveiy  acceptance  sam¬ 
pling. 

f.  Develop  reliability  goals. 

(1)  For  acceptance  sampling,  the  reli¬ 
ability  goals  (B-404.1)  are: 

Critical  Error  Rate  -  the  maximum 
error  rate  in  the  universe  that  is  consid¬ 
ered  acceptable. 

Desired  Government’s  Risk  -  the  toler¬ 
able  level  of  risk  of  accepting  a  faulty 
universe  (i.e.,  universe  error  rate  is  great¬ 
er  than  the  specified  critical  error  rate). 

False  Alarm  Error  Rate  -  an  acceptable 
universe  error  rate  (less  than  critical  error 
rate)  used  to  control  the  risk  of  incorrect 
rejection  (false  alarm)  of  an  acceptable 
universe,  and 

False  Alarm  Risk  -  the  tolerable  level 
of  risk  of  rejecting  an  acceptable  universe 
(i.e.,  universe  error  rate  is  le.ss  than  the 
false  alarm  error  rate). 

(2)  For  estimation  sampling,  the  reli¬ 
ability  goals  (B-404.2)  are: 

Anticipated  Error  Rate  -  an  expected 
error  rate  for  the  universe, 

Precision  Range  -  the  width  of  the 
desired  confidence  interval  for  the  uni¬ 
verse  error  rate,  and 

Confidence  Level  -  the  likelihood  (or 
probability)  that  the  universe  error  rate, 
being  estimated  by  the  sample,  will  fall 
within  a  specified  range  about  the  (point) 
estimate  itself. 

g.  Determine  a  sample  size  for  each 
attribute.  Give  the  name  of  the  specific 
software  and  inputs  used  to  determine 
the  sample  size.  For  example:  “E-Z- 
Quant  ATTDISC  will  be  used  to  deter- 
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mine  the  sample  size  for  a  discovery 
sample.” 

h.  Describe  the  sample  selection  meth¬ 
od.  That  is,  briefly  describe  the  way 
sample  items  are  randomly  selected. 

i.  Identify,  by  name,  the  specific  soft¬ 
ware  to  be  used  for  sample  evaluation. 
For  example:  “E-Z-Quant  ATTEVALl 
will  be  used  to  evaluate  the  attribute 
discovery  (acceptance)  sample.” 

B-205  Detailed  Sampling  Plan  for 
Variables 

Detailed  elements  (with  examples)  for 
a  variable  sampling  plan  are: 

a.  State  the  objective  for  the  sample. 

(1)  Briefly  state  the  general  objective. 
For  example,  the  objective  is  to  estimate 
the  misstatement  of  proposed  material 
costs. 

(2)  State  the  specific  characteristics 
(potential  sources  of  error)  to  be  tested. 
Examples  of  potential  sources  of  error  are 
the  differences  between  proposed  prices 
and  vendor  quotes  or  between  proposed 
prices  and  purchase  history. 

b.  Describe  the  universe. 

(1)  Identify  the  sampling  unit.  Some 
examples  of  sampling  units  are  a  line 
item  on  a  bill  of  materials  or  a  transac¬ 
tion  in  an  overhead  account. 

(2)  Specify  the  criteria  to  include  all 
sampling  units  pertinent  to  the  sampling 
objective.  For  example,  all  travel  ac¬ 
counts  100  and  101  for  FY  93  for  Depart¬ 
ments  A,  B,  and  C. 

(3)  State  the  universe  size  -  the  number 
and  value  (if  applicable)  of  all  sampling 
units.  An  example  is  the  universe  of  250 
transactions,  totaling  $1,000,000, 
charged  to  the  travel  account  during  FY 
93. 

c.  Describe  the  sampling  frame  -  the 
physical  or  electronic  representation  of 
the  universe.  Some  examples  of  sampling 
frames  are  a  computer  listing  of  a  consol¬ 
idated  bill  of  material,  a  data  file  (specifi¬ 
cally  named)  of  journal  voucher  entries, 
or  a  file  drawer  of  vouchers. 

d.  Determine  if  the  universe  reconciles 
with  the  sampling  frame. 

(1)  Determine  if  the  sampling  frame 
includes  units  not  intended  to  be  in  the 
universe.  An  example  would  be  a  listing 


of  travel  vouchers  that  includes  certain 
departments  outside  the  scope  of  the 
audit. 

(2)  Determine  if  the  sampling  frame 
excludes  part  of  the  universe.  For  exam¬ 
ple,  the  same  listing  of  travel  vouchers 
excludes  those  units  intended  to  be  in  the 
universe,  such  as  travel  vouchers  recently 
incurred  by  ofT-site  personnel. 

(3)  Develop  remedies  as  required  by 
the  type  of  mismatch  and  as  permitted  by 
available  information. 

e.  Select  a  suitable  sampling  approach. 
Examples  of  a  suitable  sampling  ap¬ 
proach  is  the  use  of  physical  unit  sam¬ 
pling  when  the  sampling  frame  is  a  file 
drawer  of  vouchers  or  the  use  of  dollar 
unit  sampling  when  the  sampling  frame 
includes  clusters  of  sampling  units  (e.g., 
voucher  cost  consisting  of  multiple  in¬ 
voices  or  a  BOM  assembly  cost  consisting 
of  several  part  numbers). 

f.  Develop  reliability  goals.  For  vari¬ 
able  sampling,  establish  the  following 
reliability  goals  (B-504): 

Confidence  Level  -  the  likelihood  (or 
probability)  that  the  universe  amount, 
being  estimated  by  the  sample,  will  fall 
within  a  specified  range  about  the  point 
estimate  itself, 

Desired  Precision  Ratio  -  the  amount 
of  sampling  error,  stated  as  a  percentage 
of  the  point  estimate,  that  is  considered 
acceptable  by  the  auditor. 

g.  Establish  the  sample  size  consistent 
with  the  audit  objective  (B-505). 

h.  Describe  the  sample  selection  meth¬ 
od. 

(1)  If  automated,  give  the  name  of  the 
sampling  software  procedure.  For  exam¬ 
ple:  “E-Z-Quant  STRAY  will  be  used  to 
select  a  physical  unit  sample”  or,  “E-Z- 
Quant  DUSSEL  will  be  used  to  select  a 
dollar  unit  sample.” 

(2)  If  manual,  briefly  describe  the  uni¬ 
verse  stratification  process  (if  done)  and 
the  way  sample  items  are  randomly  se¬ 
lected. 

i.  Identify,  by  name,  the  specific  soft¬ 
ware  to  be  used  for  sample  evaluation. 
For  example:  “E-Z-Quant  SAMPL  will  be 
used  to  evaluate  the  physical  unit  sam¬ 
ple”  or,  “E-Z-Quant  DUSAM  will  be 
used  to  evaluate  the  dollar  unit  sample.” 
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B-300  -  Sampling  Plan  Elements  Common  To  Attribute  and  Variable 

Sampling 


B-300  Introduction 

This  section  provides  guidance  on  sam¬ 
pling  plan  elements  that  are  common  to 
both  attribute  and  variable  sampling. 

B'301  Identifying  the  Sampling 
Objective 

a.  A  prerequisite  to  the  application  of 
any  sampling  process  is  the  need  to 
identify  the  specific  audit  objectives  to  be 
attained  by  examination  of  the  area  un¬ 
der  evaluation.  Prior  to  initiation  of  the 
sampling  process,  the  auditor  should  de¬ 
finitively  set  forth  in  the  sampling  plan 
the  characteristics  and  values  to  be  exam¬ 
ined  during  the  audit.  The  auditor’s  sam¬ 
pling  objective  should  satisfy  the  audit 
objectives  of  the  area  under  review. 

b.  The  purpose  of  sampling  is  to  infer 
something  about  a  “characteristic”  of  the 
universe  items  under  consideration.  One 
typical  universe  characteristic  is  the  total 
audited  dollar  amount.  To  permit  infer¬ 
ences  about  this  universe  characteristic, 
it  must  be  possible  to  determine  an 
audited  amount  for  each  sample  item 
examined  by  the  auditor. 

c.  In  the  examination  of  sample  items, 
the  auditor  is  usually  concerned  with 
determining  the  existence  of  “errors.” 
These  errors  are  not  limited  to  oversights 
on  the  part  of  contractor  personnel.  They 
may  reflect  differences  of  opinion  be¬ 
tween  the  auditor  and  the  contractor  as 
to  the  proper  distribution  of  a  cost  or  the 
appropriate  documentation  of  transac¬ 
tions.  A  generalized  objective  statement 
(e.g.,  “to  see  if  any  errors  exist”  or  “to 
determine  if  anything  is  wrong”)  should 
be  avoided.  The  precise  type  of  errors, 
occurrences,  or  values  under  review  must 
be  defined  in  order  to  design  an  economi¬ 
cal  or  efficient  sampling  plan. 

d.  Frequently,  the  objectives  of  the 
audit  may  require  the  examination  of  all 
items  for  several  characteristics.  The 
sampling  plan  should  take  into  consider¬ 
ation  that  findings  from  the  sample  of 
each  characteristic  should  be  kept  sepa¬ 
rate  for  individual  analysis  and  not  com¬ 


bined,  since  each  characteristic  may  be  of 
different  audit  significance.  For  example, 
suppose  a  floor  check  of  a  random  sam¬ 
ple  of  employees  disclosed  that  0)  some 
employees  who  were  late  or  absent  were 
being  checked  in  by  other  employees  and 
(2)  some  job  tickets,  which  were  other¬ 
wise  correct,  were  not  being  counter¬ 
signed  by  the  supervisor.  An  analysis 
based  on  the  combined  number  of  errors 
would  be  less  informative  than  separate 
analyses  of  the  errors  in  each  category. 

e.  When  different  categories  of  errors 
disclosed  by  a  sample  can  be  evaluated 
monetarily,  the  findings  can  be  combined 
if  they  are  recurring  in  nature  and  not 
peculiar  to  only  certain  characteristics  or 
accounts.  For  example,  suppose  a  sample 
of  travel  vouchers  disclosed  unallowable 
costs  for  (1)  entertainment  of  customers 
and  (2)  the  excess  cost  of  first-class  over 
other  available  air  accommodations.  Sep¬ 
arate  estimates  of  the  amount  of  unallow¬ 
able  expenses  in  each  category  would  not 
be  necessary  since  the  auditor’s  objective 
is  to  obtain  a  reliable  estimate  of  the  total 
amount  of  unallowable  expenses. 

f.  If  monetary  errors  are  evidently 
peculiar  to  certain  characteristics  or  su¬ 
bareas,  or  are  apparently  nonrecurring, 
they  should  not  be  combined.  A  judg¬ 
ment  is  required  as  to  whether  or  not  a 
particular  type  of  unallowable  cost 
should  be  projected  across-the-board. 
There  is  occasionally  an  advantage  to 
separate  treatment,  such  as  a  reduction  in 
an  unreasonable  confidence  interval  (or 
precision,  as  discussed  in  B-504).  Sup¬ 
pose,  for  example,  relocation  costs  were 
included  in  travel  expense  and  no  costs 
were  questioned  in  this  category,  the 
confidence  interval  could  be  narrowed  by 
stratifying  out  relocation  costs. 

g.  When  the  auditor  has  reason  to 
believe  that  a  cost  category  includes  a 
significant  amount  of  unallowable  ex¬ 
penses,  the  purpose  in  taking  a  sample 
will  generally  be  to  estimate  the  total 
amount  of  unallowable  expenses.  On  the 
other  hand,  if  the  auditor  has  no  reason 
to  believe  the  costs  under  review  include 
unallowable  amounts,  the  purpose  will 
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generally  be  to  obtain  additional  assur¬ 
ance  that  the  costs  do  not,  in  fact,  include 
a  significant  amount  of  unallowable  ex¬ 
penses.  In  either  case,  the  auditor  should 
seek  to  develop  a  sampling  plan  that  will 
provide  maximum  support  for  conclu¬ 
sions  in  return  for  the  time  spent  in  the 
selection,  examination,  and  evaluation  of 
the  sample.  In  addition,  the  sample  size 
should  provide  a  reasonable  balance  be¬ 
tween  (1)  the  amount  of  support  the 
sample  will  provide  for  audit  conclusions 
and  (2)  the  expenditure  of  auditor  re¬ 
sources  the  sample  will  require. 

B-302  Sampling  for  Attributes  or 
Variables 

a.  The  sampling  of  characteristics  may 
be  divided  into  two  broad  categories  of 
sampling  for  attributes  and  sampling  for 
variables.  When  sampling  to  determine 
the  rate  or  proportion  of  errors  in  the 
records  or  to  obtain  assurance  that  an 
error  rate  is  not  excessive,  the  auditor  is 
sampling  for  attributes.  On  the  other 
hand,  sampling  for  variables  is  when  a 
sample  is  selected  in  order  to  estimate  a 
dollar  amount  such  as  the  amount  of 
unallowable  costs  contained  in  the  total 
amount  of  material  invoices  charged  to  a 
government  contract.  The  distinction  is 
important  because  the  methods  eventual¬ 
ly  used  to  determine  optimum  sample 
sizes  and  evaluate  sample  results  differ. 

b.  The  same  sample  may  be  used  for 
attributes  and  variables.  For  example,  in 
reviewing  direct  material  costs,  the  audi¬ 
tor  may  want  to  estimate  both  the  per¬ 
centage  of  purchases  made  without  com¬ 
petition  and  the  dollar  amounts  improp¬ 
erly  charged  to  a  government  contract. 
The  auditor  may  also  switch  emphasis 
from  one  type  of  sampling  to  the  other 
based  on  examination  of  a  preliminary 
sample.  For  instance,  the  auditor  may 
initially  determine  the  sample  size  neces¬ 
sary  to  support  acceptance  of  an  account 
if  no  errors  are  disclosed.  If  the  examina¬ 
tion  of  the  sample  discloses  errors  with 
dollar  impact  on  government  contract 
costs,  the  auditor  may  (1)  use  the  results 
of  tne  initial  sample  to  support  a  recom¬ 
mendation  for  questioned  costs,  (2)  ex¬ 
pand  audit  stratification  if  errors  are 
limited  to  one  or  two  sources,  or  (3) 


determine  the  additional  number  of 
items  to  be  examined  to  support  such  a 
recommendation, 

B-303  Describing  the  Universe 

a.  A  universe  is  a  group  of  items  or 
transactions  from  which  information  is 
desired.  Some  statistical  texts  refer  to  the 
universe  as  the  group  of  items  before 
segregation  and  audit  stratification  of 
items  for  detailed  examination.  However, 
in  this  appendix,  the  term  “universe”  will 
refer  to  the  group  which  remains  after  the 
large  dollar  or  sensitive  transactions  have 
been  stratified  for  audit  examination. 

b.  The  sampling  unit  is  the  basic  unit 
that  will  be  examined.  A  sampling  unit 
may  be  a  document  or  record,  such  as  a 
purchase  order  or  travel  voucher,  or  may 
be  an  item  reflected  on  the  document  or 
record.  As  an  example,  an  objective  may 
be  to  determine  how  many,  if  any,  pur¬ 
chase  orders  lack  adequate  supporting 
documentation,  or  the  objective  may  be 
to  verify  certain  characteristics  of  the 
items  on  the  purchase  orders,  such  as 
whether  each  item’s  cost  is  correct.  If  the 
examinations  were  to  be  made  on  a 
.sampling  basis,  the  sampling  unit  in  the 
first  instance  would  be  a  purchase  order. 
In  the  second  instance,  the  sampling  unit 
would  be  a  line  item  on  a  purchase  order. 
If  there  were  several  line  items  on  each  of 
the  purchase  orders,  it  can  be  readily  seen 
that  the  sizes  of  the  two  groups  would 
differ  substantially. 

c.  When  using  dollar  unit  sampling 
(DUS),  the  universe  is  expressed  in  terms 
of  dollars  rather  than  physical  units  such 
as  purchase  orders  or  invoices.  However, 
in  order  to  evaluate  the  dollars  selected, 
documents  containing  those  dollars  must 
be  reviewed.  In  the  event  of  multiple 
levels  of  documentation,  the  sampling 
plan  should  identify  the  level  of  detail  of 
the  sampling  unit. 

d.  The  universe  is  the  aggregate  of  all 
sampling  units.  Therefore,  the  auditor 
must  specify  criteria  to  ensure  that  all 
sampling  units,  pertinent  to  the  sampling 
objective,  will  be  included  in  the  uni¬ 
verse.  Examples  of  specific  criteria, 
which  could  describe  a  universe,  include 
accounts,  time  period,  dollar  range,  bill 
of  material,  and/or  organizational  units. 
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B-304  Describing  the  Sampling 
Frame 

a.  The  sampling  frame  is  the  physical 
(or  electronic)  representation  of  the  sam¬ 
pling  units  from  which  the  sample  is 
actually  selected.  In  sampling  for  attrib¬ 
utes,  an  example  of  a  sampling  frame 
could  be  a  computer  listing  of  social 
security  numbers  for  all  hourly  employ¬ 
ees  for  all  departments.  In  this  sampling 
frame,  a  possible  sampling  unit  is  the 
social  security  number  which  can  be 
related  to  an  individual  employee  (for  a 
future  interview).  In  sampling  for  vari¬ 
ables,  some  examples  of  sampling  frames 
could  be  a  computer  listing  of  a  consoli¬ 
dated  bill  of  material,  a  data  file  of 
journal  voucher  entries,  or  a  file  drawer 
of  vouchers.  For  these  sampling  frames, 
possible  sampling  units  are  a  part  num¬ 
ber,  item  number,  or  physical  voucher, 
respectively. 

b.  One  sampling  frame  requirement  is 
that  it  be  a  complete  representation  of  all 


sampling  units  constituting  the  universe. 
Since  an  auditor’s  conclusions  pertain  to 
those  sampling  units  actually  in  the  sam¬ 
pling  frame,  he/she  must  determine  if  the 
sampling  frame  excludes  p'  rt  of  the  pre¬ 
viously  defined  universe  items.  In  this 
case,  the  auditor  should  attempt  to  recon¬ 
cile  the  universe  with  the  sampling  frame 
and  document  the  results  in  the  audit 
working  papers. 

c.  Although  a  sampling  frame  should 
be  complete,  it  may  include  items  not 
intended  to  be  in  the  universe.  For  this 
situation,  the  auditor  should  attempt  to 
reconcile  the  universe  with  the  sampling 
frame  and  document  the  results  in  the 
audit  working  papers.  Even  if  complete 
reconciliation  is  not  achieved,  the  audi¬ 
tor  can  select  a  sample  from  a  sampling 
frame  with  extra  non-universe  units.  For 
example,  a  listing  of  travel  vouchers  that 
includes  certain  departments  outside  the 
scope  of  the  audit,  can  be  used  to  select  a 
sample.  Any  non-universe  item  selected 
should  be  simply  ignored  for  statistical 
purposes. 
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B-401  Introduction 

This  section  provides  detailed  guid¬ 
ance  for  developing  sampling  plans  that 
are  specifically  related  to  sampling  for 
attributes. 

B-402  Use  of  Sampling  for  Attributes 

Attribute  sampling  can  be  classified 
into  two  approaches  of  acceptance  and 
estimation  sampling.  Their  use  depends 
on  audit  objectives.  With  acceptance 
sampling,  the  goal  is  to  either  accept  or 
reject  the  universe.  With  estimation  sam¬ 
pling,  the  goal  is  to  estimate  the  actual 
error  rate  in  the  universe. 

B-402.1  Attribute  Acceptance  Sampling 

a.  In  auditing,  the  typical  application 
of  attribute  sampling  is  a  test  for  compli¬ 
ance  of  the  controls  built  into  a  system. 
Since  perfection  is  seldom  expected, 
there  is  some  level  of  noncompliance  that 
can  be  tolerated.  Attribute  acceptance 
sampling  is  designed  to  discern  whether 
noncompliance  is  within  a  tolerable  level. 
In  acceptance  sampling,  the  minimum 
sample  size  can  be  determined  to  distin¬ 
guish  between  tolerable  and  intolerable 
conditions.  The  tolerable  level  of  non- 
compliance  or  critical  error  rate  (defined 
in  B-404.1b)  is  specified  in  advance. 

b.  The  feature  of  compliance  testing 
that  calls  for  attribute  sampling  is  that 
there  are  mly  two  possible  outcomes 
from  the  rei  'w  of  a  sample  item.  Either 
the  sampled  tern  is  in  compliance  with 
the  control  being  fisted  or  it  is  not.  Audit 
review  considerations  can  be  satisfied  by 
attribute  questions  which  are  answered 
by  either  “yes”  or  “no.”  This  condition 
distinguishes  sampling  for  attributes 
from  sampling  for  variables. 

c.  Attribute  acceptance  sampling  is 
typically  used  for  reviewing  a  contrac¬ 
tor’s  internal  controls.  This  includes  the 
review  of  policies,  procedures,  and  prac¬ 
tices  to  determine  the  adequacy  of  inter¬ 
nal  controls  or  operational  elTiciency. 
Acceptance  sampling  is  not  designed  to 
estimate  questioned  costs.  Instead,  poor 
compliance  revealed  by  an  acceptance 


sample  will  normally  prompt  recommen¬ 
dations  for  system  changes. 

B-402.2  Attribute  Estimation  Sampling 

a.  In  contrast  to  acceptance  sampling, 
estimation  sampling  is  designed  to  esti¬ 
mate  the  noncompliance  rate  within 
some  range  of  sampling  error  specified  by 
the  auditor.  Of  course,  the  results  of  an 
estimation  sampling  plan  could  be  used 
to  reach  an  accept-or-reject  decision. 
However,  the  sample  results  would  have 
to  be  compared  with  the  same  tolerable 
level  of  noncompliance  that  would  be 
used  in  developing  an  acceptance  sam¬ 
pling  plan. 

b.  Attribute  estimation  sampling  is 
generally  applicable  to  reviews  where 
compliance  is  being  estimated  as  opposed 
to  being  subject  to  a  pass/fail  test.  Esti¬ 
mation  sampling  is  appropriate  when  the 
audit  objective  is  to  estimate  an  adjust¬ 
ment  (impact)  to  a  statement  of  error 
conditions.  In  other  cases,  such  as  the 
sampling  of  individuals  in  work  sam¬ 
pling,  it  can  be  used  to  estimate  the  error 
(or  idleness)  rate. 

B-403  Selecting  the  Sampling 
Approach 

B-403. 1  Acceptance  Samp.iing  Approach 

For  acceptance  sampling,  three  sam¬ 
pling  procedures  are  available  for  compli¬ 
ance  testing:  (1)  discovery  sampling,  (2) 
one-step  acceptance  sampling,  and  (3) 
two-step  acceptance  sampling.  Accep¬ 
tance  sampling  procedures  are  designed 
to  test  whether  the  rate  of  a  particular 
type  of  error  exceeds  a  specified  accept¬ 
able  level  (i.e.,  acceptance  number  of 
errors).  The  procedures  are  pass/fail  tests 
which  place  limits  on  the  risks  that  the 
results  will  be  misleading.  The  goal  of 
acceptance  sampling  is  to  simply  show 
whether  the  universe  is  acceptable  or 
unacceptable. 

a.  Discovery  sampling  is  a  special  case 
of  attribute  acceptance  sampling  which 
may  be  used  for  preliminary  sampling 
puiposes.  In  attribute  discovery  sam¬ 
pling,  the  acceptance  number  of  errors  is 
set  to  zero.  This  feature  provides  a  mini- 
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mum  sample  size  which  is  achieved  by 
considering  only  the  risk  of  accepting  a 
faulty  universe  (i.e.,  universe  error  rate 
greater  than  an  upper  specified  error  rate 
-  critieal  error  rate  as  defined  in  B- 
404.1b). 

b.  A  one-step  acceptance  sampling  pro¬ 
cedure  determines  both  the  sample  size 
and  an  acceptance  number  of  errors  using 
a  single  sampling  step. 

(1)  In  addition  to  considering  the  ri.sk 
of  accepting  a  faulty  universe,  one-step 
acceptance  sampling  considers  the  risk  of 
rejecting  an  acceptable  universe  (i.e., 
universe  error  rate  less  than  a  lower 
specified  error  rate  -  false  alarm  error  rate 
as  defined  in  B-404.1c).  If  the  risk  of 
wrongful  rejection  of  an  acceptable  uni¬ 
verse  is  not  an  audit  concern,  discovery 
sampling  (with  its  minimum  sample  size) 
is  the  preferred  sampling  option. 

(2)  This  sampling  procedure  should  be 
used  when  there  is  reason  to  believe  that 
the  actual  error  ra^e  falls  in  the  interval 
between  two  specified  error  rates  (i.e., 
critical  error  rate  and  false  alarm  error 
rate).  The  auditor’s  specified  error  rates 
are  used  to  test  for  v/rongful  rejection  of 
acceptable  universe  and  wrongful  accep¬ 
tance  of  faulty  universe,  respectively.  In 
this  case  (with  actual  error  rate  less  than 
upper  specified  rate),  the  auditor  should 
accept  the  universe  because  the  sample 
results  would  not  exceed  the  acceptance 
number  of  errors. 

c.  The  two-step  acceptance  procedure 
is  similar  to  the  one-step  procedure  ex¬ 
cept  that  it  breaks  the  sample  into  two 
individual  steps  and  gives  the  universe  a 
second  chance  for  a  favorable  finding. 
The  first  step  is  essentially  an  attribute 
discovery  step  since  its  acceptance  num¬ 
ber  of  errors  is  set  to  zero. 

(1)  This  sampling  procedure  should  be 
used  when  there  is  reason  to  believe  that 
the  actual  error  rate  is  minimal  (e.g.,  no 
errors  are  likely  in  the  sample).  In  this 
case,  the  auditor  would  accept  the  uni¬ 
verse  if  no  errors  are  found  in  the  first 
step. 

(2)  Also,  two-step  acceptance  sampling 
should  be  used  when  there  is  reason  to 
believe  that  the  actual  error  rate  is  poor 
(e.g.,  numerous  errors  likely  in  the  sam¬ 
ple).  In  the  second  case,  the  auditor 
would  reject  the  universe  for  noncompli¬ 


ance  if  the  total  acceptable  number  of 
errors  (for  both  steps)  was  exceeded  in 
the  first  step. 

B-403.2  Estimation  Sampling  Approach 

An  attribute  estimation  sample  is  de¬ 
signed  to  estimate  the  frequency  of  a 
specific  type  of  error  in  a  universe.  The 
goal  of  estimation  sampling  is  to  show 
how  unacceptable  (or  acceptable)  the 
universe  is.  The  sample  size  is  deter¬ 
mined  in  order  to  provide  a  desired  level 
of  assurance  (or  confidence)  that  the 
error  rate  is  estimated  with  a  desired 
degree  of  precision  (i.e.,  distance  between 
the  confidence  limits). 

B-404  Developing  Reliability  Goals 

B-404.1  Acceptance  Sampling  Reliability 
Goals 

a.  In  acceptance  sampling,  attributes 
should  be  evaluated  individually  so  that 
an  auditor  can  make  a  pass/fail  decision 
relative  to  the  system  being  audited.  The 
auditor  should  rank  the  attributes  be¬ 
cause  some  attributes  are  normally  more 
critical  than  others.  Ordinarily,  separate 
sample  size  queries  would  be  performed 
for  each  attribute.  1  herefoie,  the  auditor 
should  establish  a  set  of  reliability  goals 
for  each  attribute  under  consideration. 

b.  All  three  acceptance  sampling  proce¬ 
dures,  described  in  B-403. 1 ,  consider  the 
risk  of  accepting  a  faulty  universe.  A 
universe  is  faulty  when  the  universe  error 
rate  is  greater  than  a  maximum  error  rate 
goal  specified  by  the  auditor,  which  is 
commonly  known  as  the  “critical  error 
rate.”  Also,  a  goal  for  assurance  (or  a 
corresponding  risk  goal  discussed  below) 
must  be  specified  in  accep- 
tance/discoveiy  sampling. 

(1)  The  critical  error  rate  (CER)  is  the 
maximum  error  rate  in  the  universe  that 
is  considered  “acceptable”  by  the  audi¬ 
tor.  For  example,  there  may  be  only  one 
error  in  5,000  transactions,  indicating  an 
error  rate  of  only  0.02  percent,  but  that 
error  may  be  for  a  million  dollars.  On  the 
other  hand,  a  higher  rate  could  reflect 
errors  of  less  significance  which  are  of  a 
random  nature,  and  show  no  trend  or 
pattern.  Accordingly,  the  significance  of 
an  error  rate  must  be  evaluated  in  terms 
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of  its  potential  effect  on  government 
contract  costs.  For  example,  a  one  per¬ 
cent  error  rate  in  direct  labor  or  material 
costs  charged  to  government  contracts  by 
a  large  contractor  could  result  in  overc¬ 
harges  totalling  hundreds  of  thousands  of 
dollars  over  the  course  of  a  year.  A  five 
percent  error  rate  in  a  $  100,000  overhead 
account  which  is  allocated  in  large  part  to 
commercial  work  would  be  less  signifi¬ 
cant.  As  with  all  reliability  goals,  the 
value  assigned  to  the  critical  error  rate 
will  affect  the  required  sample  size.  By 
itself,  increasing  the  CER  decreases  the 
required  sample  size. 

(2)  The  desired  assurance  or  confi¬ 
dence  level  (CL)  is  the  reliability  that  an 
auditor  places  on  the  sample  results. 
Since  it  is  often  easier  to  think  in  terms  of 
risk,  the  complement  of  the  confidence 
level  (100  -  CL,  when  both  are  stated  as  a 
percentage)  can  also  be  used  in  accep¬ 
tance  sampling.  This  risk  term  is  defined 
as  the  “Government’s  Risk”  (GR)  in  the 
E-Z-Quant  documentation  (DCAAP 
7641.91).  By  itself,  increasing  the  accept¬ 
able  level  of  the  GR  decreases  the  re¬ 
quired  sample  size. 

(3)  The  reliance  an  auditor  obtains 
from  past  experience  in  auditing  such 
areas  as  the  same  cost  element  or  internal 
controls  disclosed  by  surveys  has  no 
effect  on  what  constitutes  an  “unaccept¬ 
able”  error  rate,  but  it  does  affect  the 
additional  confidence  the  auditor  needs 
from  the  sample.  For  example,  if  the 
auditor  is  performing  an  audit  of  histori¬ 
cal  costs  at  a  location  where  DCAA  has 
not  previously  performed  an  audit,  con¬ 
siderable  reliance  must  be  placed  on  the 
results  of  a  sample.  As  an  example,  a  90 
percent  confidence  level  (i.e.,  10  percent 
risk)  could  be  used  to  estimate  the  initial 
sample  size.  On  the  other  hand,  if  the 
auditor  is  at  a  contractor  where  experi¬ 
ence  has  indicated  good  internal  controls 
and  prior  years’  tests  have  disclosed  no 
significant  errors,  a  confidence  level  of  70 
percent  or  less  (i.e.,  risk  of  30  percent  or 
more)  could  suffice. 

c.  Both,  one-step  and  two-step  accep¬ 
tance  sampling  procedures,  consider  the 
risk  of  rejecting  an  acceptable  universe. 
Discovery  sampling  simply  ignores  this 
risk.  The  possibility  of  rejecting  an  ac¬ 
ceptable  universe  is  sometimes  defined  as 


a  “false  akrm,”  which  is  a  possibility 
with  a  partial  review.  An  acceptable 
universe  has  an  actual  universe  error  rate 
that  is  less  than  a  minimum  rate  goal 
specified  by  the  auditor  and  is  commonly 
known  as  the  “false  alarm  error  rate.” 
Additionally,  a  specified  “false  alarm 
risk”  goal  (or  corresponding  assurance 
goal)  must  be  specified  in  one-step  or 
two-step  acceptance  sampling. 

( 1 )  The  false  alarm  error  rate  (FAER)  is 
an  acceptable  universe  error  rate  (less 
than  the  CER)  used  to  control  the  risk  of 
false  alarm.  Note  the  contrast  between 
the  CER  and  FAER,  which  are  both 
specified  by  the  auditor.  An  actual  error 
rate  that  is  greater  than  the  CER  is 
unacceptable.  In  contrast,  an  actual  error 
rate  that  is  lower  than  the  FAER  is 
acceptable.  By  itself,  increasing  the 
FAER  increases  the  required  sample  size. 

(2)  The  desired  risk  goal,  commonly 
known  as  false  alarm  risk  (FAR),  is  the 
tolerable  level  of  risk  of  rejecting  an 
acceptable  universe.  The  contractor  bears 
this  risk  of  false  indication  of  flawed 
conditions.  By  itself,  increasing  the  FAR 
decreases  the  required  sample  size. 

B-404.2  Estimation  Sampling  Reliability 
Goals 

For  estimation  sampling,  a  specified 
error  rate  is  used  only  to  anticipate  the 
precision  goal  (at  a  specified  assurance 
goal)  that  is  associated  with  different 
possiolc  sample  sizes.  The  following  reli¬ 
ability  goals  arc  established  by  the  audi¬ 
tor  for  the  attribute  estimation  sampling 
procedure  described  in  B-403.2 

a.  The  anticipated  error  rate  is  an 
expected  error  rate  for  the  universe. 
Normally,  the  auditor  will  refer  to  past 
experiences  with  the  same  or  similar 
systems  (or  universes)  to  estimate  the 
anticipated  error  rate.  A  contractor’s  stat¬ 
ed  error  rate  could  be  used  if  the  auditor 
judges  it  to  be  an  adequate  rough  esti¬ 
mate. 

b.  The  precision  range  is  the  desired 
confidence  interval  for  the  universe  error 
rate.  This  parameter,  specified  as  a  per¬ 
centage,  refers  to  the  distance  between 
the  confidence  limits. 

c.  The  confidence  level  is  the  desired 
assurance  that  the  actual  error  rate  will  be 
within  the  upper  and  lower  confidence 
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limits  that  will  be  determined  from  the 
sample  results. 

B-405  Determining  Sample  Sizes 

a.  Although  sample  sizes  can  be  deter¬ 
mined  manually  from  published  sam¬ 
pling  tables,  auditors  should  use  the  E-Z- 
Quant  software  to  compute  sample  sizes 
for  acceptance  and  estimation  sampling 
procedures. 

b.  The  auditor  should  rank  the  attrib¬ 
utes  according  to  their  relative  impor¬ 
tance.  Normally,  the  most  critical  attrib¬ 
ute  will  require  the  largest  sample  size 
and  so  forth.  For  each  attribute,  the 
required  sample  size  should  be  deter¬ 
mined  using  the  appropriate  E-Z-Quant 
acceptance  or  estimation  sampling  op¬ 
tion.  The  maximum  number  of  items  to 
be  selected  for  review  will  be  the  largest 
sample  size  of  all  the  sample  sizes  deter¬ 
mined  for  individual  attributes. 

B-406  Describing  the  Sample 
Selection  Method 

Proper  implementation  of  the  auditor’s 
sampling  plan  requires  (1)  that  the  re¬ 
quired  number  of  items  be  drawn  ran¬ 
domly  from  the  universe  and  (2'  that 
each  item  be  reviewed  for  compli..  ..-i 
the  aspects  of  audit  concern.  In  a  ran¬ 
domly  selected  sample,  each  item  has  a 
known  chance  (or  probability)  of  being 
selected.  The  results  of  a  randomly  select¬ 
ed  sample  can  be  objectively  applied  to 
the  universe  (or  system)  to  assist  the 
auditor  in  deciding  whether  the  universe 
is  in  compliance  with  the  system  control 
being  tested.  Section  B-700  discusses  the 
various  random  selection  methods. 

B-407  Identifying  the  Sample 
Evaluation  Method/Software 

In  sampling  for  attributes,  the  results 
of  the  examination  are  expressed  as  an 
estimate  of  the  actual  error  rate.  The 
estimated  error  rate  is  the  ratio  of  the 
error  occurrences  to  the  sample  size.  For 
each  attribute,  sample  findings  should  be 
tabulated  separately  as  if  each  constituted 
an  independent  and  separate  sample. 
This  is  necessary  to  isolate  critical  prob¬ 


lem  areas  for  further  audit  effort  and  to 
possibly  terminate  testing  in  other  areas. 

B-407.1  Acceptance  Sample  Evaluation 
Method/Software 

a.  In  acceptance  sampling,  the  pass/fail 
purpose  of  the  sample  is  accomplished 
when  the  acceptance  number  of  errors  is 
exceeded  or  when  the  sample  is  com¬ 
pleted,  whichever  comes  first  Ordinarily, 
the  auditor  will  want  to  proceed  beyond  a 
pass/fail  conclusion  in  the  event  of  a 
failure.  That  is,  the  auditor  will  normally 
use  the  sample  results  to  estimate  the 
universe  error  rate  in  order  to  gauge  the 
potential  severity  of  error  conditions.  In 
this  manner,  the  sample  assumes  the  role 
of  an  attribute  estimation  sample. 

b.  For  proper  evaluation  of  the  confi¬ 
dence  interval,  the  auditor  must  com¬ 
plete  the  sample  even  if  the  acceptable 
number  of  errors  is  exceeded.  When 
using  E-Z-Quant,  the  auditor’s  selection 
of  the  appropriate  sample  evaluation 
procedure  depends  on  which  attribute 
sampling  procedure  was  previously  se¬ 
lected  (i.e.,  discovery,  one-step  or  two- 
step  acceptance). 

c.  The  one-step  acceptance  sample 
evaluation  option  (ATTEVALl)  of  E-Z- 
Quant  should  be  used  to  evaluate  sample 
results  from  either  discovery  or  one-step 
acceptance  sampling  procedures.  The 
one-step  sample  evaluation  procedure 
permits  the  auditor  to  focus  on  a  pass/fail 
decision  derived  from  an  acceptance 
sample.  It  duplicates  what  is  apparent 
from  comparing  the  number  of  errors  in 
the  sample  to  the  acceptance  number  of 
errors  specified  in  the  sampling  plan. 
Failure  of  the  universe  presents  a  more 
compelling  reason  to  focus  on  the 
pass/fail  decision.  An  analysis  of  the 
sampling  error  is  possible  by  using  sam¬ 
ple  evaluation  options  to  (1)  specify  a 
confidence  level  and  obtain  an  upper 
precision  limit  (to  compare  with  CER 
specified  in  sampling  plan)  or  (2)  specify 
an  upper  precision  limit  and  obtain  a 
confidence  level  (to  compare  with  the 
sampling  plan  specification). 

d.  The  two-step  acceptance  sample 
evaluation  option  (ATTEVAL2)  of  E-Z- 
Quant  should  be  used  to  evaluate  the 
results  of  a  fully  implemented  two-step 
acceptance  sample.  This  analysis  is  simi- 
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lar  to  the  one-step  sample  evaluation 
described  above. 

B-407.2  Estimation  Sample  Evaluation 
Method/Software 

In  estimation  sampling,  the  sample 
results  are  evaluated  to  determine  wheth¬ 


er  the  desired  assurance  and  precision 
goals,  as  specified  in  the  sampling  plan, 
were  obtained.  The  one-step  acceptance 
sample  evaluation  option  (ATTEVALl) 
of  E-Z-Quant  should  be  used  to  evaluate 
the  results  of  an  attribute  estimation 
sample. 
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B-500  -  Sampling  for  Variables 


B-501  Introduction 

This  section  provides  detailed  guid¬ 
ance  for  developing  sampling  plans  that 
are  specifically  related  to  sampling  for 
variables. 

B-502  Use  of  Sampling  for  Variables 

a.  Variable  san'.pling  is  generally  used 
to  verify  account  balances  or  cost  ele¬ 
ments  and  note  any  differences.  This  type 
of  sampling  is  substantive  testing  (as 
opposed  to  compliance  testing)  whereby 
sample  items  are  evaluated  for  error 
amounts  or  variables  (as  opposed  to 
attributes).  The  audit  universe  (e.g.,  ac¬ 
counts,  vcLchers,  or  bill  of  material)  is 
the  entire  grouping  of  items  which  will  be 
sampled.  Variable  sampling  can  be  ap¬ 
plied  to  proposals,  incurred  costs,  prog¬ 
ress  payments,  forward  pricing  rates,  and 
defective  pricing. 

b.  An  important  objective  of  variable 
sampling  is  to  estimate  a  particular  uni¬ 
verse  characteristic  such  as  total  unallow¬ 
able  costs  (or  questioned  cost).  The  esti¬ 
mated  questioned  cost  is  commonly 
known  as  the  “point  e  timate.”  A  point 
estimate  strikes  a  balance  between  poten¬ 
tial  understatement  (considering  both 
likelihood  and  amount)  and  potential 
overstatement  of  the  true  universe 
amount.  In  statistical  sampling,  “cemfi- 
dence  level”  and  “precision”  are  used  to 
measure  the  reliability  of  the  point  esti¬ 
mate.  The  confidence  level  deals  with 
“sureness”  (or  assurance)  while  precision 
deals  with  “closeness”  (or  accuracy).  Au¬ 
ditors  must  establish  desired  levels  of 
reliability  goals  (discussed  in  B-504)  in 
order  to  properly  evaluate  the  sample 
results. 

B-503  Selecting  the  Sampling 
Approach 

In  the  application  of  variable  sampling, 
the  auditor  can  choose  either  physical 
unit  sampling  or  dollar  unit  sampling 
(DUS).  The  important  differeiK'e  be¬ 
tween  these  sampling  approaches  is  the 
basic  sampling  unit  that  will  be  examined 


by  the  auditor.  For  a  physical  unit  sam¬ 
ple,  the  unit  being  examined  may  be  a 
document  or  record  (such  as  a  purchase 
order,  travel  voucher,  or  bill  of  material) 
or  an  item  reflected  on  the  document  or 
record.  When  using  dollar  unit  sampling, 
the  universe  is  expressed  in  terms  of 
dollars  instead  of  physical  units.  How¬ 
ever,  in  order  to  evaluate  the  dollars 
Selected,  the  documents  oi  records  con¬ 
taining  those  dollars  must  be  reviewed. 

n-503.1  Physical  Unit  Sampling 

a.  Most  audit  universes  arc  widely 
dispersed.  Usually,  there  is  a  wide  varia¬ 
tion  between  the  smallest  and  largest 
individual  dollar  amounts,  with  most  of 
the  amounts  being  relatively  small  and 
only  a  few  amounts  being  very  large. 
Since  a  random  sample  from  the  entire 
universe  would  probably  include  only  a 
few  large  (high  dollar)  items,  the  reliabili¬ 
ty  of  the  results  would  be  correspondingly 
low.  This  is  possible  because  wide  varia¬ 
tions  are  likely  between  questionable 
amounts  for  individual  large  items  and 
the  average  of  questionable  amounts 
from  the  universe. 

b.  Stratification  of  the  universe  into 
several  dollar  ranges  or  strata  can  be  used 
to  improve  audit  reliability  and  reduce 
the  overall  number  of  items  for  review. 
Normally,  the  universe  is  stratified  into  a 
high-dollar  stratum  (for  100  percent  re¬ 
view)  and  several  other  strata  from  which 
samples  are  selected  for  review.  Audit 
effort  is  concentrated  on  the  high-dollar 
items  where  the  risk  is  greater.  Samples 
are  statistically  selected  from  each  of  the 
other  strata,  which  are  used  as  the  basis 
for  projecting  individual  stratum  sample 
results  to  the  corresponding  universe. 

c.  In  physical  unit  sampling,  sample 
items  can  be  randomly  selected  either 
manually  or  by  using  an  appropriate 
software  package.  The  auditor  then  re¬ 
views  the  sample  items  and  determines 
any  cost  that  should  be  questioned.  Sam¬ 
ple  results  can  be  manually  projected  to 
the  universe  by  the  auditor;  however,  use 
of  the  sample  evaluation  option 
(SAMPL)  of  E-Z-Quant  is  preferred. 
Sample  evaluation  software  will  deter- 
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mine  both  the  point  estimate  (projection 
of  sample  results  to  universe)  and  the 
associated  confidence  interval. 

B-503.2  Dollar  Unit  Sampling  (DUS) 

a.  Many  audit  universes  can  have  ex¬ 
treme  variability  such  as  clustered  items 
dispersed  throughout  the  universe.  In  this 
situation,  an  appropriate  sampling  meth¬ 
od  is  dollar  unit  sampling,  which  is  also 
known  as  “probability  proportionate  to 
size”  (PPS).  PPS  sampling  means  that  the 
larger  the  value  of  an  item,  the  greater  its 
chance  of  being  selected.  This  sampling 
procedure  concentrates  the  sampling  re¬ 
view  toward  larger  items  much  the  same 
as  stratification  for  physical  unit  sam¬ 
pling. 

b.  With  the  DUS  approach,  the  cumu¬ 
lative  dollar  value  is  computed  for  each 
item  in  the  universe.  Sample  items  are 
systematically  selected  from  the  sampling 
stratum,  beginning  with  the  first  random¬ 
ly  selected  “dollar  hit.”  All  other  dollar 
hits  (and  sample  items)  are  identified  by 
adding  the  value  of  the  sampling  interval 
to  the  prior  dollar  hit  until  the  process 
has  stepped  through  the  entire  sampling 
stratum. 

c.  In  dollar  unit  sampling,  sample  items 
can  be  randomly  selected  either  manually 
or  by  using  appropriate  DUS  software 
such  as  the  Electronic  Selection  Program 
(ESP)  or  E-Z-Quant  DUSSEL.  After  re¬ 
viewing  the  sample  items  associated  with 
their  dollar  hits,  the  auditor  determines 
any  cost  that  should  he  questioned.  As 
with  physical  unit  sampling,  the  auditor 
can  manually  project  DUS  results  to  the 
universe.  However,  it  is  preferable  to  use 
DUS  evaluation  software  '.i.e.,  ESP  or  E- 
Z-Quant  DUSAM)  to  .'etermine  the 
point  estimate  (projection  of  sample  re¬ 
sults  tc  universe)  and  the  associated 
confidence  interval. 

B-504  Developing  Reliubility  Goals 

a.  The  probable  degree  of  reliability  of 
the  findings  is  measured  by  two  interre¬ 
lated  terms,  precision  and  confidence 
level.  The  auditor  must  establish  these 
reliability  goals  for  either  approach  to 
variable  sampling  (i.e.  physical  or  dollar 
unit  sampling). 


b.  Precision  relates  to  the  amount  or 
degree  of  probable  error  associated  with 
an  estimate.  That  is,  ihc  extent  to  which 
the  sample  findings  may  differ  from  the 
actual  universe  values  or  conditions.  Pre¬ 
cision  is  a  measure  of  the  potential  sam¬ 
pling  error  after  the  sample  has  been 
reviewed.  It  measures  the  accuracy  of  a 
point  estimate  by  showing,  for  a  specified 
confidence  level,  how  much  the  point 
estimate  may  vary  from  the  true  universe 
amount. 

c.  In  sampling  for  variables,  precision 
can  be  expressed  as  either  (1)  an  interval 
about  the  point  estimate  obtained  f'^om 
the  sample  or  (2)  a  maximum  or  upper 
limit  such  as  “less  than  $50”  or  “less  than 
6  percent  error.”  In  most  cases,  the 
primary  consideration  influencing  the 
auditor’s  selection  of  a  desired  level  of 
precision  will  be  the  potential  effect  of 
the  error  on  government  contract  costs. 

d.  In  establishing  a  goal  for  the  preci¬ 
sion  amount  in  terms  of  dollars,  the 
auditor  could  have  difficulty  in  estimat¬ 
ing  what  amount  will  be  considered  as 
tolerable  or  immaterial.  As  an  alterna¬ 
tive,  the  precision  goal  can  also  be  ex¬ 
pressed  in  terms  of  a  “precision  ratio”; 
that  is,  the  ratio  of  precision  to  point 
estimate.  The  precision  ratio  is  the 
amount  of  sampling  error,  expressed  as  a 
percentage  of  the  point  estimate  (that  is 
unknown  prior  to  review  of  sample), 
considered  by  the  auditor  to  be  tolerable 
or  immaterial. 

e.  Confidence  level  is  the  assurance  (or 
probability)  that  the  amount  being  esti¬ 
mated  by  the  sample  will  fall  within  a 
specified  range  (or  interval).  A  confi¬ 
dence  interval  is  commonly  defined  as 
the  point  estimate  plus  or  minus  the 
precision  amount.  The  confidence  level 
indicates  the  degree  of  expectation  asso¬ 
ciated  with  a  specific  precision  amount. 
For  instance,  a  95  percent  confidence 
level  indicates  that  95  times  out  of  100 
the  actual  universe  amount  will  be  ex¬ 
pected  to  fall  within  the  precision  com¬ 
puted  from  the  sample  results.  Corres¬ 
pondingly,  five  percent  of  the  time  it  may 
be  expected  to  fall  outside  the  interval. 

f  Without  additional  sampling,  the 
more  confident  an  auditor  wants  to  be 
that  the  confidence  interval  contains  the 
true  amount,  the  wider  that  interval  must 
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be.  When  establishing  the  confidence 
level,  the  auditor  should  consider  the 
impact  of  other  sources  of  reliance  as 
discussed  in  B-100.  In  most  cases  this  is 
accomplished  subjectively  by  the  auditor 
in  deciding  that  a  lower  confidence  level 
is  adequate  for  a  particular  audit  situa¬ 
tion  where  there  are  other  sources  of 
reliance. 

g.  Desired  levels  of  precision  and  confi¬ 
dence  level  are  judgmentally  set  by  the 
auditor  considering  risk,  materiality,  and 
audit  objective. 

B-505  Establishing  the  Sample  Size 

a.  In  sampling  for  variables,  there  is  no 
single  “best  sample  size.”  Sample  size  is  a 
compromise  between  precision  and  audit 
time  considerations  which  are  inversely 
related.  Reliability  goals  and  audit  time 
constraints  vary  from  one  audit  to  the 
next. 

b.  Reviewing  too  many  sample  items 
can  result  in  achieving  greater  precision 
than  necessary.  That  is,  more  resources 
will  have  been  devoted  to  sample  review 
than  necessary.  As  the  sample  size  is 
increased,  the  confidence  interval  can  be 
expected  to  become  smaller;  however,  the 
improvement  in  the  expected  reliability 
will  be  less  .Hor  each  additional  item 
added  to  the  sample.  Thus,  the  determi¬ 
nation  of  an  optimum  sample  size  in¬ 
volves  recognition  of  the  point  of  dimin¬ 
ishing  returns.  This  point  occurs  when 
the  improvement  in  the  reliability  from 
increasing  the  sample  size  is  not  worth 
the  audit  time  required  to  examine  the 
additional  items. 

c.  It  is  also  important  to  consider  the 
absolute  size  of  the  sample  itself.  A  larger 
sample  increases  the  likelihood  of  non¬ 
sampling  errors  (e.g.,  transposing  num¬ 
bers).  In  summary,  the  precision  should 
be  reasonable:  (1)  as  an  absolute  amount, 
(2)  in  relation  to  the  total  amounts  ques¬ 
tioned  and  accepted,  and  (3)  in  relation 
to  the  cost  in  audit  time  of  improving  the 
precision  through  examination  of  addi¬ 
tional  items. 

B-506  Describing  the  Sample 
Selection  Method 

Proper  implementation  of  the  auditor’s 
sampling  plan  requires  (1)  that  the  re¬ 


quired  number  of  items  be  drawn  ran¬ 
domly  from  the  universe  and  (2)  that 
each  item  be  reviewed  for  acceptability  of 
the  recorded  cost.  In  a  randomly  selected 
sample,  each  item  has  a  known  chance 
(or  probability)  of  being  selected.  A  ran¬ 
dom  sample  can  be  selected  manually  by 
the  auditor  or  automatically  using  statis¬ 
tical  sampling  software.  The  results  of  a 
randomly  selected  sample  can  be  objec¬ 
tively  applied  to  the  universe  to  assist  the 
auditor  in  determining  the  projected  cost 
questioned. 

B-506. 1  Physical  Unit  Sample  Selection 

a.  When  manually  selecting  a  physical 
unit  sample,  the  auditor  should  briefly 
describe  the  stratification  process  (if 
used)  and  the  sample  selection  method.  A 
detailed  discussion  of  various  random 
selection  methods  is  included  in  B-700. 

b.  The  physical  unit  stratified  sample 
selection  option  (STRAT)  of  E-Z-Quant 
can  be  used  to  stratify  a  universe  and 
select  a  sample.  This  E-Z-Quant  option 
will  divide  the  universe  into  strata,  deter¬ 
mine  the  number  of  sample  items  for 
each  stratum,  and  randomly  select  the 
sample  items  for  each  stratum.  The  audi¬ 
tor  must  specify  both  the  number  of 
strata  and  the  total  number  of  review 
items.  After  reviewing  the  sample  items, 
the  auditor  will  enter  the  questioned 
amounts  into  a  data  file  so  that  the  point 
estimate  (for  projection  to  the  universe) 
and  sampling  precision  can  be  deter¬ 
mined  by  the  sample  evaluation  option 
(SAMPL)  of  E-Z-Quant. 

c.  Data  retrieval  software  packages  are 
available  for  installation  and  use  on  con¬ 
tractor  computer  systems  for  data  retriev¬ 
al  and  statistical  sampling.  For  example, 
Datatrak,  described  in  DCA.\P  7641.89, 
can  be  used  to  retrieve  data,  stratify  the 
data,  and  select  a  sample.  B-706  contains 
a  complete  discussion  of  the  auditor’s  use 
of  electronic  data  processing  (EDP)  in 
sample  selection. 

B-506.2  Dollar  Unit  Sample  Selection 

a.  When  manually  selecting  a  sample, 
the  auditor  should  document  the  details 
of  the  sample  selection  method.  A  de¬ 
tailed  discussion  of  the  systematic  selec¬ 
tion  method,  normally  used  in  DUS 
applications,  is  included  in  B-705. 
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b.  The  dollar  unit  sample  selection 
option  (DUSSEL)  of  E-Z-Quant  can  be 
used  to  divide  the  universe  into  two 
strata  (i-e.  high  dollar  and  sampling), 
determine  the  number  of  items  to  be 
reviewed  from  each  stratum,  and  ran¬ 
domly  select  the  strata  samples.  For  dol¬ 
lar  unit  sampling,  the  auditor  must  speci¬ 
fy  a  dollar  amount  for  the  sampling 
interval.  The  high-dollar  stratum  consists 
of  items  with  absolute  amounts  that  are 
equal  to  or  greater  than  the  interval 
amount.  All  other  items  make  up  the 
sampling  stratum.  For  the  sampling  stra¬ 
tum,  the  cumulative  dollar  v?.ue  is  com¬ 
puted  for  each  item  in  the  Stratum.  The 
computer  program  systematically  selects 
the  sample  from  the  sampling  stratum, 
beginning  with  the  first  “dollar  hit” 
which  has  a  dollar  value  less  than  the 
sampling  interval  and  is  randomly  select¬ 
ed  by  the  procedure.  The  first  sample 
item  is  the  one  that  includes  the  first 
dollar  hit.  All  other  dollar  hits  (and 
sample  items)  are  identified  by  adding 
the  value  of  the  sampling  interval  to  the 
prior  dollar  hit  until  the  process  has 
stepped  through  the  entire  sampling  stra¬ 
tum.  After  reviewing  the  sample  items, 
the  auditor  will  enter  the  questioned 
amounts  into  a  data  file  so  that  the  point 
estimate  (for  projection  to  the  universe) 
and  sampling  precision  can  be  deter¬ 
mined  by  the  sample  evaluation  option 
(DUSAM)  of  E-Z-Quant. 

c.  The  Electronic  Selection  Program 
(ESP)  is  a  microcomputer  software  pack¬ 
age  that  has  multiple  capabilities  includ¬ 
ing  dollar  unit  sampling.  ESP  provides 
the  opportunity  to  significantly  increase 
auditor  productivity  because  of  its  com¬ 
bined  features.  It  combines  the  concepts 
of  high-dollar  judgmental  review  and 
DUS  with  the  ability  to  (1)  read  contrac¬ 
tor  data  files  or  use  auditor  extracted 
data  files,  (2)  manage  the  scope  of  items 
to  review  within  the  time  available,  (3) 
export  and  import  data  files  for  interfac¬ 
ing  with  supporting  mainframes,  and  (4) 
produce  audit  workpapers  and  report 
schedules. 

d.  Data  retrieval  software  packages  are 
available  for  installation  and  use  on  con¬ 
tractor  mainframe  computer  systems  for 
data  retrieval  and  statistical  sampling. 
For  example,  Datatrak,  described  in 


DCAAP  7641.89,  can  be  used  for  data 
retrieval,  data  stratification,  and  DUS 
sample  selection.  At  certain  contractor 
locations  involved  in  the  EDP  expansion 
program,  the  Integrated  Audit  Worksta¬ 
tion  (lAW)  is  available  to  expand  main- 
frame-to-mierocomputer  data  retrieval 
and  analysis  capabilities.  When  used  in 
conjunetion  with  the  lAW  data  retrieval 
functions,  ESP  software  can  export  and 
import  data  files  so  supporting  main¬ 
frame-based  data  can  be  retrieved  for 
dollar  unit  sampling  and  audit  report 
schedule  preparation.  B-706  discusses  the 
use  of  electronic  data  processing  (EDP) 
in  sample  selection. 

B-507  Identifying  the  Sample 
Evaluation  Method/Software 

In  sampling  for  variables,  the  sample 
evaluation  results  are  usually  expressed 
in  terms  of  a  point  estimate  of  unaccept¬ 
able  (or  questioned)  costs  in  the  sampled 
universe.  In  order  to  determine  whether 
the  sample  size  is  adequate  to  provide  a 
reliable  point  estimate,  the  auditor 
should  evaluate  sample  reliability  (in 
terms  of  the  precision  at  a  given  confi¬ 
dence  level).  If  the  sample  evaluation 
results  exceed  the  sampling  plan  reliabili¬ 
ty  goals,  the  auditor  can  expand  the 
sample  to  obtain  greater  reliability  with¬ 
out  expending  significant  audit  effort. 

B-507. 1  Physical  Unit  Sample 
Evaluation  Method/Software 

a.  The  point  estimate  may  be  manually 
computed  by  the  auditor  using  the  “ra¬ 
tio”  and  “difference”  methods. 

(1)  The  ratio  method  computes  the 
ratio  of  unallowable  costs  in  the  sample 
to  total  costs  examined  in  the  sample  and 
applies  this  ratio  to  the  total  costs  in  the 
universe.  For  example,  an  examination  of 
a  sample  of  125  items  with  a  recorded 
value  of  $160,000  from  a  universe  of 
1200  items  with  a  recorded  value  of 
$1,500,000  disclosed  unallowable  costs 
totalling  $16,000.  The  calculated  ratio 
would  be  0.10  (i.e.,  $16,000  divided  by 
$160,000).  Also,  the  point  estimate  of 
total  unallowable  costs  would  be 
$  1 50,000  (i.e.,  0. 1 0  times  $  1 ,500,000).  In 
the  case  of  a  stratified  sample,  two  differ¬ 
ent  methods  of  ratio  estimation  are  avail- 
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able.  In  the  “separate  ratio”  method,  the 
estimates  of  unallowable  costs  obtained 
by  applying  the  ratio  method  to  each 
stratum  individually  are  simply  added 
together.  In  the  “combined  ratio”  meth¬ 
od  a  single  weighted  average  ratio  is 
calculated  and  multiplied  by  the  total 
recorded  value  of  all  items  in  the  uni¬ 
verse  to  obtain  the  sample  estimate. 

(2)  The  difference  method  is  also 
known  as  the  “mean”  or  “average”  meth¬ 
od.  This  method  computes  the  average 
dollar  amount  of  the  errors  in  the  sample 
and  multiplies  this  average  by  the  num¬ 
ber  of  items  in  the  universe.  For  example, 
if  a  random  sample  of  80  items  from  a 
universe  of  700  disclosed  unallowable 
costs  totalling  $16,000,  the  average 
would  be  $200  (i.e.,  $16,000  divided  by 
80  items).  The  point  estimate  of  total 
unallowable  costs  would  be  $140,000 
(i.e.,  $200  times  700  items).  In  the  case  of 
a  stratified  sample,  the  point  estimates 
obtained  for  each  stratum  are  simply 
added  together  to  obtain  the  point  esti¬ 
mate  for  the  total  unallowable  costs. 

(3)  If  the  number  of  items  in  the 
universe  is  unknown,  the  ratio  method 
should  be  used.  (It  will  still  be  necessary 
to  estimate  this  number  in  order  to 
obtain  a  confidence  interval,  but  the 
estimate  will  not  affect  the  calculation  of 
unallowable  costs.)  If  the  total  dollar 
value  of  the  items  is  unknown,  the  differ¬ 
ence  method  should  be  used.  (The  total 
dollar  value  will  not  affect  either  the 
point  estimate  or  related  confidence  in¬ 
terval  under  the  difference  method.) 
When  both  the  total  number  and  dollar 
value  of  the  items  in  each  stratum  are 
known,  it  is  not  necessary  for  the  auditor 
to  choose  between  the  two  methods  in 
advance.  When  the  sample  results  are 
evaluated,  the  method  that  produces  the 
smaller  confidence  interval  at  a  given 
confidence  level  should  be  used. 

(4)  When  the  unallowable  costs  for 
individual  items  tend  to  be  in  proportion 
to  the  recorded  costs,  the  ratio  method 
will  usually  produce  the  smaller  confi¬ 
dence  interval.  When  this  relationship 
does  not  hold,  the  difference  or  mean 
method  will  usually  produce  the  smaller 
confidence  interval.  In  the  case  of  a 
stratified  sample,  the  separate  ratio  meth¬ 
od  will  generally  provide  more  precise 


estimates  than  the  combined  ratio  meth¬ 
od.  However,  when  questioned  costs  are 
found  in  some  strata  but  not  in  others, 
the  combined  ratio  method  is  preferred 
because  neither  the  separate  ratio  nor  the 
difference  method  can  be  used  to  obtain 
a  confidence  interval  around  the  total 
estimate  of  unallowable  costs  in  the  uni¬ 
verse. 

b.  The  physical  unit  sample  evaluation 
option  (SAMPL)  of  E-Z-Quant  projects 
sample  results  to  the  unreviewed  portion 
of  each  stratum  for  the  ratio  and  differ¬ 
ence  methods.  Projections  are  performed 
for  each  method  because  one  method  is 
normally  more  precise  than  the  other. 
After  the  auditor  specifies  a  confidence 
level,  the  point  estimate,  precision,  and 
confidence  interval  (for  each  stratum  and 
overall)  are  determined.  The  auditor  will 
use  the  overall  point  estimate  which  has 
the  lowest  precision  amount  and  pro¬ 
duces  the  smallest  confidence  interval.  If 
the  sample  evaluation  results  exceed  the 
sampling  plan  reliability  goals,  the  audi¬ 
tor  can  expand  the  sample  using  the 
sample  expansion  procedure  discussed  in 
the  E-Z-Quant  SAMPL  section  of 
DCAAP  7641.91.  For  example,  the  audi¬ 
tor  established  a  sampling  plan  goal  with 
the  target  precision  to  be  no  larger  than 
25%  of  the  point  estimate  (i.e.  precision 
divided  by  the  point  estimate  is  equal  to 
25%)  at  the  85%  confidence  level.  After 
the  sample  evaluation,  the  achieved  pre¬ 
cision  was  31%  of  the  point  estimate  at 
the  85%  confidence  level.  Therefore,  the 
auditor  should  consider  expanding  the 
sample  in  order  to  meet  the  sampling 
plan  reliability  goal. 

B-S07.2  Dollar  Unit  Sample  Evaluation 
Method/Software 

a.  When  manually  projecting  ques¬ 
tioned  costs  in  DUS,  the  ratio  of  cost 
questioned  to  cost  examined  is  deter¬ 
mined  for  each  item  reviewed.  These 
ratios  are  added  together  and  divided  by 
the  number  of  sample  units  reviewed. 
The  resulting  average  ratio  is  then  multi¬ 
plied  by  the  universe  dollar  to  yield  the 
point  estimate.  Assume  a  sample  of  30 
items  from  a  universe  of  $500,000  re¬ 
sulted  in  three  items  questioned,  as 
shown  below.  Computation  of  the  point 
estimate  would  be  as  follows; 
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Examined  Questioned 

$100  $30 

50  50 

5  1 

Total 

Average  ratio  ques¬ 
tioned 
(1.5  /  30) 

Total  cost  questioned 
($500,000  X  .05) 


Ratio 

.3 

1.0 

_ .2 

1.5 


0.05 

$25,000 


In  this  example,  we  reviewed  30  (one 
dollar)  units  and  q  festioned  on  the  aver¬ 
age  $.05.  Since  the  dollars  were  randomly 
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sampled,  we  can  apply  this  average  ratio 
to  the  universe. 

b.  The  DUS  sample  evaluation  option 
(DUSAM)  of  E-Z-Quant  computes  a 
point  estimate,  precision,  and  up¬ 
per/lower  confidence  limits  from  the  re¬ 
sults  of  the  dollar  unit  sample.  The  point 
estimate  is  computed  by  multiplying  the 
total  dollars  in  the  sampling  stratum  by 
the  simple  average  of  the  ratio  of  ques¬ 
tioned  amount  to  reviewed  amount  for 
each  item.  This  computation  procedure  is 
also  used  in  the  Electronic  Selection 
Program  (ESP).  If  the  sample  evaluation 
results  exceed  the  sampling  plan  reliabili¬ 
ty  goals,  the  auditor  can  expand  the 
sample  using  the  sample  expansion  pro¬ 
cedure  discussed  in  the  E-Z-Quant  DU¬ 
SAM  section  of  DCAAP  7641.91. 
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B-600  -  Data  Stratification  foi  Audit  Purposes 


B-601  Introduction 

This  section  discusses  the  general  strat¬ 
ification  of  contractor  data  for  audit 
purposes. 

B-602  Auditing  Large  Data  Bases 

Contract  auditing  often  requires  the 
auditor  to  analyze  masses  of  data  to 
obtain  the  required  evidential  matter  on 
which  to  base  an  opinion.  The  examina¬ 
tion  of  properly  selected  samples  is  usual¬ 
ly  the  most  practical  method  of  auditing 
a  large  number  of  transactions  from  the 
contractor’s  data  base.  The  examination 
of  only  high-value  items  in  an  audit  area 
will  not  give  a  true  picture  of  the  condi¬ 
tions  in  the  total  area,  even  though  the 
high-value  items  are  examined  in  detail. 
This  review  provides  information  only 
on  the  items  examined.  On  the  other 
hand,  use  of  an  unrestricted  random 
sampling  procedure  will  frequently  re¬ 
quire  very  large  samples.  Therefore,  ef¬ 
fective  auditing  and  the  efficient  use  of 
statistical  sampling  usually  require  that 
the  auditor  divide  the  audit  area  into 
groups  of  similar  items  to  provide  for  the 
varying  degrees  of  examination  that  are 
needed  in  each  group. 

B-603  Purpose  of  Stratification 

a.  The  usual  purpose  of  stratification  in 
contract  audit  applications  is  to  decrease 
the  amount  of  auditor  time  required  to 
obtain  support  for  the  auditor’s  conclu¬ 
sions.  Stratification  for  this  purpose  is 
based  on  an  assumed  relationship  be¬ 
tween  the  variable  or  characteristic  the 
auditor  wishes  to  measure,  usually  unal¬ 
lowable  costs,  and  one  or  more  other 
variables  or  characteristics.  The  amount 
of  unallowable  cost  applicable  to  any 
item  in  the  universe  generally  cannot  be 
determined  without  examining  the  item. 
However,  the  variables  and  characteris¬ 
tics  used  for  stratification  purposes  must 
already  be  known  for  each  item.  Also,  it 
must  be  possible  to  classify  (stratify)  the 
items  into  groupings  based  on  these  vari¬ 
ables  and  characteristics  before  samples 
are  selected  and  examined. 


b.  Further  stratification  may  be  neces¬ 
sary  during  the  course  of  the  examination 
or  based  on  interim  findings.  The  most 
common  basis  for  stratification  in  con¬ 
tract  audit  applications  is  the  recorded 
dollar  value  of  the  items  in  the  universe. 
The  items  are  divided  into  two  or  more 
groupings  based  on  dollar  ranges  of  the 
recorded  values,  and  separate  samples 
arc  taken  from  each  group.  In  most 
instances,  this  procedure  will  offset  the 
possible  effect  of  extreme  values  Oi  sam¬ 
ple  sizes.  In  addition,  sufficient  coverage 
of  high-dollar  transactions  is  provided 
which  reduces  the  risk  of  missing  signifi¬ 
cant  monetary  errors.  In  many  areas,  the 
auditor  may  believe  that  other  character¬ 
istics  of  the  universe  items  affect  the 
probability  or  amounts  of  errors.  In  such 
cases,  the  universe  may  be  stratified  on  a 
basis  other  than  dollar  values.  For  exam¬ 
ple,  unallowable  costs  may  be  more  fre¬ 
quently  encountered  in  vouchers  that 
relate  to  certain  types  of  transactions, 
departments,  or  payees. 

c.  In  most  audit  areas,  there  is  wide 
variation  between  the  smallest  and  larg¬ 
est  individual  dollar  amounts,  with  the 
bulk  of  the  amounts  being  relatively 
small  and  only  a  few  very  large.  In  these 
areas,  there  are  likely  to  be  large  differ¬ 
ences  between  unallowable  amounts  for 
individual  large  items  and  the  average  of 
the  unallowable  amounts.  Since  a  ran¬ 
dom  sample  drawn  from  the  entire  uni¬ 
verse  would  probably  include  only  few  of 
the  large  items,  the  reliability  of  the 
sampling  results  would  be  corresponding¬ 
ly  low.  Even  after  segregating  such  items 
for  100  percent  examination,  the  reliabil¬ 
ity  of  results  obtained  from  a  given 
sample  size  will  generally  be  increased  if 
the  remaining  items  are  stratified  into 
two  or  more  dollar  ranges  (e.g.,  items 
under  $1,000  and  $1,000  to  $5,000)  so 
that  more  extensive  coverage  can  be 
given  to  the  larger  items.  If  the  cost 
classification,  department,  or  other  char¬ 
acteristic  of  the  items  in  the  universe 
affect  the  likelihood  of  errors  or  their 
impact  on  government  contract  costs, 
increased  reliability  can  also  be  obtained 
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by  stratifying  the  items  based  on  this 
characteristic. 

B-604  Types  of  Stratification 

Stratification  by  dollar  amounts  and 
stratification  by  characteristics  are  some¬ 
times  referred  to  as  horizontal  and  verti¬ 
cal  stratification,  respectively.  These  two 
types  of  stratification  can  be  employed 
either  separately  or  combined.  Prelimi¬ 
nary  stratification  of  the  audit  area  is 
essential  to  the  efficient  use  of  statistical 
sampling  in  contract  auditing.  Its  pur¬ 
pose  is  to  group  together  items  with 
similar  dollar  impact  and  sensitivity  so 
that  these  characteristics  can  be  consid¬ 
ered  in  determining  the  extent  of  audit 
review.  By  increasing  the  proportion  of 
items  examined  in  areas  where  amounts 
of  unallowable  costs  are  likely  to  vary 
widely,  the  auditor  increases  the  reliabili¬ 
ty  of  audit  conclusions. 

B-605  Stratification  by  Dollars 

a.  The  number  of  dollar  strata  appro¬ 
priate  in  an  audit  application  will  depend 
on  (1)  the  dispersion  of  dollar  values  and 
(2)  the  audit  time  required  to  accomplish 
the  stratification.  If  all  items  are  of 
approximately  the  same  amount,  stratifi¬ 
cation  by  dollar  value  will  serve  no  useful 
purpose.  On  the  other  hand,  if  items  vary 
widely  in  amount,  examination  of  all 
large  amounts  and  stratification  of  the 
remaining  items  into  several  dollar 
ranges  can  substantially  increase  the  ef¬ 
fectiveness  of  audit  time  devoted  to  exa¬ 
mining  the  sample  items.  However,  con¬ 
sideration  must  be  given  to  audit  time 
required  to  accomplish  the  stratification. 
If  automated  (computerized)  stratifica¬ 
tion  is  not  available,  further  manual 
stratification  (after  the  identification  of 
high-dollar  items)  may  require  more  au¬ 
dit  effort  than  is  justified  by  the  in¬ 
creased  efficiency  obtained  from  stratifi¬ 
cation. 

b.  To  provide  sufficient  coverage  of 
both  high  and  low  dollar  transactions  and 
also  reduce  the  risk  of  missing  significant 
monetary  e;rors,  dollar  stratification  may 
be  necessary.  The  auditor  may  obtain 
satisfactory  stratification  by  dividing  the 
universe  into  approximately  equal  dollar 


strata.  For  example,  assume  the  follow¬ 
ing: 


Dollar  Amount 

No.  of 
Items 

Total  Amount 

0-9, 099.99 

1,400 

$  2,800,000 

10,000-19,999.99 

150 

2,000,000 

20,000-29,999.99 

65 

1,500,000 

30,000-39,999.99 

35 

1,200,000 

40,000-79,999.99 

45 

2,500,000 

80,000  and  over 

60 

20,800,000 

1,755 

$30,800,000 

If  we  decide  to  examine  all  60  items 
over  $80,000  and  sample  from  three 
dollar  strata,  the  following  stratification 
plan  would  be  reasonable: 

Stratum  Dollar  Range  Total  Amount 


1  $0-$9, 999.99  $  2,800,000 

2  10,000-29,999.99  3,500,000 

3  30,000-79,999.99  3,700,000 

80,000  and  over  20,800,000 

The  initial  sample  may  be  distributed 
equally  among  the  strata  or  approximate¬ 
ly  in  proportion  to  the  dollar  value  of 
items  in  each  stratum.  For  example,  an 
initial  sample  of  100  items  could  be 
distributed  28  to  stratum  1,  35  to  stratum 
2,  and  37  to  stratum  3. 

c.  The  stratified  sample  selection  op¬ 
tion  (STRAT)  of  E-Z-Quant  can  be  used 
to  stratify  a  universe  and  select  a  sample 
as  described  in  B-506.1b.  Details  on  the 
operation  of  E-Z-Quant  are  given  in 
C)CAAP  7641.91.  Contractor  EDP  sys¬ 
tems  can  be  used  to  stratify  the  universe 
and  select  sample  items  as  discussed  in  B- 
706. 

d.  Sample  results  may  indicate  a  need 
for  additional  stratification.  For  exam¬ 
ple,  the  sample  may  identify  additional 
accounts  or  types  of  transactions  which 
contain  unallo'vable  costs  or  for  some 
other  reason  are  sensitive.  Stratification 
of  these  accounts  or  transactions  for 
more  intensive  sampling  can  be  accom¬ 
plished  at  this  time. 

e.  Dollar  unit  sampling  (DUS)  elimi¬ 
nates  problems  associated  with  determin¬ 
ing  stratum  boundaries,  allocating  sam¬ 
ple  siz'  '•  among  the  strata,  and  evaluating 
results  when  costs  are  questioned  in  some 
strata  and  not  in  others.  Since  the  uni¬ 
verse  is  defined  in  terms  of  dollars,  no 
variation  exists  among  sampling  unit 
values.  DUS  capabilities  are  available  in 
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(1)  microcomputer  software  packages 
such  as  the  Electronic  Selection  Program 
(ESP)  (B-506.2C)  or  E-Z-Quant  and  (2) 
mainframe  installed  EDP  software  pack¬ 
ages  (such  as  Datatrak)  as  discussed  in  B- 
706. 

B-606  Use  of  Electronic  Data 
Processing  Equipment  for 
Stratification 

a.  The  contractor’s  EDP  equipment 
should  be  used  to  stratify  the  universe 
and  obtain  sample  selections  whenever 
possible  because  this  procedure  (1)  facili¬ 
tates  the  use  of  effective  sampling  tech¬ 
niques,  (2)  saves  auditor  time,  and  (3) 
improves  control  over  the  sample.  Dollar 
unit  sampling  and  multistrata  samples 
are  often  impractical  without  computer 
selection.  These  techniques  generally  re¬ 
duce  required  sample  sizes  and,  conse¬ 
quently,  time  required  to  examine  the 
selected  items.  Other  savings  result  be¬ 
cause  ( 1 )  the  selection  process  is  less  time 
consuming,  (2)  use  of  computer  listings 
as  working  papers  saves  the  time  required 
to  transcribe  data  from  contractor  rec¬ 
ords,  and  (3)  most  computer  selection 
programs  provide  the  sum-of-squares  in¬ 
formation  required  to  use  the  abbreviat¬ 
ed  input  format  of  the  physical  unit 
sample  evaluation  option  (SAM PL)  of  E- 
Z-Quant.  Computer  selection  increases 
control  because  the  total  dollar  amount 
of  the  universe  from  which  the  sample 
was  selected  is  printed.  If  the  sample 
universe  is  large,  this  may  be  the  only 
practical  way  of  verifying  that  the  sample 
universe  agrees  with  the  contractor’s  sub¬ 
mission. 

b.  The  contractor’s  EDP  equipment 
can  be  used  to  obtain  listings  which 
facilitate  manual  sample  selection.  This 
can  be  best  accomplished  by  using 
fourth-generation  data  retrieval  software 
(e.g.,  SAS,  Focus,  and  Decision  Analyzer) 
to  extract  the  desired  types  of  data  from 
one  or  more  data  files  into  a  unique 
mainframe-based  data  file  for  download¬ 
ing  to  a  microcomputer.  Alternatively, 
the  items  can  be  listed  in  ascending  or 
descending  order,  dollar  value,  or  have 
all  items  within  specified  dollar  limits 
listed  on  separate  runs.  However,  manual 


manipulation  of  computer  listings  is  gen¬ 
erally  more  time  consuming  than  using 
data  in  an  electronic  format. 

(1)  It  may  be  easier  for  the  contractor 
to  provide  listings  of  all  items  in  each 
stratum  than  to  provide  random  selec¬ 
tions.  The  auditor  can  then  use  one  of  the 
methods  described  in  B-704  or  B-705  to 
select  sample  items  from  the  listings.  If 
the  contractor  has  a  listing  of  all  transac¬ 
tions  in  a  format  suitable  for  sample 
selection,  this  listing  can  be  used  to  select 
items  in  the  bottom  dollar  stratum  as 
described  in  B-704.3  or  B-705. lb.  How¬ 
ever,  removal  of  higher  dollar  value  items 
to  a  separate  stratum  will  simplify  sample 
selection  from  the  sampling  stratum  (or 
multiple  strata). 

(2)  An  example  of  using  a  computer 
listing  of  items  in  descending  order  of 
dollar  value  is  described  in  DCAAP 
7641.91  in  the  discussion  of  the  random 
number  option  (RANUM)  of  E-Z-Quant. 
Such  listings  are  particularly  useful  in 
audits  of  proposed  material  costs. 

c.  The  auditor’s  examination  of  pro¬ 
posed  bills  of  materials  (BOMs)  can 
present  special  problems  if  ( 1 )  items  are 
listed  by  part  number  within  assemblies 
and  subassemblies  and  (2)  the  same  items 
are  used  in  a  number  of  different  assem¬ 
blies  and  subassemblies.  The  audit  will  be 
greatly  facilitated  if  the  contractor’s 
equipment  is  used  to  (1)  son  BOM  items 
by  part  number,  (2)  compute  total  pro¬ 
posed  costs  for  each  part,  and  (3)  print 
information  on  each  part  (description, 
quantity  required,  unit  price,  and  total 
price)  in  descending  order  of  proposed 
cost.  In  addition  to  facilitating  the  selec¬ 
tion  of  a  statistical  stratified  sample,  such 
listings  may  disclose  inconsistencies  in 
pricing  the  same  item  in  different  loca¬ 
tions  in  the  bill  of  materials.  Information 
on  the  total  quantity  requirement  for  a 
part  is  also  needed  to  evaluate  the  price 
where  quantity  discounts  are  available. 
When  BOM  data  has  been  downloaded  to 
a  microcomputer,  the  Electronic  Selec¬ 
tion  Program  (ESP)  is  particularly  helpful 
in  evaluating  the  proposed  BOM.  ESP 
will  perform  all  the  functions  listed  above 
and,  in  addition,  produce  a  consolidated 
BOM  by  part  number,  stratify  the  uni¬ 
verse,  evaluate  sample  results,  and  pre¬ 
pare  audit  report  schedules. 
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d.  Some  contractors  have  programmed 
sample  selections  for  DCAA  auditors  or 
use  commercial  data  retrieval  programs 
to  obtain  sample  selections  requested  by 
DCAA. 

(1)  When  using  a  sample  selected  by 
the  contractor’s  software,  additional  in¬ 
formation  (e.g.,  possible  risks,  in¬ 
put/output  files,  program  used,  method 
of  sample  selection,  etc.)  should  be  docu¬ 
mented,  including  any  additional  infor¬ 
mation  or  audit  procedures  required 
when  using  contractor  supplied  samples. 
The  auditor  should  be  present  when  the 


sample  is  generated  or  have  access  to  all 
input/output  relating  to  sample  selection. 

(2)  While  properly  documented  con¬ 
tractor  selections  are  generally  accept¬ 
able,  the  use  of  data  retrieval  programs 
developed  or  supported  by  DCAA  is 
preferred  because  they  provide  greater 
control  and  versatility.  B-706  discusses 
the  use  of  available  Agency  software 
tools,  such  as  Datatrak,  Electronic  Selec¬ 
tion  Program  (ESP),  and  E-Z-Quant,  to 
assist  the  auditor  in  data  retrieval  and 
statistical  sampling. 
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B-700  -  Random  Selection  Methods 


B-701  Introduction 

This  section  discusses  and  illustrates 
the  unrestricted  and  systematic  random 
methods  of  selecting  samples  for  physical 
and  dollar  unit  sampling.  Also,  the  use  of 
electronic  data  processing  (EDP)  to  assist 
n  sample  selection  is  discussed  in  B-706. 

B-702  Random  Selection 

a.  Statistical  sampling  is  dependent 
upon  the  principle  of  random  selection. 
In  sampling,  the  terms  random  and  ha,*- 
hazard  selection  have  completely  differ¬ 
ent  meanings.  Haphazard  selection  is 
accidental  selection.  Random  selection  is 
governed  by  the  laws  of  probability.  For 
example,  in  selecting  one  voucher  at 
random  from  a  group  of  10,  the  likeli¬ 
hood  or  probability  that  any  specific 
voucher  is  selected  is  one  chance  in  10. 
This  probability  is  known  and  can  be 
specified  because  the  only  factor  in¬ 
volved  in  random  selection  is  the  element 
of  chance. 

b.  To  select  randomly  is  to  eliminate 
personal  bias  or  subjective  considerations 
(which  cannot  be  expressed  numerically) 
from  the  choice  of  a  sample.  Random 
sampling  is  a  selection  process  in  which 
each  item  in  a  stratum  has  a  known 
probability  (chance)  of  being  selected. 
Although  the  results  of  repeated  random 
samples  from  a  given  universe  will  not  all 
be  the  same,  the  differences  will  be  the 
result  of  chance  and  not  personal  bias. 
Subjective  considerations  (conscious  or 
otherwise),  such  as  selecting  new-looking 
vouchers,  choosing  vouchers  with  few 
entries,  or  not  taking  the  first  voucher  or 
the  last  voucher,  must  be  avoided. 

c.  With  DUS,  each  dollar  individually 
has  an  equal  chance  of  selection.  Collec¬ 
tively,  the  dollars  making  up  an  item  give 
that  item  a  chance  of  selection  propor¬ 
tionate  to  its  size  in  the  universe.  Dollar 
unit  sampling  is  sometimes  referred  to  as 
“probability  proportionate  to  size”  (PPS) 
sampling.  In  order  to  evaluate  the  dollars 
selected,  the  items,  documents,  or  rec¬ 
ords  containing  those  dollars  must  be 
reviewed  (See  B-503.2). 


B-703  How  Randomness  May  Be 
Obtained 

a.  How  can  an  audit  sample  be  selected 
in  a  random  manner?  In  the  case  of  10 
items,  this  could  be  accomplished  as 
follows:  record  the  serial  number  (or 
other  identification  symbol)  of  each  of 
the  10  items  on  a  separate  tag  or  slip  of 
paper.  Place  the  tags  or  papers  in  a 
container  and  mix  them  thoroughly. 
Then  withdraw  the  required  number  for 
the  sample.  This  procedure  is  feasible 
when  the  universe  is  very  small,  but 
difficulties  become  quite  apparent  when 
the  universe  contains  thousands  of  items 
(such  as  vouchers,  records,  or  units  of 
equipment).  Random  numbers  and  com¬ 
puter  selection  routines  provide  the 
means  for  overcoming  such  difficulties. 

b.  The  selection  of  random  numbers  is 
simplified  by  the  use  of  quantitative 
software.  Random  numbers,  which  fall  in 
auditor-specified  range(s),  are  produced 
in  sequences  of  either  single  numbers  or 
sets  of  numbers,  depending  on  the  option 
used.  The  random  number  option  (RA- 
NUM)  of  E-Z-Quant  generates  a  se¬ 
quence  of  single  random  numbers  which 
contains  no  repeats  of  individual  num¬ 
bers  (for  sampling  without  replacement) 
or  allows  duplicate  numbers  (for  sam¬ 
pling  with  replacement).  The  sequences 
are  available  in  both  the  order  generated 
and  ascending  order.  The  random  num¬ 
ber  sets  option  (RASEQ)  of  E-Z-Quant 
generates  a  sequence  of  sets  of  random 
numbers,  available  in  random  and  sorted 
order.  This  E-Z-Quant  option  supports 
both  sampling  with  and  without  replace¬ 
ment. 

c.  The  random  number  generator  op¬ 
tions  of  E-Z-Quant  are  discussed  in 
DCAAP  7641.91,  Quantitative  Methods 
for  Auditors.  This  documentation  in¬ 
cludes  an  explanation  of  the  terms  “sets” 
and  “numbers”  as  used  in  the  context  of 
these  piocedures.  For  example,  auditors 
frequently  encounter  the  problem  of  ob¬ 
taining  samples  of  unnumbered  vouch¬ 
ers,  materials,  employees,  or  other  items 
from  listings.  Combinations  (sets)  of  two 
numbers,  the  first  corresponding  to  a 
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page  number  and  the  second  to  the 
position  of  an  item  on  the  page,  usually 
provide  a  convenient  method  for  select¬ 
ing  samples  of  unnumbered  items.  Other 
cases  of  sample  selection  might  involve 
other  characteristics  of  the  sample  items, 
such  as  the  month,  week,  and  day  the 
item  was  first  recorded. 

B>704  Unrestricted  Random 
Selection  Procedures 

The  two  basic  random  selection  proce¬ 
dures  arc  unrestricted  random  selection 
and  systematic  random  selection,  in  un¬ 
restricted  random  selection,  each  item  is 
drawn  completely  at  random  from  the 
universe.  The  systematic  random  selec¬ 
tion  method,  after  a  random  start,  selects 
items  in  such  a  way  that  a  uniform 
interval  results  between  sample  items. 
There  are  various  statistical  sampling 
plans,  but  each  involves  the  use  of  one  of 
these  two  basic  procedures  or  a  modifica¬ 
tion  or  a  combination  of  them.  Methods 
of  using  random  numbers  to  obtain  unre¬ 
stricted  random  selections  under  various 
circumstances  are  described  in  the  fol¬ 
lowing  subparagraphs.  Systematic  ran¬ 
dom  selection  is  described  in  B-705. 

B-704.1  Items  Identified  by  a  Single 
Series  of  Consecutive  Numbers 

The  simplest  use  of  random  numbers 
to  select  a  sample  occurs  when  the  selec¬ 
tion  is  made  from  a  file  of  consecutively 
numbered  docum.ents  or  from  a  listing  of 
consecutively  numbered  items.  For  ex¬ 
ample,  suppose  that  (1)  the  universe 
contains  5,000  documents  which  are  to 
be  sampled,  (2)  these  documents  are 
numbered  in  sequence  from  1  through 
5,000,  (3)  stratification  of  the  sample  is 
unnecessary  since  it  is  known  that  no 
high  dollar  or  sensitive  items  are  includ¬ 
ed  in  the  documents,  and  (4)  the  desired 
sample  size  is  125.  Selection  can  be 
accomplished  by  the  random  number 
option  (RANUM)  of  E-Z-Quant,  as  de¬ 
scribed  in  DCAAP  7641.91. 

B-704.2  Items  Identified  by  Sets  of 
Numbers 

a.  In  many  accounting  situations,  a 
document  or  transaction  is  more  readily 
identified  by  a  combination  or  set  of 


numbers.  A  combination  may  consist  of  a 
page  number  plus  a  line  number  on  that 
page.  It  could  also  consist  of  a  time 
period  plus  a  document  number  as  illus¬ 
trated  in  the  following  example. 

b.  Some  accounting  methods  call  for 
documents  to  be  numbered  in  sequence, 
by  month  or  other  period,  commencing 
with  “1”  at  the  beginning  of  each  period. 
If  the  documents  to  be  sampled  cover 
several  such  periods,  selection  of  an  unre¬ 
stricted  random  sample  presents  the 
problem  of  either  sampling  each  period 
separately  or  sampling  all  periods  collec¬ 
tively  with  random  numbers  which 
identify  both  a  period  and  document 
number  in  the  period.  When  it  is  decided 
to  sample  each  period  separately,  the 
random  number  option  (RANUM)  of  E- 
Z-Quant  can  be  used  for  selecting  the 
sample  from  consecutively  numbered 
documents.  Suppose,  however,  that  the 
audit  objective  is  to  determine  by  test¬ 
checking  certain  characteristics  of  125 
documents  covering  a  period  of  12 
months.  Assume  that  each  month's  docu¬ 
ments  are  numbered  in  sequence  com¬ 
mencing  with  1  and  the  quantity  issued 
in  a  month  varies  from  500  to  800.  This 
selection  can  be  accomplished  by  the 
random  number  sets  option  (RASEQ)  of 
E-Z-Quant. 

B-704.3  Numbers  Which  Represent 
Items  Not  Included  iti  the  Universe 

a.  Often,  numbers  which  fall  within  the 
range  of  document  numbers  cannot  be 
used.  For  example,  some  numbers  may 
(1)  correspond  to  spoiled  and  voided 
documents,  (2)  identify  documents  previ¬ 
ously  selected  for  examination  because  of 
their  high  dollar  value  or  sensitivity,  and 
(3)  relate  to  types  of  transactions  which 
arc  not  included  in  the  universe.  !i  is 
possible  to  determine  the  usability  of 
each  random  number  as  it  is  selected  and 
discard  those  which  cannot  be  used  be¬ 
fore  proceeding  to  the  next  number.  In 
many  cases,  however,  it  is  easier  to 
initially  obtain  more  numbers  than  need¬ 
ed  and  later  discard  those  which  are  not 
usable. 

b.  Suppose,  for  example,  that  a  file  of 
7,000  vouchers  contains  approximately 
5,000  vouchers  of  Type  A  and  about 
2,000  of  Type  B  which  are  intermingled 
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and  numbered  in  sequence  from  1,427  to 
8,426.  Each  voucher  must  be  examined 
by  the  auditor  to  determine  whether  it  is 
Type  A  or  Type  B.  A  sample  size  of  125 
Type  B  vouchers  is  desired.  Since  the  two 
types  are  intermingled  and  the  Type  B 
vouchers  comprise  about  2/7ths  of  the 
total,  our  random  numbers  will  probably 
identify  only  2  of  the  Type  B  vouchers  for 
every  7  selected.  Therefore,  to  have  a 
reasonable  chance  of  identifying  125 
Type  B  vouchers,  at  least  438  random 
numbers  should  be  selected  (i.e.,  multiply 
the  desired  sample  size  of  125  times  the 
ratio  of  total  vouchers  to  Type  B  vouch¬ 
ers  (7  divided  by  2  or  3.5)  which  equals 
437.5  or  438  random  numbers  required). 

c.  In  the  above  example,  the  first  step  is 
to  select  438  random  numbers  in  the 
range  1,427  to  8,426  using  the  random 
number  option  (RANUM)  of  E-Z-Quant. 
As  each  voucher  is  drawn,  determine  if  it 
is  Type  A  or  Type  B.  Return  the  Type  A 
vouchers  to  the  file  and  retain  the  Type  B 
vouchers.  Continue  until  125  Type  B 
vouchers  are  selected.  If  less  than  125 
Type  B  vouchers  had  been  selected  after 
reviewing  all  438  vouchers,  continue  the 
selection  process  until  125  Type  B  vouch¬ 
ers  are  selected. 

B-705  Systematic  Random  Selection 

a.  The  systematic  random  selection 
procedure  se!  xts  sample  items  on  a  fixed 
or  uniform  interval  after  a  random  start. 
The  uniform  interval  between  selected 
sample  items  is  obtained  by  dividing  the 
estimated  number  of  universe  items  by 
the  number  of  sample  items  to  be  select¬ 
ed.  The  random  start  is  the  first  number, 
selected  from  a  random  digit  table  or 
generated  by  random  number  software, 
which  falls  within  the  uniform  interval. 

b.  Systematic  random  selection  is  fre¬ 
quently  used  in  manual  selections  and 
automated  (computerized)  selections  be¬ 
cause  it  is  often  easier  to  program  and 
control  than  unrestricted  random  selec¬ 
tion.  Some  conditions  and  circumstances 
under  which  the  systematic  method  may 
be  used  for  document  selection  are  as 
follows: 

(1)  When  items  to  be  sampled  are 
documents  which  are  neither  listed  nor 


serially  numbered  or,  if  numbered,  are 
not  filed  in  numerical  sequence. 

(2)  When  items  to  be  sampled  are  not 
suitably  listed  or  numbered  and  are  inter¬ 
mingled  with  other  items  which  are  not 
to  be  sampled. 

(3)  When  items  in  the  universe  are 
numbered  in  blocks  of  numbers  with 
some  blocks  not  being  used. 

(4)  When  using  DUS. 

c.  If  there  is  a  pattern  or  arrangement 
in  the  universe  where  items  v/ith  special 
or  significant  characteristics  occur  at  reg¬ 
ular  intervals,  the  auditor  should  ensure 
that  items  to  be  selected  include,  but  not 
be  limited  to,  these  special  or  significant 
items.  For  instance,  if  every  24th  payroll 
record  is  that  of  a  supervisor  and  the 
auditor’s  sampling  procedure  calls  for 
selection  of  every  24th  item,  the  interval 
should  be  revised  to  ensure  that  the 
sample  does  not  consist  only  of  records 
covering  supervisors.  On  the  other  hand, 
there  should  be  a  chance  of  including 
supervisors’  records  unless  they  comprise 
a  separate  stratum.  The  existence  of  a 
specified  order  of  the  sampling  units  does 
not  mean  that  systematic  random  sam¬ 
pling  cannot  be  used. 

d.  The  usual  method  of  obtaining  a 
dollar  unit  sample  is  by  systematic  ran¬ 
dom  selection.  With  this  selection  meth¬ 
od,  the  universe  does  not  have  to  be 
arranged  in  any  particular  order.  If  an 
auditor  wants  to  preclude  a  potential 
universe  arrangement  problem,  some 
DUS  software  will  randomize  (or  have  an 
option  to  randomize)  the  universe  prior 
to  sample  selection  (e.g..  Electronic  Selec¬ 
tion  Program  (ESP)  and  E-Z-Quant 
DUSSEL).  Normally,  all  item  values 
greater  than  the  interval  are  selected  for 
IOC  percent  review;  the  remainder  are 
sampled  randomly. 

B-705.1  Examples  of  Use  of  Systematic 
Random  Selection  \fethod 

a.  Example  1.  -  Audit  application 
where  universe  items  (i)  are  not  listed  or 
numbered  sequentially  or  (2)  aie  num¬ 
bered  but  not  filed  in  numerical  order: 

(1)  Assume  that  a  sample  size  of  125  is 
desired  from  a  universe  of  approximately 
1 1,100  items.  (When  the  universe  size  is 
not  known,  u  should  be  estimated  as 
closely  as  practicable.)  The  sampling  in- 
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terval  of  88.8  is  obtained  by  dividing 
11,100  by  125. 

(2)  Select  a  random  number  contained 
in  the  interval.  Assume  this  number  to  be 
23. 

(3)  Starting  with  the  23rd  item  in  the 
universe,  select  every  88th  item  until  the 
universe  has  been  covered.  Note  that  the 
interval  number  88.8  was  reduced  to  88 
by  dropping  the  fraction.  When  an  inter¬ 
val  number  is  not  an  integer,  the  fraction 
is  dropped.  In  this  case,  dropping  the 
fraction  results  in  a  sample  size  slightly 
larger  than  125. 

b.  Example  2.  -  Audit  application 
where  the  universe  items  (1)  arc  inter¬ 
mingled  with  other  item.s  and  (2)  are  not 
suitably  numbered: 

(1)  Assume  approximately  11,100 
items  to  be  examined  are  intermingled 
with  about  15,000  which  are  not  to  be 
examined.  Assume  a  sample  size  of  125. 

(2)  Proceed  by  dividing  1 1,100  by  125, 
obtaining  the  interval  number  of  88.8, 
which  is  reduced  to  88.  Select  a  random 
start  number  from  1  to  88.  Assume  this 
to  be  23. 

(3)  Starting  with  the  23rd  item  in  the 
universe,  select  every  88th  item.  This 
procedure  will  result  in  the  selection  of 
approximately  297  items,  of  which  about 
126  should  be  of  the  type  to  be  examined 
(i.e.,  multiply  the  sample  size  of  297 
items  times  the  ratio  of  desired  type  of 
items  to  total  items  (11,100  divided  by 
26,100)  which  equals  126  items). 

c.  Example  3.  -  Audit  application 
where  the  universe  items  are  numbered 
in  broken  sequences: 

(1)  Assume  approximately  3,400 
vouchers  in  the  universe  are  numbered 
serially  as  follows: 

First  342:  Vol.  Nos.  8,102  through 
8,443,  next  1,819:  Vol.  Nos.  11,651 
through  13,469,  next  1,154:  Vol.  Nos. 
21,891  through  23,044,  next  85:  Vol. 
Nos.  25,000  through  25,084. 

(2)  Assume  the  sample  size  is  125. 
Divide  3,400  by  125,  obtaining  an  inter¬ 
val  number  of  27.2.  Reduce  this  to  27. 

(3)  Se'ect  at  random  a  number  from  1 
to  27.  Assume  this  number  is  15. 

(4)  Determine  and  list  the  serial  num¬ 
bers  of  vouchers  to  be  selected  in  the 
following  manner: 


(a)  The  first  voucher  number  to  be 
selected  is  No.  8,1 16  (No.  8,101  plus  15). 
Note  that  although  voucher  number 
8,101  is  not  in  the  universe,  it  must  be 
used  as  a  base  for  adding  the  random 
number  since  adding  the  random  number 
to  the  first  voucher  would  prevent  its 
selection.  The  next  number  is  8,143 
(8, 1 1 6  plus  27).  The  third  is  8, 1 70  (8, 1 43 
plus  27).  Continue  to  list  each  27th 
number.  The  last  voucher  to  be  listed  in 
the  first  342  is  number  8,440. 

(b)  The  next  voucher  number  to  be 
listed  is  11,674,  which  is  in  the  second 
group  of  1,819,  determined  as  follows: 
Since  the  last  voucher  in  the  first  group  of 
342  to  be  listed  was  No.  8,440,  there  were 
three  vouchers  left  in  this  group.  There¬ 
fore,  the  first  voucher  to  be  listed  in  the 
next  group  of  1,819  is  the  24th  voucher 
which  is  No.  11,674  (11,650  plus  24). 
The  second  voucher  number  to  be  select¬ 
ed  in  this  group  is  11,701  (11,674  plus 
27). 

(c)  In  this  manner  continue  to  deter¬ 
mine  and  list  each  remaining  27th  vouch¬ 
er,  until  the  universe  has  been  covered.  In 
this  case  there  will  be  a  few  more  than 
125  items  since  the  interval  was  reduced 
to  27. 

(5)  A  variation  of  the  method  described 
above  is  to  use  four  random  starts,  one 
for  each  block  of  numbers,  instead  of  1 
random  start.  Assume  these  to  be  8,  11, 
17,  and  20.  Starting  with  the  8th  voucher 
in  the  first  342,  (No.  8109)  list  each 
succeeding  27th  voucher  in  this  group, 
making  a  total  of  13.  The  numbers  of 
these  13  vouchers  are:  8109,  8136,  8163, 
8190,  8217,  8244,  8271,  8298,  8325, 
8352,  8379,  8406,  and  8433.  Ii.  a  like 
manner,  select  each  27th  voucher  in  the 
remaining  three  groups,  commencing 
with  the  appropriate  random  start. 

d.  Example  4.  -  DUS  audit  application: 

(1)  Divide  the  population  dollars  by 
the  sample  size  to  determine  the  interval. 
Assume  this  to  be  105,697  divided  by  50 
to  obtain  21,139. 

(2)  Select  a  random  start  number  con¬ 
tained  in  the  interval.  Assume  9,872. 

(3)  Beginning  with  dollar  9,872,  every 
21,139th  dollar  is  selected  for  review. 
Cumulative  subtotals  of  the  population 
values,  excluding  those  greater  than  the 
interval,  are  necessary  to  identify  the 
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documents  containing  the  dollars  of  in¬ 
terest.  Both  the  Electronic  Selection  Pro¬ 
gram  (ESP)  and  the  DUS  option  (DUS- 
SEL)  of  E-Z-Quant  perform  all  calcula¬ 
tions  required  to  select  a  sample  and 
obtain  control  totals  for  later  input  to  the 
appr'>priate  DUS  sample  evaluation  pro¬ 
cedure  (e.g.,  ESP  or  E-Z-Quant  DU- 
SAM). 

(4)  Since  the  total  population  used  to 
determine  the  interval  may  contain  items 
which  are  later  removed  for  100  percent 
review,  the  combined  number  of  items 
selected  probably  will  be  less  than  that 
used  to  determine  the  interval.  Normally, 
this  will  not  degrade  the  results  of  the 
random  sample.  However,  as  with  other 
methods  of  sampling,  a  sample  s'ze  as 
large  as  could  reasonably  oe  foreseen 
should  be  cbtamed  to  provide  for  expan¬ 
sion.  The  preliminary  sample  will  be  a 
random  selection  from  the  total. 

B-706  Use  of  Electronic  Data 
Processing  to  Assist  in  Sample 
Selection 

a.  DCAA  has  available  a  number  of 
automated  tools  to  assist  auditors  in 
statistical  jampling.  These  tools  include 
Datatrak,  the  Electronic  Selection  Pro¬ 
gram  (ESP),  and  E-Z-Quant.  As  discussed 
in  4-605e,  computer  systems  should  be 
used  to  the  maximum  extent  to  improve 
auditor  productivity,  the  stratification  of 
contractor  data,  the  accuracy  of  sample 
selection  and  evaluation,  and  the  docu¬ 
mentation  of  sampling  plans  and  results 
of  sampling.  The  reasons  for  not  applying 
this  technology  should  be  documented  in 
FAO  working  papers. 

b.  Use  of  these  tools  can  be  further 
enhanced  through  integration  with  vari¬ 
ous  data  retrieval  techniques.  Examples 


include  (1)  the  use  of  fourth-generation 
data  retrieval  software  (e.g.,  SAS,  Focus, 
and  Decision  Analyzer)  to  extract  main¬ 
frame-based  data  for  downloading  to 
microcomputers  and  (2)  the  application 
of  Integrated  Audit  Workstation  technol¬ 
ogy  to  automate  recurring  retriev¬ 
al/sampling  applications. 

c.  As  is  the  case  with  any  computer 
application,  DCAA  auditors  should  be 
sensitive  to  the  need  for  strong  internal 
controls  as  they  relate  to  the  integrity  of 
data  and  its  processing.  Auditors  apply¬ 
ing  this  technology  should  review  FAO 
risk  assessments  and  internal  control 
evaluations  to  establish  a  degree  of  confi¬ 
dence  that  data  retrieval  and  sampling 
will  not  be  compromised.  Typically  the 
aforementioned  automated  sampling 
tools  will  provide  summary  data  on  uni¬ 
verse  size  as  well  as  other  statistics.  The 
data  can  be  compared  to  various  contrac¬ 
tor  submissions  to  further  improve  audi¬ 
tor  confidence  in  the  contractor’s  system. 

d.  Documentation  of  the  use  of  auto¬ 
mated  sampling  tools  and  related  tech¬ 
niques  in  audit  working  papers  is  ex¬ 
tremely  important.  For  Datatrak  and 
ESP  software  applications,  documenta¬ 
tion  should  include:  (1)  a  narrative  de¬ 
scription  and  flowchart  of  the  process  in 
sufficient  detail  to  enable  an  understand¬ 
ing  of  computer  files  used;  (2)  record 
layouts  and  definitions  of  data  fields 
used;  (3)  merging,  sorting,  extraction  op¬ 
erations;  (4)  software  employed;  and  (5) 
computer  files/outputs  produced. 

e.  Operating  instructions  for  the  auto¬ 
mated  sampling  tools  and  technical  assis¬ 
tance  in  implementing  data  retrieval  and 
sampling  applications  can  be  obtained 
through  Regional  Office  AM/EDP  Divi¬ 
sions  or  the  Technical  Services  Center 
(TSC). 
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C-000  ELECTRONIC  DATA  PROCESSING  SYSTEMS 


C-001  Scope  of  Appendix 

a.  This  appendix  provides  basic  infor¬ 
mation  on  electronic  data  processing 
(EDP)  systems  and  general  guidance  on 
surveying  and  auditing  the  accounting 
and  business  data  produced.  Understand¬ 
ing  the  material  in  this  appendix  will 
provide  a  fundamental  knowledge  of  the 
principles  of  EDP  auditing  and  a  compi¬ 
lation  of  applicable  guidance  principles. 
This  material  is  not  all  inclusive,  how¬ 
ever,  and  the  skills  and  technical  back¬ 
ground  needed  for  effective  and  efficient 
EDP  audits  will  require  continuing  study 
and  research  as  technology  changes. 

b.  The  first  standard  of  field  work 
requires  the  auditor  to  consider  the  meth¬ 


ods  the  entity  uses  to  process  accounting 
information  in  developing  the  nature, 
timing,  and  extent  of  audit  procedures. 
The  auditor  should  consider  the  extent  to 
which  the  computer  is  used,  the  complex¬ 
ity  of  the  installation,  the  organizational 
structure,  and  the  availability  and  reten¬ 
tion  of  data.  The  auditor  should  have 
sufficient  computer-related  knowledge  to 
communicate  the  audit  objectives  and 
evaluate  audit  procedures  and  results. 

c.  Audit  objectives  do  not  change 
whether  accounting  data  is  processed 
manually  or  electronically.  In  some  sys¬ 
tems  it  may  be  difficult  or  impossible  to 
obtain  certain  data  for  inspection,  in¬ 
quiry,  or  confirmation  without  computer 
assistance. 


C-IOO  Section  I  —  Description  of  Electronic  Data  Processing  Systems 


C-IOI  Introduction 

This  section  describes  characteristics 
of  computer  processing,  differences  be¬ 
tween  manual  and  computer  processing, 
computer  system  components,  including 
hardware  components,  software  compo¬ 
nents,  and  classifications  and  responsibil¬ 
ities  of  computer  system  personnel,  and 
common  modes  of  electronic  processing. 
This  establishes  a  starting  point  of  basic 
knowledge  and  training  for  the  auditor  to 
become  familiar  with  the  functions  and 
capabilities  of  EDP  systems.  The  variety 
and  complexity  of  equipment  and  soft¬ 
ware  now  available  or  being  developed 
require  a  continuing  survey  and  review  of 
new  technology. 

C-I02  Characteristics  of  Computer 
Processing 

The  impact  of  a  computer  on  an  orga¬ 
nization  varies  depending  on  how  the 
computer  is  utilized  within  the  organiza¬ 
tion.  Some  businesses  experience  mini¬ 
mal  impact  when  the  computer  system 
fails,  while  others  virtually  cease  to  func¬ 
tion.  It  is  the  responsibility  of  the  organi¬ 
zation  to  identify,  minimize  and  control 


the  business  risks  introduced  by  the  com¬ 
puter.  The  control  objective  of  processing 
accurate  data  is  as  valid  in  an  automated 
system  as  it  is  in  a  manual  one,  however, 
the  audit  methods  used  to  ensure  that 
accuracy  will  vary.  Auditors  must  learn 
new  skills  and  be  able  to  employ  special 
software  packages  designed  for  their  use 
when  participating  in  audits  of  computer¬ 
ized  applications. 

C-I03  Difference  Between  Manual 
and  Automated  Systems 

a.  The  obvious  difference  between 
manual  and  automated  systems  is  in  the 
utilization  of  data  processing  equipment 
plus  magnetic  and  electronic  media  to 
gather,  display,  process,  transmit  and 
store  information.  But,  from  an  auditor’s 
point  of  view,  there  are  several  additional 
significant  differences  to  be  considered. 

(1)  First  and  foremost  is  the  fact  that 
information  generated  from  manual  sys¬ 
tems  is  visible  and  usually  available.  It  is 
in  a  form  that  can  be  read  and  under¬ 
stood  without  additional  outside  aids. 
Files  and  records  stored  within  an  auto¬ 
mated  system  are  usually  maintained  on 
magnetic  media  and  storage  devices 
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which  can  only  be  accessed  by  the  use  of 
a  computer.  Not  only  does  this  restrict 
the  auditor’s  access  to  this  information, 
but  also  requires  the  dedication  of  some¬ 
times  limited  computer  resources  to 
make  the  information  available. 

(2)  Transaction  trails  which  consist  of 
hardcopy  documents,  journals,  ledgers 
and  worksheets  within  a  manual  system 
may,  in  an  automated  system,  exist  only 
as  formatted  CRT  screen  displays  or  may 
be  processed  and  stored  solely  within  the 
automated  system  with  no  physical  or 
visual  evidence  being  created.  This 
makes  it  very  difficult,  if  not  impossible, 
to  perform  an  audit  by  conventional 
means.  Alternate  tests  for  compliance 
may  be  required,  and  special  programs 
written  to  access  and  retrieve  the  neces¬ 
sary  audit  information.  EDP  auditors 
must  become  familiar  with  the  capabili¬ 
ties  of  the  many  data  extraction  utilities 
and  generalized  fourth  generation  lan¬ 
guages  (4GL)  available  today.  This  is  not 
to  say  that  auditors  must  become  techni¬ 
cally  expert  in  these  products,  but  rather 
that  they  become  aware  of  the  abilities, 
usefulness  and  limitations  of  these  auto¬ 
mated  tools. 

(3)  Another  area  of  concern  is  the  lack 
of  segregation  of  duties  which  can  exist  in 
an  automated  system.  There  should  be  a 
separation  between  the  computer  opera¬ 
tions  section  and  the  applications  pro¬ 
gramming  staff.  If  the  applications  pro¬ 
gramming  departments  are  not  indf'oen- 
dent  of  the  computer  operations  areas, 
the  probability  of  unauthorized  system 
modifications  is  increased.  Independent 
scheduling  and  control  groups  should  be 
implemented  to  not  only  schedule  the 
actual  computer  runs  within  the  system, 
but  also  to  provide  control  management 
for  application  program  changes  and 
modifications. 

(4)  The  ability  of  computers  to  perform 
repetitious  tasks  quickly,  coupled  with 
the  decrease  of  manual  involvement  can 
result  in  an  obscure  error  being  repeated 
many  times  over  before  its  effect  be¬ 
comes  evident.  On  the  other  hand,  auto¬ 
mated  systems  can  provide  better  reli¬ 
ability  by  subjecting  all  information  and 
processing  to  the  same  controls  without 
the  risk  of  random  human  error. 


(5)  Management  has  the  responsibility 
to  establish  and  maintain  EDP  control 
procedures.  Up-to-date  documentation 
plus  knowledgeable  and  skilled  personnel 
must  be  made  available  to  assist  the 
auditor  in  developing  an  understanding 
of  the  system  and  in  accessing  and  ex¬ 
tracting  the  information  required  by  the 
auditor.  Management  must  also  ensure 
that  computer  resources  for  audit  pro¬ 
cessing  are  provided. 

(6)  Automated  systems  have  an  addi¬ 
tional  capability  which  is  not  inherent  in 
manual  systems.  Based  on  a  given  parun- 
eter  such  as  time  of  day,  inventory  level 
or  execution  of  a  particular  function,  a 
transaction  can  be  automatically  initiated 
and  executed  without  manual  interven¬ 
tion.  This  automatic  transaction  initia¬ 
tion  (ATI)  can  be  very  useful  in  produc¬ 
ing  regularly  s»  heduled  management  and 
operational  reporis,  controlling  stock  lev¬ 
els,  generating  billing  notices,  etc.,  and  as 
EDP  systems  grow  in  size  and  complexi¬ 
ty,  the  use  of  ATI  is  sure  to  increase.  This 
will  require  additional  checks  and  bal¬ 
ances  not  present  in  manual  systems  to 
verify  and  control  these  transactions. 
Without  the  implementation  of  adequate 
control  procedures,  risk  is  increased  for 
unauthorized  inventory  manipulation, 
fraud,  waste,  theft  and  repetitive  errors. 

b.  Auditors  must  develop  the  skills  and 
abilities  required  to  audit  computerized 
systems  because  these  systems  are  having 
a  major  impact  on  the  ways  in  which 
organizations  function.  In  most  cases, 
automated  systems  are  not  just  a  compu¬ 
terization  of  the  old  manual  system,  but 
instead  reflect  new  methods  of  not  only 
recording,  but  also  conducting  business. 

c.  Some  of  the  many  business  areas 
benefitted  by  automation  are  production 
scheduling,  material  requirements  plan¬ 
ning  (MRP),  inventory  control,  sales 
analysis,  automated  billing  and  accounts 
receivable,  personnel  administration  and 
payroll.  But  along  with  the  benefits  of 
automation  come  the  increased  risk  of 
computer  crime.  Theft,  extortion,  embez¬ 
zlement,  vandalism,  and  records  falsifica¬ 
tion  and  destruction  are  areas  of  risk 
which  the  auditor  must  be  aware  of  and 
develop  controls  to  safeguard  against. 
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C-104  Computer  Components 

A  computer  system  or  an  information 
system  is  comprised  of  hardware,  soft¬ 
ware  and  personnel.  The  software  is 
required  to  tell  the  hardware  what  to  do 
and  in  what  manner  to  do  it.  The  people 
are  needed  to  write  and  maintain  the 
software,  operate  and  control  the  hard¬ 
ware,  and  manage  both  of  these  critical 
resources.  Without  all  three  of  these 
components  the  computer  system  is  in¬ 
complete. 

C- 104.1  Hardware 

a.  Central  Processing  Unit  (CPU) 
Components. 

(1)  The  CONTROL  component  of  a 
computer  monitors  and  directs  all  of  the 
other  components,  including  those  within 
the  CPU  and  the  INPUT  and  OUTPUT 
units.  This  internal  CONTROL  compo¬ 
nent  receives  and  interprets  the  operating 
instructions  given  to  the  computer  by  the 
programmers  and  then  causes  each  of  the 
other  components  to  perform  the  neces¬ 
sary  operations  to  comply  with  these 
instructions.  It  is  important  to  realize 
that  the  CONTROL  component  only 
causes  the  computer  system  to  follow  the 
instructions  of  the  programmer;  neither 
computers  nor  their  CONTROL  compo¬ 
nents  can  think  for  themselves. 

(2)  In  addition  to  the  portion  contained 
within  the  CPU,  the  term  CONTROL 
component  includes  the  external  console 
or  manual  control  station  with  which 
most  computers  are  equipped.  A  console, 
consisting  of  a  panel  of  signal  lights  or 
other  display  devices,  permits  a  comput¬ 
er  operator  to  observe  and  monitor  the 
computer  operations.  These  consoles 
may  also  contain  switches  and  a  typewrit¬ 
er-like  keyboard  which  allow  the  operator 
to  manually  instruct  the  computer,  intro¬ 
duce  limited  amounts  of  data,  and  other¬ 
wise  communicate  with  the  internal  por¬ 
tion  of  the  CONTROL  component.  All 
instructions  and  data  introduced  through 
the  console  are  automatically  written  out. 

(3)  The  ARITHMETIC  AND  PRO¬ 
CESSING  component,  in  compliance 
with  instructions  received  from  the 
CONTROL  component,  performs  all  of 
the  necessary  mathematical  operations. 
This  component  receives  all  of  the  neces¬ 


sary  factors  to  perform  the  desired  com¬ 
putations  from  the  MEMORY  compo¬ 
nent,  and  returns  the  results  to  the  MEM¬ 
ORY  component.  Also,  most  ARITH¬ 
METIC  AND  PROCESSING  compo¬ 
nents  are  capable  of  comparing  factors 
and  sending  the  results  of  these  compari¬ 
sons  to  the  CONTROL  component. 
Based  upon  these  results,  the  CONTROL 
component  can  be  programmed  to  select 
the  subsequent  operations  to  be  per¬ 
formed. 

(4)  Data  entering  a  computer  through 
the  INPUT  components  are  initially  re¬ 
ceived  and  stored  in  some  type  of  com¬ 
puter  storage  area  called  MEMORY  as 
directed  by  the  CONTROL  component. 
Mnst  commonly,  this  .MEMORY  consists 
o'  a  network  of  electronic  circuitry  capa¬ 
ble  of  retaining  quantities  of  data  ranging 
from  a  few  thousand  to  many  millions  of 
characters.  The  time  required  to  transfer 
data  between  MEMORY  and  the 
ARITHMETIC  AND  PROCESSING 
component  is  commonly  referred  to  as 
“access  time.”  The  access  time  for  MEM¬ 
ORY  is  usually  commensurate  with  com¬ 
puter  operating  speeds  and,  consequent¬ 
ly,  does  not  delay  processing.  Internal 
memory  is  said  to  provide  “random 
access”  because  the  access  time  for  every 
storage  location  is  independent  of  the 
location  of  the  information  most  recently 
obtained  or  placed  in  storage.  Other 
memory  components  include  drums  and 
disks  with  magnetized  surfaces  which 
rotate  at  a  constant  speed  past  read-write 
heads.  Since  these  devices  require  longer 
access  time  than  the  newer  internal  mem¬ 
ory,  they  are  used  for  internal  computer 
MEMORY  only  on  older,  slower  comput¬ 
ers.  Drums  and  disks  are,  however,  fre¬ 
quently  used  as  secondary  storage  devices 
to  supplement  the  MEMORY  compo¬ 
nent.  These  devices  are  not  an  integral 
part  of  the  computer,  but  they  are  direct¬ 
ly  connected  with  it  and  controlled  by  it. 
Data  from  these  secondary  storage  de¬ 
vices  must  be  read  into  MEMORY  be¬ 
fore  they  can  be  processed  by  the  com¬ 
puter. 

(5)  In  certain  computer  systems  a 
DATA  CHANNEL  controls  the  transfer 
of  data  between  main  storage  and  IN¬ 
PUT/OUTPUT  devices.  It  includes  a 
“buffer”  which  holds  a  limited  amount  of 
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data  which  is  in  transit.  After  activating 
the  channel,  the  CPU  is  free  to  execute 
other  programmed  instructions  while  the 
channel  controls  the  movement  of  data 
between  MEMORY  and  IN¬ 
PUT/OUTPUT  components.  When  the 
data  transfer  is  complete,  the  data  chan¬ 
nel  interrupts  the  CPU  to  obtain  instruc¬ 
tions  for  the  transfer  of  additional  data. 
A  data  channel  may  also  interrupt  the 
CPU  when  it  detects  an  error  in  the  data 
being  transferred.  Each  channel  is  an 
independent  unit.  Selector  channels  ser¬ 
vice  only  one  INPUT  or  OUTPUT  de¬ 
vice.  A  shared  or  multiplexor  channel  has 
a  number  of  subchannels,  each  of  which 
can  sustain  an  INPUT/OUTPUT  opera¬ 
tion. 

b.  Telecommunications  Controller. 
These  devices  are  multifunctional,  pro¬ 
gram  controlled,  digital  computers  dedi¬ 
cated  to  communications  and  able  to 
serve  as  control  points  in  a  data  commu¬ 
nications  network.  In  general,  a  commu¬ 
nications  controller  performs  one  or 
more  of  three  major  functions:  (i)  front- 
end  processing,  (ii)  intelligent  switching, 
and  (iii)  concentration.  A  front-end  pro¬ 
cessor  serves  as  a  locally  attached  periph¬ 
eral  device  to  one  or  more  large  comput¬ 
ers,  relieving  them  of  the  overhead  in¬ 
volved  in  message  handling  and  network 
control  that  is  required  in  a  communica¬ 
tions  environment.  An  intelligent  switch 
routes  messages  among  the  network’s 
various  end  points  and  participates  in  the 
network’s  control  and  management  either 
under  the  control  of  a  master  (usually 
front-end)  processor,  or  as  a  peer  of  other 
intelligent  switches.  A  concentrator  con¬ 
trols  a  community  of  terminals,  clusters 
of  terminals,  or  distributed  applications 
processors.  It  controls  their  transmis¬ 
sions,  and  participates  in  the  network’s 
control  and  management,  again  either 
under  the  direction  of  a  master  processor 
or  as  a  peer  of  other  concentrators  and 
switches.  Most  high-end  communications 
processors  perform  all  three  of  these 
tasks. 

c.  Tape  Drives. 

(1)  Even  with  costs  for  storing  data  on 
magnetic  disk  declining,  tape  drives  and 
tape  subsystems  will  continue  to  play  a 
significant  role  in  the  media  storage  mar¬ 
ketplace.  Magnetic  tape  is  a  low  cost  and 


easily  maintained  storage  medium,  well 
suited  to  a  wide  variety  of  computer 
applications  and  easily  transported  to 
secure  offsite  storage  areas. 

(2)  There  are  two  basic  styles  of  mag¬ 
netic  tape  subsystems  in  use  today:  (i) 
reel-to-reel,  and  (ii)  magnetic  tape  car¬ 
tridge.  These  are  capable  of  storing  up  to 
300  million  characters  (bytes)  of  data  on 
each  reel  or  cartridge,  making  them  ideal 
for  backup  and  archival  storage  of  data. 

d.  Disk  Drives.  The  cost  of  storing  data 
on  magnetic  disk  has  been  greatly  re¬ 
duced  in  recent  years  due  partly  to  tech¬ 
nology  advances  in  recording  density  and 
data  transfer  rates.  Capacities  of  disk 
drives  in  use  today  range  from  the  older 
removable-type  drive  with  a  capacity  of 
100  million  bytes  to  the  newest  nonre¬ 
movable-type  dual  density  drive  with  a 
capacity  of  2.52  billion  bytes. 

e.  Data  Entry  Devices.  Data  entry 
devices  in  use  today  range  from  key¬ 
punch  machines  where  data  is  punched 
into  cards  to  intelligent  terminals  where 
data  may  be  keyed  directly  to  disk  or 
diskettes  for  later  use. 

(1)  Data  entry  devices  are  grouped  into 
two  categories,  either  a  general-purpose 
device  or  a  special-purpose  device.  If 
information  can  be  entered  directly  into 
the  EDP  system  and  verified  as  correct, 
the  device  is  a  general-purpose  device. 
General  purpose  devices  include  card 
punches  and  verifiers,  key-to-tape  or  key- 
to-disk/diskette  stand-alone  keystations, 
shared-processor  key  to  disk/diskette  sys¬ 
tems,  interactive  remote  terminals,  intel¬ 
ligent  terminals,  and  distributed  process¬ 
ing  systems. 

(2)  If  information  cannot  be  entered 
directly,  it  is  a  special-purpose  device. 
Special-pu.pose  devices  include  industri¬ 
al  data  collection  devices  such  as  a  sys¬ 
tem  used  to  monitor  employee  atten¬ 
dance  or  record  labor  distribution,  and 
optical  character  recognition  (OCR)  de¬ 
vices  which  read  typewritten  or  comput¬ 
er-printed  data.  This  also  includes  mag¬ 
netic  ink  character  readers  (MICR)  such 
as  those  used  by  bar’ s  to  process  checks. 

f.  Central  Ci-  isole/Card  Read- 
ers/Terininals.  These  devices  are  consid¬ 
ered  input  devices  to  the  computer  sys¬ 
tem  and  can  be  used  to  control  or  moni¬ 
tor  the  system  or  used  just  to  feed  in  data 


DCAA  Contract  Audit  Manual 


January  1995 


C5 

11C-104.1f. 


to  be  processed  by  a  particular  applica¬ 
tion. 

(1)  The  central  console  is  the  primary 
control  point  of  any  computer  system 
and  normally  requires  constant  monitor¬ 
ing.  This  is  both  an  input  and  output 
device  as  all  system  requests  are  dis¬ 
played  on  this  console  and  the  system 
operator’s  responses  are  entered  here. 

(2)  Card  readers  receive  standard 
punched  cards  and  send  the  data  con¬ 
tained  in  these  cards  to  the  ME.MORY 
component  when  instructed  to  do  so  by 
the  CONTROL  component.  Card  readers 
and  paper  tape  readers  are  extremely 
slow  in  relation  to  the  operating  speeds  of 
computers  and  therefore  arc  seldom  used 
for  introducing  large  quantities  of  data 
into  computer  systems. 

(?>)  Terminals  range  from  locally  con¬ 
nected  to  remote  site  terminals  and  from 
basic  “dumb  terminals”  to  “intelligent 
terminals.”  Basic  display  terminals  or 
“dumb  terminals”  are  usually  directly 
connected  to  a  CPU  either  locally  or  as  a 
remote  device  and  require  the  resources 
of  that  CPU  to  actually  process  data, 
intelligent  terminals  are  commonly 
“user-programmable”  and  although  they 
may  be  physically  connected  to  a  CPU, 
the  processing  done  by  these  terminals  is 
usually  handled  by  an  internal  processor. 
This  eliminates  the  need  to  tie  up  main¬ 
frame  resources  to  handle  the  processing. 

g.  Printers/Terminals/Micrographic 
Equipment.  These  output  components 
are  the  only  means  by  which  computers 
communicate  with  the  outside  world.  It  is 
through  these  components  that  the  results 
of  processing  operations  are  revealed. 
Forms  of  computer  output  include  mi¬ 
crofilm,  listings,  reports,  documents, 
graphs,  visual  displays,  magnetic  tape 
and  magnetic  disk  files.  Printers,  graph 
'■  letters,  and  micrographic  equipment  are 
Uivd  only  for  output.  The  previously 
mentioned  magnetic  tape  and  magnetic 
di'ik  units  can  be  used  for  input,  output, 
and  secondary  storage.  As  with  the  IN¬ 
PUT  components,  the  OUTPUT  compo¬ 
nents  which  print  data  are  much  slower 
than  the  magnetic  tape  read-write  units. 
Consequently,  the  results  of  computer 
operations  are  often  written  on  magnetic 
tape  for  later  “o.‘T  line”  conversion  tc 
other  forms  of  output. 


(1)  Printers  in  use  today  are  either 
impact  or  non-impact  type  devices.  Im¬ 
pact  printers  are  generally  slower  (400- 
2500  lines  per  minute)  while  the  non¬ 
impact  type  printers  are  capable  of  up  to 
20,000  lines  per  minute. 

(2)  Terminals  are  seldom  used  for 
normal  machine  output,  although  they 
are  generally  connected  permanently  to 
the  CPU.  The  reason  for  this  is  their 
extremely  slow  speed  relative  to  the  com¬ 
puter’s  operating  speed.  Therefore,  this 
unit  is  usually  reserved  for  exceptional 
types  of  low  volume  output  such  as  error 
messages,  record  counts,  and  messages  to 
the  computer  operator  containing  in¬ 
structions  for  handling  special  situations 
which  might  arise. 

(3)  Although  micrographic  equipment 
has  made  considerable  progress  in  the 
computer  industry,  it  has  not  revolution¬ 
ized  computer  output.  Micrographics,  the 
process  of  producing  microfilm  from 
other  computer  output,  is  less  expensive 
and  offers  better  archival  life  than  either 
magnetic  tape  or  disk.  It  also  greatly 
reduces  physical  space  requirements  and 
retrieval  problems  when  compared  to  the 
large  volumes  of  paper  necessary  to  store 
the  same  data.  Companies  can  take  ad¬ 
vantage  of  micrographics  without  having 
to  lease  or  purchase  the  equipment  by 
using  one  of  the  micrographic  service 
bureaus  that  will  take  magnetic  tapes  and 
deliver  completely  processed  microfilm 
or  microfiche. 

h.  Trends  in  Computer  Hardware.  The 
technc'log)  of  computer  hardware  is 
changing  so  rapidly  it  is  virtually  impos¬ 
sible  to  keep  up  with.  Today’s  desk  top 
computers  are  comparable  in  speed  and 
processing  power  to  computers  of  just  a 
few  years  ago  that  required  an  entire  floor 
of  an  office  building.  The  trend  in  hard¬ 
ware  is  toward  smaller,  more  powerful 
CPUs,  disk  drives  capable  of  storing 
more  data  in  less  space,  faster  data  trans¬ 
fer  rates,  networking  or  connecting  sys¬ 
tems  to  each  other,  and  the  portability  of 
data  between  these  systems. 

C- 104.2  Software 

a.  0/S  and  System  Software.  The  oper¬ 
ating  system  (0/S)  and  system  software 
components  of  a  computer  system  pro¬ 
vide  various  high-level  generalized  func- 
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tions  and  services  to  the  other  hardware 
and  software  components. 

(1)  The  operating  system  is  the  primary 
controlling  and  scheduling  supervisor 
within  the  computer  system.  It  estab¬ 
lishes  the  necessary  links  between  appli¬ 
cation,  data  base  management  system 
(DBMS)  and  communications  software 
and  the  hardware  components  with 
which  they  interface.  The  operating  sys¬ 
tem  controls,  but  does  not  perform,  all 
events  which  occur  within  the  computer. 

(2)  System  software  executes  under  the 
control  of  the  operating  system  and 
drives  the  system  related  events  within  a 
computer  system.  These  events  include, 
but  are  not  limited  to,  accessing  storage 
devices,  maintaining  and  managing 
memory,  sorting  and  manipulating  data, 
file  and  table  management,  performing 
arithmetic  operations,  task  initialization 
and  termination  processing,  error  control 
and  recoveiy  at  the  system  and  program 
level,  and  signaling  the  operating  system 
after  event  completion, 

b.  Application  Software.  The  majority 
of  computer  programs  may  be  normally 
classified  as  application  software.  This 
software  can  be  either  supplied  with  the 
computer  system,  user  written,  or  provid¬ 
ed  by  a  third-party  vendor.  Af  ilication 
software  typically  performs  univ.ue  and 
individual  tasks  such  as  reading  a  partic¬ 
ular  master  file  and  producing  a  particu¬ 
lar  output  product;  i.e.  an  updated  master 
file  or  a  printed  report.  It  can  also 
provide  the  logic  which  creates  formatted 
CRT  screens  for  terminals  and  processes 
the  responses  and  data  entered  at  these 
terminals. 

c.  Data  Base  Managemei .  System 
(DBMS)  Software.  Data  base  manage¬ 
ment  systems  are  software  packages 
which  provide  data  storage,  control,  and 
data  retrieval  services  to  the  user.  They 
maintain  relationships  between  separate 
elements  of  data  based  on  user  supplied 
parameters,  perform  validity  checking 
and  error  recovery  at  the  data  element 
level,  and  provide  the  programmer  or 
functional  user  with  standardized  meth¬ 
ods  and  procedures  for  ceating,  access¬ 
ing,  revising,  deleting,  summarizing,  and 
rearranging  the  data  managed  by  the 
DBMS. 


d.  Communications  Software.  Commu¬ 
nications  software  performs  network  and 
terminal  management  functions  within 
the  computer  system.  Communications 
software  can  include  (i)  teleprocessing 
(TP)  monitors  and  telecommunication 
access  methods  running  on  a  mainframe, 
(ii)  data  communication  and  network 
control  programs  (NCP)  which  execute 
within  a  network  front-end  processor 
(FEP),  and  (iii)  terminal  control  software 
on  local  and  remote  terminal  control 
units  (TCU). 

e.  Performance  Monitoring  Software. 
Performance  monitoring  software  pack¬ 
ages  can  be  used  to  measure  the  utiliza¬ 
tion  level  of  the  different  components  of 
a  computer  system.  These  software  pack¬ 
ages  can  be  used  in  capacity  planning, 
system  optimization,  and  transaction  and 
work  measurement.  Performance  moni¬ 
tors  are  primarily  tools  for  systems  pro¬ 
grammers,  senior  systems  analysts,  and 
data  center  and  computer  resource  man¬ 
agers.  By  using  these  tools,  potential 
computer  resourc**  shortfalls  and  perfor¬ 
mance  bottlenecks  can  be  identified  and 
corrected  before  they  become  major 
problem.  Corrective  action  does  not 
always  lead  to  the  purchase  of  bigger, 
faster  hard\...re  or  more  expensive  soft¬ 
ware.  Sometimes  techniques  such  as  rear¬ 
ranging  job  mix,  running  batch  and  non¬ 
priority  jobs  on  other  than  prime  shifts, 
operating  system  tuning,  and  optimiza¬ 
tion  of  application  software  can  result  in 
improved  utilization  of  computer  re¬ 
sources.  The  point  to  remember  about 
performance  monitors  is  that  they  identi¬ 
fy  potential  problem  areas,  they  don’t 
solve  them.  Solutions  must  be  developed 
and  implemented  based  on  the  results 
and  information  acquired  from  these 
software  tools. 

C-104.3  Personnel 

The  basic  categories  of  data  processing 
personnel  can  be  broken  into  the  follow¬ 
ing  groups.  Management  personnel  are 
responsible  for  planning,  organizing,  di¬ 
recting  and  controlling  data  processing 
functions.  Software  personnel  are  respon¬ 
sible  for  developing  and  maintaining 
computer  software  and  procedures. 
Hardware  personnel  are  responsible  for 
operating  and  maintaining  data  process- 
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ing  equipment,  and  controlling  the  pro¬ 
cessing  and  storage  of  data.  Although 
position  descriptions,  titles,  and  respon¬ 
sibilities  may  vary  depending  on  the 
organization,  they  will  usually  fail  into 
one  of  the  above  categories. 

a.  Management  Personnel 

(1)  Director  of  MIS.  This  individual 
possesses  both  managerial  and  technical 
expertise.  The  position  is  the  highest 
level  within  the  data  processing  organiza¬ 
tion  and  reports  normally  to  the  Execu¬ 
tive  Vice  President  or  Chief  Executive 
Officer  (CEO).  Other  titles  that  define  the 
same  responsibilities  are  Chief  Informa¬ 
tion  Systems  Officer  (CISO)  or  Vice 
President  for  Information  Systems. 

(2)  Manager  of  Systems  and  Program¬ 
ming.  The  manager  is  responsible  for  all 
application  systems,  directs  project  man¬ 
agers/leaders,  and  sets  future  needs  by 
working  with  functional  and  corporate 
management  to  prioritize  prmects.  The 
manager  ensures  there  are  sufficient  sub¬ 
ordinate  personnel  with  the  requisite 
training  and  experience  to  meet  organiza¬ 
tional  needs  and  ensures  utilization  of  the 
latest  mefoodologies  in  systems  develop¬ 
ment.  This  function  may  be  divided  into 
two  separate  areas,  new  development  and 
maintenance.  The  manager  in  each  area 
coordinates  and  controls  the  activities  of 
subordinate  personnel.  Additionally, 
these  managers  control  and  allocate  data 
processing  personnel  resources  to  achieve 
optimum  utilization. 

(3)  Project  .Managers/Leaders.  This  is 
normally  the  lowest  management  posi¬ 
tion  within  systems  and  programming. 
This  level  is  the  first  tine  of  supervision 
and  must  be  technically  proficient.  The 
project  manager/leader  normally  super¬ 
vises  a  combination  of  system  analysts, 
programmer/analysts,  and  programmers. 
They  are  responsible  for  developing  ma¬ 
jor  applications  and  may  delegate  respon¬ 
sibility  of  small  projects. 

(4)  Manager  of  Computer  Operations. 
This  position  has  management  responsi¬ 
bility  and  control  of  all  hardware  and 
equipment  functions.  This  includes  such 
areas  as  data  entry,  production  control 
including  process  sch  duling  and  in¬ 
put/output  control,,  computer  perfor¬ 
mance  management,  and  quality  control 
of  data  processing  services. 


(5)  Manager  of  Technical  Support.  The 
manager  of  the  technical  support  func¬ 
tion  is  responsible  for  many  diverse  oper¬ 
ations  in  support  of  systems  and  pro¬ 
gramming,  operations,  and  users.  These 
functions  include  developing,  publishing, 
and  enforcing  standard  methods  and  pro¬ 
cedures  for  all  functions  of  the  data 
processing  activity.  This  individual  also 
provides  technical  assistance  and  re¬ 
sources  to  both  data  processing  and  func¬ 
tional  users  within  the  organization  and 
provides  systems  programming  support 
for  the  operating  system  and  all  general¬ 
ized  software.  Other  functions  may  in¬ 
clude,  management  of  the  communica¬ 
tions  facilities  including  configuration 
and  acquisition  of  d?ta  communications 
equipment,  configuration  management 
and  performance  measurement,  capacity 
planning,  and  system  optimization. 

b.  Software  Personnel 

(1)  Applications  Systems  Analyst.  The 
systems  analyst  is  responsible  for  analyz¬ 
ing  the  requirements  for  information. 
The  analyst  evaluates  the  existing  appli¬ 
cation  systems  and  designs  new  or  im¬ 
proved  automated  procedures.  He/she  is 
well  versed  in  data  processing  and  func¬ 
tional  areas  and  works  with  the  user  in 
defining  solutions  for  system  deficien¬ 
cies.  The  analyst  evaluates  the  various 
solutions  presented  for  a  given  opportu¬ 
nity  and  makes  recommendations.  Upon 
selection  of  an  alternative,  the  systems 
analyst  prepares  a  general  system  design 
for  use  by  the  programmers  in  perform¬ 
ing  the  detailed  design.  The  systems 
analyst  can  continue  in  the  ongoing  de¬ 
velopment  either  as  a  team  leader  or  even 
as  a  programmer. 

(2)  Programmer/Programmer  Analyst. 
The  programmer/programmer  analyst  de¬ 
termines  the  logic  of  the  computer  pro¬ 
grams  required  by  the  overall  system  as 
designed  by  the  systems  analyst.  The 
programmer  codes  the  logic  in  the  appro¬ 
priate  computer  language  to  meet  the 
system  specifications.  He/she  writes  doc¬ 
umentation  for  users,  operations,  and 
program  maintenance.  In  many  organiza¬ 
tions,  the  programming  function  may  be 
divided  into  two  areas,  .maintenance  and 
development.  The  maintenance  program¬ 
mer  is  responsible  for  maintaining  and 
updating  already  existing  programs,  and 
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the  development  programmer  is  respon¬ 
sible  for  new  development. 

(3)  Systems  Programmer.  Systems  pro¬ 
grammers  supply  technical  guidance  and 
maintain  the  operating  system  and  all 
other  system  utility  programs  such  as  the 
sort/merge  programs,  compilers,  and  file 
conversion  utilities.  The  systems  pro¬ 
grammers  interface  with  and  provide 
support  to  the  applications  programmers. 
Other  functions  normally  accomplished 
by  the  systems  programmer  include  sys¬ 
tem  capacity  planning,  software/ 
hardware  evaluations,  computer  perfor¬ 
mance  measurement,  and  system  optimi¬ 
zation. 

(4)  Data  Base  Administrator  (Techni¬ 
cal  and  User).  Most  organizations  have 
taken  a  data  base  approach  to  systems 
development.  Recognition  of  data  as  an 
organizational  resource  has  led  to  the 
establishment  of  data  management  re¬ 
sponsibilities.  The  data  base  administra¬ 
tor  manages  this  resource.  The  data  base 
administrator  is  also  responsible  for  the 
data  dictionary.  This  allows  for  standard¬ 
ization  of  all  available  data  elements. 
Other  responsibilities  include  design  re¬ 
views  to  ensure  data  base  integrity  and 
data  base  security. 

c.  Hardware  Personnel 

(1)  Computer  Operations  Supervisor. 
The  computer  operations  supervisor  does 
the  short  range  planning  of  resources 
within  the  physical  confines  of  the  com¬ 
puter  room.  He/she  ensures  that  the 
equipment  is  operating  correctly  and  that 
the  computer  room  environment  is  with¬ 
in  specifications  and  is  usually  assisted 
by  shift  supervisors  who  are  responsible 
for  around  the  clock  operation  and  a 
communications  supervisor  responsible 
for  the  data  communications  equipment. 

(2)  Computer  Operator.  Computer  op¬ 
erators  ensure  the  machine  is  operating 
with  the  most  efficient  use  of  resources. 
They  ensure  that  all  required  resources 
are  available  at  the  predetermined  time 
so  that  the  systems  run  as  scheduled. 
They  respond  to  messages  from  the  sys¬ 
tem  and  ensure  proper  equipment  config¬ 
uration  to  meet  production  and  testing 
needs.  Computer  operators  must  ensure 
an  optimum  environment  through  proper 
mix  scheduling.  Their  additional  func¬ 
tions  may  include  end-of-day  systems 


processing,  systems  log  processing,  equip¬ 
ment  utilization  statistics,  and  scheduling 
of  recurring  processing. 

(3)  Data  Communications  Operator.  A 
subset  to  the  computer  operator  is  the 
data  communications  operator  who  is 
resnonsible  for  the  communications  sys- 
tc  ns  and  the  equipment,  including  the 
terminals  in  use  throughout  the  organiza¬ 
tion. 

(4)  Production  Control  Supervisor. 
The  production  control  supervisor  is  re¬ 
sponsible  for  the  data  entry  function  and 
production  scheduling.  He/she  deter¬ 
mines  data  entry  controls  and  edits  to 
ensure  data  accuracy  and  that  all  data  for 
a  system  process  is  available  prior  to  job 
commencement.  The  production  control 
supervisor  resolves  scheduling  conflicts 
and  makes  modifications  to  the  schedules 
as  required.  This  position  can  also  be 
called  the  data  control  (entry)  supervisor. 

(5)  Production  Control  Scheduler.  The 
scheduler  controls  the  processing  of  the 
data  through  the  systems.  The  tasks  in¬ 
volved  include  receiving  data  to  be  pro¬ 
cessed,  and  monitoring  the  processing 
and  distribution  of  output.  The  scheduler 
also  checks  for  abnormal  system  or  pro¬ 
gram  terminations  and  takes  appropriate 
action  to  coriect  and  reschedule.  He/she 
provides  for  demand  processing  to  be 
included  in  daily,  weekly,  and  monthly 
schedules  to  minimize  impact  on  sched¬ 
uled  production.  This  position  can  also 
be  called  the  data  control  clerk. 

(6)  Data  Entry  Operator.  The  data 
entry  operator  converts  the  source  data  to 
machine  readable  format  through  the  use 
of  various  data  entry  equipment.  This 
equipment  includes  keypunch/verify  ma¬ 
chines,  key-to-tape  and  key-to-disk  de¬ 
vices,  optical/magnetic  character  recogni¬ 
tion  units,  and  various  terminals,  both 
CRT  and  teletype. 

(7)  Librarian.  The  librarian  maintains 
all  data  and  program  files  and  ensures  the 
security  of  sensitive  and  proprietary  re¬ 
sources.  He/she  releases  files  for  process¬ 
ing  or  maintenance  and  ensures  their 
return.  If  a  data  base  has  been  imple¬ 
mented  in  the  organization,  the  librarian 
may  also  maintain  the  data  dictionary. 
Since  programs  are  an  integral  part  of  >he 
system  documentation,  the  librarian  nor- 
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mally  maintains  the  system  documenta¬ 
tion  files. 

C-105  EDP  Processing  Modes 

a.  The  two  most  generally  used  modes 
for  processing  of  data  on  a  computer  are 
called  batch  and  interactive.  Batch  pro¬ 
cessing  means  that  data  is  accumulated 
and  processed  at  one  time.  Interactive 
processing  means  that  as  data  is  entered 
into  the  computer  it  is  processed  immedi¬ 
ately  and  output  is  produced  in  the  form 
of  a  file  update  or  as  a  reply  to  a  query. 

b.  Many  systems  are  comprised  of  both 
interactive  and  batch  programs.  An  ex¬ 
ample  would  be  a  point  of  sales  (POS) 
system  which  immediately  provides  the 
individual  sales  information  and  updates 
the  inventory,  and  collects  the  sales  trans¬ 
actions  for  batch  processing  to  provide 
total  sales  statistics,  create  purchase  or¬ 
ders,  and  reports. 

C- 105.1  Batch 

a.  Batch  is  the  mode  for  processing 
data  on  a  computer  whereby  data  records 
are  accumulated  and  are  processed  as  a 
group  when  all  of  the  required  records 
have  been  gathered. 

b.  Batch  systems  use  a  preassembled 
queue  of  jobs  to  be  processed  so  that  a 
good  mix  can  be  running  on  the  comput¬ 
er  at  any  one  time.  With  the  correct 
choice  of  hardware,  extremely  efficient 
operation  can  be  achieved.  For  applica¬ 
tions  which  require  the  accumulation  of 
large  amounts  of  data  before  processing, 
printing  of  information  on  special  forms, 
or  a  large  volume  of  printing,  it  is  more 
efficient  to  use  the  batch  processing 
mode.  An  example  of  a  batch  application 
is  the  credit  card  company  that  processes 
thousands  of  charges  and  paymjnts  each 
month. 

C-105.2  Interactive  (Online/Data  Base) 

a.  Interactive  or  online  is  the  mode  for 
processing  data  on  a  computer  whereby 
data  is  entered  into  the  computer  as  a 
single  field  or  group  of  fields  directly 
from  the  point  of  origin,,  is  processed 
immediately,  and  output  data  is  tran¬ 
smitted  directly  to  where  it  is  used. 

b.  Online  systems  usually  require  a 
data  base  since  each  record  or  field  is 


acted  upon  immediately  and  individual¬ 
ly.  The  use  of  a  data  base  provides  for 
immediate  access  to  all  organizational 
information  instead  of  the  batch  process¬ 
ing  of  several  sequential  files  to  extract 
all  the  per.inent  data  needed.  The  tech¬ 
nology  allows  data  to  be  processed  as  a 
whole  rather  than  as  bits  and  pieces.  It 
reduces  redundancy  imposed  by  separate 
files  for  each  application  and  permits  a 
more  natural  interaction  between  the 
user  and  the  computer  system. 

C-105.3  EDP  Implementation  Modes 

a.  Centralized.  Centralization  permits 
economies  of  scale,  promotes  specializa¬ 
tion,  and  facilitates  integration.  All  pro¬ 
cessing  is  done  on  a  single  centrally 
located  system.  Where  applications  are 
batch  oriented,  input  arrives  at,  and 
outputs  depart  from,  the  computer  center 
on  physical  media.  Where  applications 
are  of  an  online  nature,  the  input  arrives 
in  the  form  of  a  transaction  and  output  if 
any,  would  be  formatted  and  sent  back  to 
the  appropriate  terminal.  A  given  appli¬ 
cation  need  not  be  either  all  batch  or  all 
online,  many  times  a  combination  of 
these  two  modes  of  processing  will  be 
used.  An  example  of  this  would  be  where 
transactions  arc  collected  online  for  a 
nightly  batch  update  run. 

b.  Decentralized.  The  components  of 
the  system  are  geographically  separated 
and  processing  is  done  on  more  than  one 
v.stem.  Application  processing  can  be 
accomplished  closer  to  the  user  location 
and  normally  in  an  interactive  environ¬ 
ment.  Decentralized  and  centralized 
modes  of  implementation  are  not  mutu¬ 
ally  exclusive.  A  combination  of  the  two 
methods  of  hardware  distribution  may  be 
used  within  a  single  data  system  imple¬ 
mentation. 

c.  Network. 

(1)  A  system  network  is  a  system 
composed  of  two  or  more  large  comput¬ 
ers,  personal  computers,  or  terminals. 
Most  networks  are  composed  of  multiple 
terminals  and  personal  computers,  and 
possibly  multiple  large  host  computers  to 
enable  the  network  to  function  more 
efficiently  and  more  productively. 

(2)  Since  neither  the  centralized  nor 
decentralized  system  was  the  ideal  by 
itself,  the  combination  of  the  two  con- 
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cepts  through  networking  created  the 
distributed  processing  system.  This  sys¬ 
tem  allows  for  each  organizational  entity 
to  process  its  own  unique  information 
and  provide  any  common  information  to 


other  decentralized  sites  for  processing. 
Distributed  computer  systems  can  be 
totally  autonomous  and  independent,  or 
they  can  be  interconnected  and  very 
dependent. 
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C-200  Section  2  —  Control  Procedures  in  EDP  Systems 


C-201  Introduction 

This  section  defines  the  auditor’s  re¬ 
sponsibility  in  the  review  of  control  pro¬ 
cedures  and  describes  general  and  appli¬ 
cation  controls  associated  with  EDP  sys¬ 
tems. 

C-202  Standards  on  Study  of  Internal 
Control  Structure  in  EDP  Systems 

a.  The  second  standard  of  field  work 
issued  by  the  AICPA  states  that  a  suffi¬ 
cient  understanding  of  the  internal  con¬ 
trol  structure  is  to  be  obtained  to  plan  the 
audit  and  to  determine  the  nature,  tim¬ 
ing,  and  extent  of  tests  to  be  performed. 
The  purpose  of  the  auditor’s  study  and 
evaluation  is  to  establish  a  basis  for 
reliance  thereon  in  determining  the  na¬ 
ture,  extent,  and  timing  of  audit  tests  to 
be  applied  in  the  examination  of  finan¬ 
cial  statements  or  cost  representations. 

b.  The  definition  and  related  basic 
concepts  of  control  procedures  are  ex¬ 
pressed  in  terms  of  objectives,  and  are 
independent  of  the  method  of  data  pro¬ 
cessing  used.  They  apply  equally  to  man¬ 
ual,  mechanical,  and  electronic  data  pro¬ 
cessing  systems.  However,  the  methods 
an  entity  uses  to  process  accounting  data 
may  influence  the  procedures  designed  to 
test  the  adequacy  and  compliance  of  the 
accounting  system  and  control  proce¬ 
dures. 

c.  Where  electronic  data  processing  is 
used  in  significant  accounting  applica¬ 
tions,  control  procedures  are  sometimes 
defined  by  classifying  them  into  two 
types;  general  and  application  controls. 
Whether  the  control  procedures  are  clas¬ 
sified  by  the  auditor  as  general  and 
application  controls,  the  objectives  of 
control  procedures  remain  the  same:  to 
provide  reasonable,  but  not  necessarily 
absolute,  assurance  that  assets  are  safe¬ 
guarded  from  unauthorized  use  or  dispo¬ 
sition  and  that  financial  and  cost  records 
are  reliable  to  permit  the  preparation  of 
financial  statements  and  cost  representa¬ 
tions. 

d.  The  auditor  should  review  the  gener¬ 
al  and  application  controls  in  data  pro¬ 


cessing  systems  to  determine  if  they  have 
been  designed  according  to  management 
direction,  GAAP,  and  applicable  govern¬ 
ment  regulations  and  that  control  proce¬ 
dures  are  operating  effectively  to  provide 
reliability  of  and  security  of  the  data 
processed. 

C-202. 1  Control  Procedure  Objectives 

a.  Control  procedures  should  be  de¬ 
signed  to  meet  or  satisfy  the  following 
objectives. 

(1)  Access  to  assets  is  permitted  only  in 
accordance  with  management’s  policies 
and  objectives.  The  number  of  persons 
having  access  should  be  limited  and 
functions  within  the  system  should  be 
segregated  between  the  data  processing 
department  and  the  system’s  users. 

(2)  Transactions  arc  initiated  in  accor¬ 
dance  with  management’s  authorizations. 
Transactions  may  include  accounting 
transactions,  system  and  program 
changes,  authorization  table  changes,  etc. 
This  objective  should  also  include  auto¬ 
matically  initiated  transactions  such  as 
those  which  the  application  system  starts 
based  on  a  time  of  day  or  a  system  event. 
An  example  of  a  system  event  that  would 
utilize  automatic  transaction  initiation 
(ATI)  would  be  on-hand  inventory  falling 
below  a  reorder  point. 

(3)  All  transactions  are  promptly  re¬ 
corded  to  permit  preparation  of  financial 
statements  and  to  maintain  accountabili¬ 
ty  for  assets. 

(4)  Accountability  records  are  com¬ 
pared  periodically  with  the  actual  assets 
or  with  other  resources  and  appropriate 
action  is  taken  to  resolve  any  differences. 

b.  To  achieve  the  above  control  proce¬ 
dure  objectives,  the  EDP  system  should 
be  able  to  identify  each  authorized  user, 
determine  if  the  processing  request  is 
within  that  user’s  authorization,  process 
all  valid  user  requests  in  an  appropriate 
time  frame,  and  record  all  authorized 
user  activity  plus  unauthorized  login  at¬ 
tempts  and  attempts  to  perform  unautho¬ 
rized  functions  by  otherwise  authorized 
users. 
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C-203  EDP  General  Controls 

a.  General  controls  are  composed  of  (i) 
organization  and  operation  controls,  (ii) 
systems  development  and  documentation 
controls,  (iii)  hardware  and  systems  soft¬ 
ware  controls,  (iv)  access  controls,  and  (v) 
data  and  procedural  controls. 

b.  Weaknesses  often  have  pervasive 
effects.  When  general  controls  are  weak 
or  absent,  consider  the  effect  of  such 
weaknesses  or  absence  in  the  evaluation 
of  application  controls. 

C-203. 1  Organization  and  Operation 
Controls 

a.  The  effectiveness  of  many  control 
procedures  depends  on  the  activities  of 
responsible  personnel.  A  properly  func¬ 
tioning  organization  is  an  important  con¬ 
trol  factor.  In  an  EDP  system,  the  plan  of 
organization  should  include  these  basic 
general  controls. 

(1)  Segregation  of  functions  between 
the  EDP  department  and  users.  The  EDP 
department  should  be  independent  of  the 
user  community  and  should  have  control 
over  the  data  processed,  but  should  not 
correct  errors  unless  they  are  generated 
within  EDP. 

(2)  Provision  for  general  authorization 
over  the  execution  of  transactions,  e.g., 
prohibiting  the  EDP  department  from 
initiating  or  authorizing  transactions. 
The  EDP  department  should  not  prepare 
the  data  for  input,  have  custody  of  or 
control  non-EDP  assets,  or  have  the 
authority  to  originate  master  file  changes. 

(3)  Segregation  of  functions  within  the 
EDP  department,  including  separation 
between  operations  and  programming,  an 
independent  control  group,  a  librarian, 
iu._£ion  of  operators,  and  required  vaca¬ 
tions. 

b.  An  effective  plan  of  organization 
should  provide  for  the  segregation  of 
functions  and  responsibilities  so  that  no 
one  person  has  incompatible  duties  that 
would  permit  the  perpetration  and  con¬ 
cealment  of  material  errors  or  iriegulari- 
ties.  Weaknesses  in  EDP  organization 
usually  affect  all  applications. 


C-203.2  Systems  Development  and 
Documentation  Controls 

a.  These  controls  relate  to  the  review, 
testing,  and  approval  of  new  systems, 
control  over  program  changes,  and  docu¬ 
mentation  procedures.  When  properly 
designed,  these  controls  can  help  prevent 

(i)  implementation  of  systems  that  do  not 
have  adequate  application  controls,  (ii) 
development  of  systems  that  do  not  meet 
management  objectives  or  operate  in 
accordance  with  original  specifications, 
(iii)  implementation  of  systems  that  have 
not  been  adequately  tested,  and  (iv)  im¬ 
plementation  of  systems  that  are  suscep¬ 
tible  to  unauthorized  modification. 

b.  The  systems  development  and  docu¬ 
mentation  controls  are  as  follows: 

(1)  System  design  and  acquisition  of 
software  packages  should  require  partici¬ 
pation  of  EDP  personnel,  system  users, 
the  accounting  department  and  internal 
auditors. 

(2)  Each  system  should  have  written 
specifications  which  are  reviewed  and 
approved  by  management  and  user  de¬ 
partments.  These  specifications  will  serve 
as  a  benchmark  to  measure  the  resulting 
system’s  performance. 

(3)  System  testing  should  be  a  com¬ 
bined  effort  of  the  users  a\  f  EDP  person¬ 
nel  to  determine  that  a  system  operates  in 
conformity  with  its  design  specifications 
and  that  it  satisfies  user  requirements. 
The  testing  should  be  designed  to  ensure 
that  correct  input  will  produce  the  de¬ 
sired  or  expected  output  and  that  incor¬ 
rect  or  erroneous  input,  processing,  or 
output  will  be  detected. 

(4)  Final  approval  should  be  obtained 
from  management,  users  and  EDP  per¬ 
sonnel  prior  to  implementing  a  new  sys¬ 
tem.  The  final  test  results  and  documen¬ 
tation,  changes  in  the  original  design,  and 
operation  procedures  should  be  exam¬ 
ined. 

(5)  All  master  file,  data  base  and  trans¬ 
action  file  conversions  should  be  con¬ 
trolled  to  prevent  unauthorized  changes 
and  to  provide  accurate  and  complete 
results.  Responsible  personnel  should  es¬ 
tablish  controls  such  as  record  counts, 
hash  totals,  and  amount  totals  to  recon¬ 
cile  converted  file  data  to  original  input. 
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(6)  All  system  and  application  software 
changes  should  be  reviewed  and  ap¬ 
proved  prior  to  implementation  to  deter¬ 
mine  that  they  have  been  authorized, 
tested  and  documented. 

(7)  Management  should  require  appro¬ 
priate  levels  of  documentation  and  proce¬ 
dures  to  define  the  system  at  various 
levels  of  detail.  Good  documentation 
policies  and  procedures  greatly  facilitate 
program  modifications,  staff  training, 
and  establish  a  starting  point  for  a  review 
of  control  procedures. 

C-203.3  Hardware  and  Systems  Software 
Controls 

a.  Most  computer  hardware  can  detect 
and  record  hardware  failures,  although 
some  systems  are  not  designed  to  take 
advantage  of  available  controls.  Failure 
to  utilize  available  hardware  controls  can 
result  in  processing  errors.  General  inqui¬ 
ries  should  ascertain  that  (i)  the  hardware 
is  equipped  with  automatic  error  detec¬ 
tion  features,  (ii)  periodic  preventive 
maintenance  is  performed  on  all  hard¬ 
ware,  (iii)  procedures  have  been  estab¬ 
lished  to  recover  from  hardware  failures, 
and  (iv)  there  is  adequate  authorization 
and  control  over  implementation  of,  and 
changes  to,  operating  systems  software. 

b.  Hardware  and  systems  software  con¬ 
trols  are  as  follows: 

(1)  Control  features  of  computer  hard¬ 
ware,  operating  systems,  and  other  sup¬ 
porting  software  should  be  utilized  to  the 
extent  possible.  One  such  example  is 
access  control  software.  This  software 
works  as  an  extention  of  the  operating 
system  to  protect  file  and  program  access. 
The  use  of  access  control  software  has 
become  an  industry  standard.  Vendor- 
supplied  software  may  contain  operation¬ 
al  control  features,  such  as,  provisions  for 
creating  and  checking  header  and  trailer 
records,  file  names,  record  counts,  block 
counts,  volume  identification,  date,  and 
file/data  retention  periods. 

(2)  Systems  software  should  be  subject¬ 
ed  to  the  same  controls  as  those  applied 
to  application  software.  By  its  very  na¬ 
ture,  systems  software  is  extremely  com¬ 
plex  and  is  sensitive  to  even  minor  pro¬ 
gram  changes.  Systems  documentation 
should  indicate  a  chronological  history  of 


all  changes  made  to  operating  system 
software. 

C-203.4  Access  Controls 

a.  Access  controls  provide  safeguards 
to  insure  that  EDP  resources  are  properly 
utilized.  Prope*  access  controls  will  assist 
in  the  prevention  or  detection  of  deliber¬ 
ate  or  accidental  errors  caused  by  im¬ 
proper  use  or  manipulation  of  data  files, 
unauthorized  or  incorrect  use  of  a  com¬ 
puter  program,  and/or  improper  use  of 
computer  resources. 

b.  Access  to  EDP  systems  should  be 
controlled  and  limited  to  only  those 
individuals  who  require  access.  Informa¬ 
tion  is  a  valuable  asset  and  should  be 
protected  as  such.  Information  manage¬ 
ment  functions  should  be  divided  be¬ 
tween  EDP  systems  personnel  and  infor¬ 
mation  users/owners.  Functions  which 
relate  to  the  actual  physical  EDP  system 
or  to  the  information  data  base  as  a 
whole  are  the  responsibility  of  the  EDP 
systems  office,  while  functions  which  act 
upon  the  information  stored  within  the 
system  or  data  base  are  the  responsibility 
of  that  information  element’s  owner  or 
authorized  user. 

c.  Access  to  EDP  systems  is  often 
controlled  via  system  and  application 
software.  Controls  in  the  operating  sys¬ 
tem,  e.g.,  passwords  and  access  control 
software,  help  control  system  access.  Ap¬ 
plication  program  software  often  con¬ 
tains  access  controls  which  limit  the 
capabilities  of  different  users  to  perform 
various  options  of  the  appl’jation  pro¬ 
gram.  For  example,  in  menu  driven  ap¬ 
plications,  access  to  data  and  files  is 
determined  by  user  responses. 

d.  Transactions  which  reference  or 
update  organizational  master  files  and 
data  bases,  transactions  which  change 
system  software  or  application  software, 
or  transactions  which  update  control  ta¬ 
bles  should  be  initiated  only  by  individu¬ 
als  with  proper  management  approval 
and  authorization.  The  EDP  system 
should  have  the  ability  to  identify  and 
record  each  specific  attempt  to  gain  ac¬ 
cess  and  to  recognize  and  allow  author¬ 
ized  use.  while  blocking  invalid  access. 
The  system  should  be  capable  of  validat¬ 
ing  each  authorized  user’s  level  of  access 
so  that  casual  users  and  individuals  with 
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reference-only  authority  are  not  allowed 
to  update  data  files,  control  tables,  or 
system  and  application  software. 

e.  Control  procedures  should  ensure 
that. 

(1)  Access  to  program  documentation 
is  limited  to  those  persons  who  require  it 
in  the  performance  of  their  duties. 

(2)  Access  to  data  files  and  programs  is 
limited  to  those  individuals  authorized  to 
process  and  maintain  that  system.  Access 
to  data  files  should  be  limited  to  comput¬ 
er  operators  processing  the  application 
only  during  the  scheduled  time  period  for 
the  application  process.  Access  to  pro¬ 
grams  should  be  limited  only  to  author¬ 
ized  persons  making  modifications.  Usu¬ 
ally  this  control  is  implemented  through 
a  librarian  function.  The  librarian  can  be 
a  person  or  group  of  individuals,  or  can 
be  a  software  package  designed  for  this 
purpose.  There  are  several  commercial 
librarian  software  packages  available. 

(3)  Access  to  computer  hardware  and 
operating  system  software  is  limited  to 
authorized  individuals. 

C-203.5  Data  and  Procedural  Controls 

a.  Data  and  procedural  controls  pro¬ 
vide  a  framework  for  controlling  daily 
operations  and  establishing  safeguards 
against  processing  errors. 

b.  The  following  controls  should  be 
established  within  the  processing  depart¬ 
ment. 

( 1 )  A  control  unit  should  be  responsible 
for  receiving  all  data  to  be  processed, 
recording  all  data,  followup  on  errors 
detected  during  processing  to  include 
error  correction  and  resubmission,  and 
for  verifying  the  proper  distribution  of 
output.  This  cc'  .rol  function  is  most 
effectively  perfomed  by  the  user  com¬ 
munity  or  by  an  independent  group  with¬ 
in  EDP.  The  control  function  should 
maintain  control  totals  on  input,  master 
files,  output  files,  and  verify  totals  when 
files  are  processed. 

(2)  A  written  manual  of  systems  and 
procedures  should  be  prepared  for  all 
computer  processing  and  should  provide 
for  management’s  authorization  to  pro¬ 
cess  transactions.  Operator  manuals 
should  describe  operational  procedures, 
identify  all  input  files,  and  outline  ac¬ 
tions  to  respond  to  error  messages  or 


halts.  Restart  procedures  should  be  set 
forth. 

(3)  Internal  auditors  or  some  other 
independent  group  within  an  organiza¬ 
tion  should  review  and  evaluate  proposed 
systems  at  critical  stages  of  development. 
In  accordance  with  management’s  gener¬ 
al  or  specific  authorization,  user  depart¬ 
ments  and  system  analysts  have  the  pri¬ 
mary  responsibility  for  designing,  imple¬ 
menting,  and  testing  a  system  in  a  man¬ 
ner  that  is  efficient,  provides  an  audit 
trail,  and  includes  adequate  control  pro¬ 
cedures. 

(4)  Internal  auditors  or  some  other 
independent  group  within  an  organiza¬ 
tion  should  periodically  review  and  test 
computer  processing  procedures  and  ac¬ 
tivities. 

c.  The  auditor  should  consider  control 
procedures  over  the  physical  security  of 
the  EDP  system  and  data  produced. 
Physical  security  can  improve  the  separa¬ 
tion  of  custody  over  assets,  prevent  the 
accidental  or  intentional  destruction  of 
data,  and  provide  for  both  the  replace¬ 
ment  of  records  that  may  be  destroyed 
and  the  continuity  of  operations  follow¬ 
ing  a  major  hardware  or  software  failure. 
Some  controls  that  might  be  reviewed 
include: 

(1)  Off-premises  storage  of  important 
files,  programs,  and  documentation,  as 
well  as  a  formal  plan  for  record  retention. 

(2)  Environmental  controls  to  protect 
against  excess  humidity,  temperature 
variations,  or  other  atmospheric  condi¬ 
tions. 

(3)  Protection  of  computer  hardware, 
programs,  and  files  against  fire  and  other 
hazards. 

C-204  EDP  Application  Controls 

a.  Application  control  procedures  are 
applied  to  the  input,  processing  and 
output  phases  of  a  single  EDP  applica¬ 
tion.  e.g.,  labor  distribution,  inventory 
control,  purchasing;  in  contrast,  general 
controls  affect  all  applications  and  ele¬ 
ments  of  an  EDP  system.  Separate  con¬ 
trol  p’-./Cedures  are  developed  for  each 
unique  application  system.  Although 
some  application  control  procedures  af¬ 
fect  only  one  or  just  a  few  conirol  objec¬ 
tives,  most  of  the  control  procedures  are 
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designed  to  prevent  or  detect  several 
types  of  errors  in  most  or  all  phases  of  the 
application. 

b.  During  the  review  of  application 
controls,  consider  any  weaknesses  that 
exist  within  the  general  controls.  Consid¬ 
er  the  importance  of  the  presence  or 
absence  of  each  application  control  as 
one  element  of  the  internal  control  struc¬ 
ture.  The  absence  of  one  control  may  not 
be  a  weakness  if  other  controls  compen¬ 
sate  for  it.  Place  emphasis  on  understand¬ 
ing  the  entire  internal  control  structure 
and  review  only  those  application  con¬ 
trols  that  will  serve  as  a  basis  for  audit 
reliance. 

c.  Application  controls  are  normally 
divided  into  three  categories;  input  con¬ 
trols,  processing  controls,  and  output 
controls. 

C-204.1  Input  Controls 

a.  Input  controls  are  designed  to  pro¬ 
vide  reasonable  assurance  that  data  re¬ 
ceived  for  processing  by  EDP  have  been 
properly  authorized,  converted  into  ma¬ 
chine  sensible  form  and  identified,  and 
that  data  have  not  been  lost,  suppressed, 
added,  duplicated,  or  otherwise  improp¬ 
erly  changed.  Input  controls  include  con¬ 
trols  that  relate  to  rejection,  correction, 
and  resubmission  of  data  that  were  ini¬ 
tially  incorrect. 

b.  There  are  four  basic  categories  of 
input  to  be  controlled: 

(1)  Transaction  entry.  Transaction  en¬ 
try  is  usually  the  largest  volume  of  activi¬ 
ty  and  can  account  for  the  greatest  num¬ 
ber  of  errors.  The  entry'  of  transactions 
can  cause  the  system  to  generate  addi¬ 
tional  transactions. 

(2)  File  maintenance  transactions.  File 
maintenance  involves  a  limited  volume 
of  data,  originates  from  restricted  sources 
and  has  a  relatively  long-term  impact  on 
the  file  or  files  that  are  updated,  for 
example,  a  change  of  address  on  a  cus¬ 
tomer  master  file.  Errors  in  the  mainte¬ 
nance  of  master  files  can  have  a  continu¬ 
ing  impact  on  accounting  transactions. 

(.3)  Inquiry  transactions.  Although 
these  transactions  do  not  change  the  file 
that  is  referenced,  they  can  serve  to 
trigger  other  decisions  on  the  part  of  the 
user. 


(4)  Error  correction  transactions.  Error 
correction  is  usually  more  complex  than 
the  original  transaction  entry,  and  offers 
a  greater  opportunity  for  errors. 

c.  Input  controls  should  be  designed  to 
ensure  that: 

(1)  Only  properly  authorized  and  ap¬ 
proved  input,  prepared  in  accordance 
with  management’s  general  or  specific 
authorization,  is  accepted  by  EDP  for 
processing.  Each  application  should  in¬ 
clude  a  procedure  for  authorizing  input 
transactions.  In  systems  where  input  is 
not  supported  by  documents,  e.g.,  an 
automated  labor  input  system,  authoriza¬ 
tion  can  be  controlled  by  programs  that 
check  control  tables  to  be  sure  that  the 
individual  is  both  authorized  to  operate 
the  input  device  (terminal)  and  to  enter 
the  particular  transaction. 

(2)  The  EDP  system  verifies  all  signifi¬ 
cant  codes  used  to  record  data.  In  many 
systems,  efficiency  is  obtained  by  using 
codes  to  represent  data,  e.g.,  codes  to 
represent  geographic  locations,  state 
names,  cities,  etc.  Self-checking  digits  arc 
often  added  to  code  numbers  to  detect 
transpositions  or  other  clerical  errors. 
Input  might  include  both  account  num¬ 
ber  and  the  first  three  or  four  letters  of 
the  account  name  and  if  either  of  these 
does  not  match  the  master  file,  the  trans¬ 
action  would  be  rejected  for  processing. 

(3)  The  conversion  of  data  into  ma¬ 
chine-sensible  form  is  controlled.  The 
most  common  errors  involve  keying  er¬ 
rors  and  the  losing  or  dropping  of  errors. 
Errors  can  be  minimized  by  using  record 
counts,  batch  totals  and  controls,  com¬ 
puter  editing  and  verification,  hash  to¬ 
tals,  and  reasonableness  checks. 

(4)  The  movement  of  data  between  one 
processing  step  and  another,  or  between 
departments  is  controlled.  This  control 
should  be  designed  to  prevent  lost,  add¬ 
ed,  or  altered  data.  This  control  can 
involve  input  control  totals  which  are 
then  compared  to  run-to-run  totals. 
Batch  totals  (in  a  batch  processing  sys¬ 
tem)  can  be  u,sed  to  control  the  physical 
flow  and  movement  of  data. 

(5)  The  correction  of  all  errors  detected 
by  the  system,  and  the  resubmission  of 
corrected  transactions  is  reviewed  and 
controlled.  Effective  control  can  be 
achieved  by  assigning  the  responsibility 
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to  a  specific  individual  or  group.  A 
correction  or  revision  that  is  entered  into 
the  system  should  be  subjected  to  the 
same  edits  and  controls  that  were  applied 
to  the  original  transaction. 

C-204.2  Processing  Controls 

a.  Processing  controls  are  designed  to 
provide  reasonable  assurance  that  elec¬ 
tronic  data  processing  has  been  per¬ 
formed  as  intended  for  a  particular  appli¬ 
cation. 

b.  These  controls  are  designed  to  pre¬ 
vent  or  detect  failures  to  process  all 
input,  duplicate  processing  of  the  same 
input,  processing  and  updating  of  the 
wrong  data  files,  processing  of  unreason¬ 
able  or  illogical  input,  and  loss  or  distor¬ 
tion  of  input. 

c.  Processing  controls  should  help  in¬ 
sure  that: 

(1)  The  EDPS  facilitates  balancing  in¬ 
put  controls  with  processing  controls.  For 
example,  if  the  general  ledger  system 
provides  for  total  debits  and  credits  to  be 
posted  as  an  input  control,  the  system 
should  produce  corresponding  totals.  In 
other  words,  the  system  should  facilitate 
reconciling  input  totals  with  run-to-run 
totals. 

(2)  Processing  the  w'rong  file,  file  ma¬ 
nipulation  errors,  and  operational-caused 
errors  are  highlighted  and  controlled. 
Programs  should  be  designed  to  check  the 
identification  of  files.  External  file  labels 
should  be  established  and  controlled.  The 
system  should  employ  internal  labels. 
Parameter  cards,  processing  dates,  job 
control  or  execution  commands,  and  oth¬ 
er  commands  entered  by  the  operators 
should  be  comrolled.  The  system  may  be 
able  to  print  the  input  received  prior  to 
any  further  processing  so  that  it  can  be 
review'ed  for  accuracy.  All  operator  com¬ 
mands  may  be  recorded  and  may  be 
reviewed  by  management  at  a  subsequent 
time. 

(3)  Limit  and  reasonableness  checks 
are  incorporated  within  programs.  Prop¬ 
erly  designed  programs  may  contain  logic 
checks  that  prevent  processing  errors 
such  as  reducing  inventory  quantities  to  a 
minus  value,  charging  depreciation  in 
excess  of  original  asset  value,  or  charging 
excess  hours,  e.g.,  60.  by  one  employee  in 
a  work  w'eek.  Some  of  these  logic  tests 


and  checks  include  comparison  to  a  limit 
or  range  of  values,  tests  for  mathematical 
sign,  test  for  zero  value,  test  for  non¬ 
numeric  data  in  numeric  fields,  and  test 
for  logical  relationships  between  data 
fields. 

(4)  Run-to-run  controls  are  verified  at 
appropriate  points  in  the  processing  cy¬ 
cle.  Selected  record  counts/field  totals 
should  be  verified  at  appropriate  process¬ 
ing  points.  Run-to-run  errors  are  usually 
caused  by  operator  mistakes,  or  a  pro¬ 
gram,  file,  or  hardware  failure.  An  exam¬ 
ple  of  run-to-run  controls  would  be  if 
1000  transactions  totaling  $100,000  were 
currently  processed  and  the  prior  open 
file  contains  4000  transactions  totaling 
$700,000,  the  updated  file  should  contain 
5000  transactions  totaling  $800,000.  This 
control  featuie  can  be  performed  manual¬ 
ly  or  by  the  computer  program, 

C-204.3  Output  Controls 

a.  Output  controls  are  designed  to 
assure  the  accuracy  of  the  processing 
results  and  that  only  authorized  person¬ 
nel  receive  the  output  results.  The  results 
of  processing  can  be  listings,  displays, 
reports,  magnetic  files,  invoices,  checks, 
etc. 

b.  Output  controls  usually  include  bal¬ 
ancing,  visually  scanning,  verifying,  and 
distributing  the  output. 

c.  Output  controls  should  be  designed 
to  ensure  that: 

(1)  Output  control  totals  are  reconciled 
with  input  and  processing  controls.  Ideal¬ 
ly,  these  reconciliations,  such  as  balanc¬ 
ing  to  general  ledger  figures,  should  be 
performed  by  the  user,  an  independent 
control  group,  or  computer  program. 

(2)  Output  is  scanned  and  tested 
against  the  original  source  input  docu¬ 
ments.  Some  types  of  processing  cannot 
be  controlled  by  balancing  of  totals.  For 
example,  master  file  updated  of  non-nu¬ 
meric  data.  In  such  cases,  before  and 
after  contents  of  the  file  should  be  pre¬ 
pared  and  subjected  to  an  item-by-item 
reconciliation  with  the  source  input. 

(3)  Systems  output  is  distributed  to 
only  authorized  users.  An  independent 
control  group  should  be  responsible  for 
the  distribution  of  all  output. 
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C-204.4  Audit  EL«*ct  of  a  Weakness  In 
Application  Controls 

a.  The  effectiveness  of  controls  in  each 
category  should  be  considered  in  relation 
to  their  impact  on  the  application  being 
reviewed. 

b.  Evaluating  the  application  controls 
should  consider  the  following: 

(1)  The  absence  of  input  controls  may 
permit  transactions  to  be  lost,  duplicated, 
or  entered  incorrectly.  This  could  seri¬ 
ously  affect  financial  results  or  cost  repre¬ 
sentations. 


(2)  Processing  control  weaknesses 
could  result  in  lost  or  duplicate  records  or 
out-of-balance  financial  records  or  cost 
representations. 

(3)  Output  control  weaknesses  can 
have  serious  audit  implications.  Be  aware 
of  increased  potential  for  errors  when 
distribution  of  output  is  not  adequately 
controlled,  especially  when  the  output 
consists  of  checks,  invoices,  or  other 
sensitive  information. 
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C-300  Section  3  —  EDP  General  and  Application  System  Reviews 


C-301  Introduction 

This  section  describes  the  audit  proce¬ 
dures  and  risks  associated  with  EDP 
general  and  application  system  reviews. 
The  preliminary  review,  system  survey, 
and  internal  control  survey  are  discussed. 
The  audit  risks  associated  with  EDP 
systems  and  the  techniques  of  transaction 
auditing  are  presented. 

C-302  Audit  Scope 

a.  The  EDP  general  and  application 
system  control  review  usually  involves  a 
preliminary  review  and  survey  of  the 
contractor’s  EDP  system,  a  review  and 
survey  of  the  EDP  general  controls  and 
application  controls  for  the  accounting 
application  being  reviewed  (e.g.,  labor, 
material,  etc.),  an  evaluation  of  EDP 
audit  risk  and  vulnerability,  and  suffi¬ 
cient  transaction  testing  to  determine  the 
integrity  and  reliability  of  the  data  result¬ 
ing  from  the  application. 

b.  All  auditors  require  a  high  level  of 
insight  into  individual  automated  sys¬ 
tems  and  control  procedures,  and  the 
relationship  of  the  system  and  control 
procedures  to  the  contractor’s  internal 
control  structure.  Auditors  need  to  devel¬ 
op  the  ability  to  view  automation  and 
EDP  activities  as  tools  which  may  be 
used  incorrectly  or  even  used  to  attempt 
fraud.  Increased  use  of  data  communica¬ 
tions,  especially  from  outside,  should 
heighten  auditor  concern  about  unautho¬ 
rized  access  and  will  further  define  the 
direction  of  future  audits.  The  auditor 
should  not  automatically  accept  the  fact 
that  information  is  as  it  appears  to  be  and 
that  records  are  inherently  accurate  just 
because  they  are  processed  or  stored  on  a 
computer.  The  auditor  should  maintain  a 
professional  skepticism  concerning  EDP. 

C-303  Preliminary  Review  and 
System  Survey 

a.  The  auditor’s  concerns  should  be 
identifying  and  understanding  the  basic 
EDP  organization,  function,  and  control 


procedures  as  they  relate  to  the  contrac¬ 
tor’s  internal  control  structure. 

b.  The  purpose  of  the  preliminary 
review  and  system  survey  is  to  obtain  an 
understanding  of  how  the  contractor’s 
general  EDP  systems  and/or  particular 
application  being  reviewed  is  designed  to 
operate  by  reviewing  EDP  organization 
charts,  discussing  the  functions  of  the 
EDP  internal  audit  group,  and  discussing 
the  operational  and  control  procedures 
with  representatives  from  the  EDP  and 
accounting  departments. 

c.  Design  the  preliminary  phase  to  also 
provide  an  understanding  of  (1)  the  flow 
of  transactions  through  the  accounting 
systems,  (2)  the  extent  to  which  EDP  is 
used  in  each  significant  accounting  appli¬ 
cation.  and  (3)  control  procedures. 

d.  After  completing  the  preliminary 
phase  of  the  review,  the  auditor  should 
have  a  good  understanding  of  the  internal 
control  structure.  With  this  understand¬ 
ing,  the  auditor  should  be  able  to  assess 
the  significance  of  control  procedures 
and  determine  rhe  nature  and  extent  of 
any  additional  review. 

C-303.1  Flow  of  Transactions 

To  understand  the  flow  of  transactions, 
focus  attention  on: 

a.  Applications  documentation,  includ¬ 
ing  system  and  program  flowcharts. 

b.  Source  documents  and  other  activi¬ 
ties  that  start  the  transaction  flow  pro¬ 
cess. 

c.  Any  non-EDP  processing  involving 
the  source  documents. 

d.  Data  conversion  to  machine-sensible 
form. 

e.  The  creation  of  all  input  files,  the 
subsequent  processing  of  these  files,  ana 
the  resulting  output  files  of  each  process¬ 
ing  step  within  the  application. 

f.  Any  use  of  master  files  to  supply 
additional  information  or  to  aid  in  pro¬ 
cessing  source  documents. 

g.  Flow  of  converted  data  through 
accounting  applications. 

h.  Error  correction  and  resubmission 
procedures. 

i.  Any  othei  data  files  created  or  updat¬ 
ed  as  a  result  of  data  processing. 
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C-303.2  Extent  of  EDP  Utilization 

Consider  the  following  factors  when 
determining  the  extent  of  EDP  utilization 
in  an  accounting  function. 

a.  The  flow  of  transactions  between 
EDP  and  non-EDP  activities. 

b.  The  processing  nature  within  EDP 
(computer  processing). 

c.  The  number  and  nature  of  transac¬ 
tions  processeci  in  a  given  application 
cycle. 

d.  The  collective  dollar  amount  of 
transactions  processed,  as  well  as,  the 
average  amount  of  each  individual  trans¬ 
action. 

C-303.3  Basic  Control  Procedures 

Evaluate  the  following  factors  when 
reviewing  the  basic  control  procedures  in 
EDP  systems. 

a.  Divisions  of  responsibility  between 
EDP  and  non-EDP  portions  of  the  sys¬ 
tem. 

b.  Manual  and  EDP-based  controls 
relationships. 

c.  The  nature,  extent,  and  availability 
of  information  to  create  an  audit  trail. 

C-304  EDP  Internal  Control  Survey 

C-304.1  Scope  of  Review 

The  scope  of  any  internal  control  sur¬ 
vey  must  include  the  complete  system; 
both  automated  and  manual  portions 
thereof,  It  must  encompass  the  system 
fiom  the  creation  of  the  source  data  to 
the  final  reporting  of  the  information 
creation  activity.  Usually  the  review  of 
control  procedures  is  concunent  with  the 
preliminary  review  and  survey  of  the 
EDP  syr'em. 

C-304.2  Audit  Objectives 

a.  In  surveying  EDP  control  proce¬ 
dures  consider  the  types  of  errors  and 
iriv-gularities  that  could  occur,  identify 
the  control  procedures  that  would  pre¬ 
vent  or  detect  such  events,  determine 
whether  these  procedures  exist  and  are 
being  followed,  and  evaluate  any  weak¬ 
nesses  and  their  effect  on  the  nature, 
timing,  and  extent  of  auditing  procedures 
to  be  applied. 

The  auditor  should  review  the  ac- 
couiuing  system  and  assess  control  proce- 
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dures  to  provide  evidence  that  the  follow¬ 
ing  conditions  exist: 

(1)  Audit  trails,  where  possible,  should 
identify  all  of  the  detail  transactions  that 
are  included  in  any  summarized  results. 

(2)  Accounting  and  audit  information 
should  be  controlled  and  protected  from 
loss,  alteration,  or  destruction.  The  appli¬ 
cation  processing  should  not  destroy  the 
audit  trail. 

(3)  The  above  control  procedures 
should  exist  so  that  the  auditor  can  be 
reasonably  certain  that  processing  integ¬ 
rity  within  the  EDP  system  is  main¬ 
tained. 

(4)  Audit  tools  should  be  available  to 
permit  the  auditor  to  access  the  audit 
evidence  in  an  independent  and  cost-ef¬ 
fective  manner.  In  addition  to  operating 
system  utility  programs  and  4th  genera¬ 
tion  language  {4GL)  query  capabilities 
which  may  be  available  through  the  con¬ 
tractors  own  facilities,  the  DCAA  data 
retrieval  package,  DATATRAK  can  be 
installed  and  utilized.  Operational  guid¬ 
ance  is  provided  in  DCAAP  7641.89. 

c.  Notify  the  contractor  of  serious 
weaknesses  in  EDP  general  and  applica¬ 
tion  controls  at  the  earliest  possible  time. 
Do  not  wait  until  the  completion  of  the 
review  or  the  exit  conference.  The  notifi¬ 
cation  should  be  written  whenever  possi¬ 
ble.  Document  any  oral  discussions  with 
appropriate  memorandums  or  notations 
in  the  working  papers. 

C-305  Audit  Risk  in  EDP  Systems 

a.  Risk  is  the  probability  that  an  ad¬ 
verse  event  may  occur.  Understanding 
the  risk  allows  the  auditor  to  determine 
the  probability  that  an  adverse  event  will 
or  will  not  occur.  One  such  adverse  event 
is  the  risk  of  fraud.  With  the  develop¬ 
ment  of  advanced  data  processing  sys¬ 
tems,  potential  fraud  is  enhanced  by  two 
factors:  manually  prepared  records  being 
replaced  by  computer  output  and  audit 
trails  being  eliminated  or  made  more 
difficult  to  follow. 

b.  Risks  associated  with  the  elimina¬ 
tion  of  the  audit  trail  are  as  follows: 

(1)  Source  documents  may  not  be  easi¬ 
ly  accessible  at  the  audit  site  due  to  high¬ 
speed  communications  and  distributed 
processing  systems. 
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(2)  Traditional  source  documents  may 
no  longer  be  available  due  to  more  wide¬ 
spread  use  of  direct  input  equipment  and 
data  entry  terminals.  For  example,  an 
automated  timekeeping/labor  entry  sys¬ 
tem  may  have  eliminated  the  use  of 
timecards. 

(3)  Master  files  may  not  contain  all 
details  previously  seen  in  manual  ledger 
systerns.  Computerized  master  files  may 
contain  only  the  summarization  and  to¬ 
tals  for  all  of  the  detail  transactions. 

(4)  Source  data  may  only  exist  for  a 
limited  time.  Input  data  may  be  de¬ 
stroyed  after  successful  processing.  For 
example,  once  the  labor  processing  is 
complete  and  labor  has  been  distributed 
to  proper  cost  objectives,  the  raw  input 
labor  transactions  file  may  be  written 
over  the  following  pay  period.  In  this 
case,  the  raw  labor  input  for  a  given  pay 
period  will  only  exist  until  the  next  pay 
cycle. 

(5)  The  application  system  processing 
cycle  may  not  provide  detailed  output  for 
each  individual  transaction.  This  may  be 
especially  true  in  processing  corrections 
of  erroneous  input  transactions. 

(6)  Since  historical  records  can  be 
rmntained  by  computer  systems  on  au¬ 
tomated  storage  devices  such  as  direct 
assess  storage  devices  (DASD)  disk  and 
magnetic  tape  media,  it  is  no  longer 
necessary  to  produce  printed  output  of 
the  historical  records  on  a  frequent  basis. 

(7)  Computers  are  necessary  to  ret¬ 
rieve,  maintain  and  print  historical  and 
current  accounting  data  stored  on  DASD 
or  magnetic  tape  media. 

(8)  Visual  verification  of  processing 

♦ivities  and  records  is  difficult  because 

ach  of  the  data  and  many  of  the 

processing  activities  reside  within  and 
take  place  within  the  EDP  system.  For 
example,  it  is  possible  to  program  the 
computer  to  overstate  cumulative  costs 
charged  to  government  cost-type  con¬ 
tracts  with  a  balancing  understatement  of 
costs  charged  to  commercial  projects  or 
government  fixed-price  contracts.  Such 
falsifications  may  not  be  detectable  on 
detailed  printouts.  As  an  alternative, 
falsified  cost  dist.  ibution  printout  could 
be  substituted  for  a  valid  one. 

c.  The  first  step  in  setting  up  an 
internal  contiols  system  review  is  to 


evaluate  each  possibility  of  adverse  con¬ 
ditions  which  may  occur  in  an  applica¬ 
tions  system  and  then  determine  an  ac¬ 
ceptable  level  of  risk. 

d.  An  acceptable  level  of  risk  can  be 
determined  using  one  of  two  common 
methods:  (1)  Measure  risk  in  quantitative 
terms,  such  as  the  dollar  amount  of  loss 
per  transaction  that  would  be  accepted, 
and  (2)  Estimate  the  probability  of  the 
occurrence  of  a  loss.  Setting  a  quantita¬ 
tive  acceptable  level  of  risk  is  preferred 
for  individual  transactions,  whereas  the 
second  method  is  preferred  if  the  risk  is 
not  attributable  to  specific  transactions. 

C-306  Transaction  Auditing 

a.  The  objective  of  transaction  testing 
is  to  verify  the  contractor’s  compliance 
with  disclosed  policies  and  procedures  by 
tracing  selected  transactions  through  the 
application  system.  Transaction  testing 
should  help  the  auditor  determine  if  the 
computer  application  is  operating  as  de¬ 
signed.  Sometimes  referred  to  as  “audit¬ 
ing  through  the  computer,”  transaction 
testing  should  help  the  auditor  test  the 
visibility  of  accounting  transactions  and 
verify  the  existence  oi  audit  trails. 

b.  Once  the  auditor  has  obtained  and 
analyzed  the  documentation  for  the  spe¬ 
cific  application  being  reviewed  and  has 
interviewed  both  data  processing  and 
accounting  personnel,  he/she  should 
possess  a  reasonably  good  understanding 
of  how  the  specific  application  is  de¬ 
signed  to  work  and  the  types  of  controls 
included.  The  next  step  is  to  trace  several 
different  types  of  transactions  through 
the  system  to  establish  the  existence  of 
system  procedures  and  to  confirm  the 
auditor’s  understanding  of  the  system. 
The  auditor  may  be  able  to  test  some 
aspects  of  the  system  without  the  com¬ 
puter.  while  other  situations  and  tests 
require  the  use  of  the  computer.  If  the 
application  being  evaluated  is  well  docu¬ 
mented  and  a  reliable  audit  trail  exists, 
the  auditor  may  test  the  controls  and 
processing  procedures  by  checking  source 
data,  control  reports,  error  listings,  trans¬ 
action  registers,  and  management  re¬ 
ports.  The  auditor  should  be  aware  that 
most  automated  applications  do  not  have 
accuiate,  up-to-date  and  complete  system 
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documentation  and  will,  therefore,  re¬ 
quire  the  use  of  the  computer  to  obtain 
the  audit  information. 

c.  Use  transaction  testing  to  determine 
if  the  contractor’s  EDPS  and  control 
procedures  operate  as  designed  and  pro¬ 
vide  reliable  and  accurate  financial  and 

jst  information  by  evaluating  the  sys¬ 
tem  in  sufficient  detail  to  provide  reason¬ 
able  assurance  that: 

(1)  Input  data  are  correctly  recorded 
and  transcribed 

(2)  All  authorized  transactions  are  pro¬ 
cessed  without  additions  or  omissions. 

(3)  Processing  steps  performed,  such  as 
arithmetic  computations,  accumulations, 
and  comparisons,  are  correct. 

(4)  Output  is  distributed  to  proper 
individuals  on  a  timely  basis. 

d.  A  problem  often  arises  in  evaluating 
an  EDP  system  because  processing  trans¬ 
actions  within  an  automated  system  usu¬ 
ally  involves  more  steps  than  in  a  manual 
system.  This  increased  processing  activi¬ 
ty  increases  the  opportunity  for  error. 
There  is,  therefore,  a  need  for  a  greater 
number  of  control  procedures  in  conjunc¬ 
tion  with  an  EDP  system  audit.  Many  of 
these  controls  will  deal  with  the  invisible 
portions  of  the  transaction  trail  and  may 
often  be  technical  in  nature.  For  this 
reason,  auditors  should  consider  per¬ 
forming  the  evaluation  of  EDP  control 
procedures  with  the  assistance  of  an  EDP 
specialist  when  there  is  significant  EDP 
involvement. 

e.  There  are  three  basic  steps  in  trans¬ 
action  testing;  identifying  the  selected 
transactions  and  data  files  on  which  they 
reside,  retrieving  the  data,,  and  verifying 
and  reconciling  the  information. 

C-306.1  Identification 

a.  Select  transactions  to  be  tested. 
Specific  individual  transactions  may  be 
selected  or  the  auditor  may  wish  to  test 
certain  types  or  groups  of  transactions. 
For  example,  if  performing  a  review  of 
the  labor  application  system,  the  auditor 
may  want  to  test  how  the  system  pro¬ 
cesses  normal  labor  transactions,  i.e., 
labor  charges  entered  from  the  employee 
timecards,  by  selecting  random  labor 
entries  and  tracing  them  through  the 
application  system.  However,  the  auditoi 
may  also  want  to  test  how  erroneous 


labor  entries  are  corrected  and  resubmit¬ 
ted  for  processing.  In  this  case,  the  audi¬ 
tor  may  want  to  design  a  retrieval  to 
capture  all  labor  corrections  to  test  if  the 
control  procedures  for  labor  corrections 
are  operating  as  designed. 

b.  In  most  reviews  of  computer  appli¬ 
cation  systems,  sensitive  transactions 
such  as  error  corrections  and  cost  trans¬ 
fers  represent  high  risk  and  vulnerability 
and  should  be  selected  for  transaction 
testing.  The  audit  visibility  and  audit 
trail  of  such  transactions  should  not 
diminish  in  an  EDP  System. 

c.  Identify  the  magnetic  file(s)  where 
the  transactions  to  be  tested  reside.  For 
example,  if  reviewing  labor  input  and 
distribution,  identify  the  file(s)  which 
record  raw  labor  input,  i.e.,  the  informa¬ 
tion  keyed  directly  from  the  timecard, 
files  which  record  any  labor  corrections 
and/or  transfers,  any  master  file(s)  which 
supply  additional  information,  and  the 
resulting  file(s)  which  record  the  distribu¬ 
tion  of  labor.  Depending  on  the  particu¬ 
lar  contractor’s  application  system,  the 
availability  of  the  necessary  audit  data 
may  only  exist  for  a  short  period  of  time. 
Be  sure  to  asccrtaii.  the  retention  periods 
for  all  data  files  an,'  arrange  to  perform 
any  necessary  retrievals  during  the  period 
when  this  data  exists. 

d.  Obtain  record  layouts  from  the 
contractor  for  each  file  previously  identi¬ 
fied.  These  layouts  identify  the  various 
data  fields,  the  type  of  data  stored  in  each 
field,  and  possibly  the  retention  period  of 
the  file  and  are  essential  when  retrieving 
data  from  the  data  files.  Files  which  have 
been  identified  may  be  copied  and  the 
copies  u,scd  to  perform  the  audit  if  the 
files  are  regularly  and  routinely  updated 
by  the  activity  v  ithin  the  system  being 
audited.  This  effectively  “freezes  the  sys¬ 
tem”  as  of  a  particular  date  and  time  and 
prevents  changes  to  data  as  the  audit 
progresses  or  as  a  result  of  the  audit 
process.  This  also  saves  the  data  and 
helps  reduce  the  risk  and  problems  asso¬ 
ciated  with  the  file  retention  periods. 

C-306.2  Retrieval  and  Testing 

a.  Retrieve  the  selected  transactions 
from  the  files  previously  identified  using 
data  retrieval  software.  Transactions 
should  be  reviewed  during  each  process- 
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ing  stage  to  ensure  integrity  and  accuracy. 
One  important  objective  in  retrieving 
transactions  is  to  verify  the  audit  trail  of 
the  transactions  as  they  flow  through  the 
system. 

b.  The  purpose  of  retrieving  data  from 
various  points  in  the  application  process¬ 
ing's  to  verify  the  system  is  operating  as 
designed.  Input  and  output  from  each 
processing  step  should  be  retrieved  and 
the  output  should  be  compared  to  the 
input  to  verify  expected  results. 

c.  Design  the  data  retrievals  to  simulate 
the  application  processing.  For  example, 
the  auditor  may  design  a  retrieval  to 
capture  all  labor  entries  for  a  particular 
cost  objective  for  a  pay  period  and  use 
the  mathematical  options  of  the  retrieval 
software  to  sum  the  total  hours  for  all 
employees.  The  auditor  could  then  recon¬ 
cile  this  sum  with  the  total  hours  as 
shown  on  the  labor  distribution  output 
from  the  application  system.  In  addition, 
the  auditor  may  use  the  retrieval  to  create 
a  labor  distribution  from  the  same  data 
file  that  creates  the  contractor’s  labor 
distribution.  The  retrieval  output  could 
then  be  reconciled  to  the  contractor’s 
labor  distribution  report. 

d.  The  contractor  may  have  developed 
data  retrieval  software  or  may  be  using 
one  of  the  many  commercially  available 
data  retrieval  packages.  In  addition,  the 
DCAA  Technical  Services  Center  (TSC) 
has  developed  the  data  retrieval  package, 
DATATRAK,  which  can  be  installed  on 
the  contractor’s  EDP  system.  Operational 
guidance  is  contained  in  DCAAP 
7641.89.  Information  and  assistance  in 
installing  and  utilizing  this  package  can 
be  obtained  by  contacting  the  TSC  EDP 
Branch. 

e.  If  the  contractor  refuses  to  allow  the 
use  of  either  the  contractor’s  data  retriev¬ 
al  software  or  DCAA’s  DATATRAK 
software  to  extract  the  necessary  data  for 
audit,  consider  this  a  denial  of  access  to 
records  and  follow  the  procedures  in  1- 
504.3. 

f.  To  reconcile  the  audit  retrieval  data 
and  the  contractor’s  application  system 


output,  it  may  be  necessary  to  identify 
and  retrieve  certain  other  transactions. 
For  example,  it  may  be  necessary  to 
retrieve  labor  corrections  in  order  to 
reconcile  raw  labor  input  and  labor  dis¬ 
tribution  output. 

g.  If  the  retrieval  yields  results  which 
differ  from  the  system’s  actual  results  or 
from  expected  results,  discuss  the  differ¬ 
ences  with  the  contractor  to  ascertain  the 
following: 

(1)  All  input,  processing,  and  output 
files  have  been  identified  for  the  particu¬ 
lar  application  being  reviewed. 

(2)  No  modifications  have  been  made 
to  the  application  systems  which  are  not 
reflected  in  the  application  flowcharts 
and  documentation. 

(3)  Correct  file  and  record  layouts  have 
been  used. 

(4)  Correct  files  have  been  used  for  the 
retrievals. 

(5)  The  retrieval  software  is  operating 
as  designed  and  no  unauthorized  changes 
have  been  made  to  either  the  contractor’s 
retrieval  package  or  DCAA’s  DATAT¬ 
RAK  software. 

h.  The  contractor  must  reconcile  any 
differences  between  expected  results  and 
actual  results  from  the  retrievals.  The 
contractor  must  be  able  to  demonstrate 
the  existence  of  sufficient  audit  trails  and 
visibility  of  transactions.  Any  significant 
unexplained  dilTerences  should  be  report¬ 
ed  and  may  result  in  the  contractor’s 
system  being  considered  unacceptable  for 
the  accumulation  of  costs  under  govern¬ 
ment  contracts. 

C-307  Reporting  Audit  Results 

a.  Any  problems  or  concerns,  especially 
those  relating  to  weaknesses  in  EDP 
general  and  application  controls  should 
be  discussed  with  the  contractor  during 
the  audit  as  outlined  in  4-303.3. 

b.  Summarize  the  results  of  audit  and 
conduct  an  exit  conference  in  accordance 
with  procedures  m  4-304.5. 

c.  Prepare  the  audit  report  in  accor¬ 
dance  with  10-400. 
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C-400  Section  4  —  Other  EDP  Reviews 


C-401  Introduction 

In  contrast  to  EDP  general  and  appli¬ 
cation  control  reviews  which  provide 
reasonable  assurance  that  assets  are  safe¬ 
guarded  and  financial  and  cost  records 
are  reliable,  other  EDP  reviews  are  de¬ 
signed  to  evaluate  the  acceptability  of 
EDP  costs  estimated  or  incurred  by  the 
contractor. 

C-402  Scope  of  Section 

a.  This  section  provides  an  introduc¬ 
tion  and  overview  of  other  EDP  reviews 
that  the  auditor  may  perform.  Economy 
and  efficiency  and  DEARS  239.73  re¬ 
views  are  discussed. 

b.  Government  auditing  standards  re¬ 
quire  adequate  planning  and  supervision 
in  all  audits  performed.  Normally,  these 
requirements  are  satisfied  by  the  typical 
auditor.  However,  in  these  types  of  EDP 
reviews,  the  auditor  may  have  to  request 
assistance  from  regional  EDP  auditors 
and  the  TSC  EDP  Branch.  If  the  use  of 
these  specialists  is  planned,  the  auditor 
should  have  sufficient  computer-related 
knowledge  to  communicate  the  audit 
objectives  and  evaluate  the  results. 

C-403  Economy  and  Efficiency 
Reviews 

C-403. 1  Audit  Concerns  and  Procedures 

a.  Uneconomical  or  inefficient  contrac¬ 
tor  EDP  operations  can  have  a  significant 
impact  on  government  contract  costs. 
EDP  operation.s  have  costs  associated 
with  equipment,  input/output  data  re¬ 
cording  media,  software  and  personnel. 

b.  With  the  declining  cost  and  im¬ 
proved  reliability  of  hardware  and  the 
rising  cost  and  low  reliability  of  software, 
it  has  become  even  more  important  to 
intelligently  manage  the  development 
and  maintenance  of  application  software. 
It  is  not  unusual  for  50  percent  or  more 
of  software  expenditures  to  be  used  for 
the  maintenance  of  poorly  designed  and 
documented  systems.  In  recognition  of 
this  problem,  many  commercial  products 
and  methodologies  have  been  developed 


in  recent  years  such  as  automated  project 
control,  structured  analysis,  fourth  gener¬ 
ation  computer  languages,  prototyping 
and  code  optimizers.  Most  of  these  tools 
have  merit  and  software  managers  should 
be  aware  of  their  time  and  cost  saving 
capabilities  and  employ  at  least  some  of 
them. 

c.  The  elimination  of  unneeded  EDP 
processes  and  reports  can  reduce  costs  of 
equipment  and  data  recording  media, 
usually  magnetic  tape  and  paper.  The 
cost  of  support  personnel  and  other  oper¬ 
ating  expenses  will  generally  also  be  re¬ 
duced. 

d.  A  plan,  usually  referred  to  as  the 
System  Development  Life  Cycle  (SDLC) 
plan,  should  be  published  and  used.  This 
plan  provides  the  mechanism  to  monitor 
and  control  tasks,  completion  dates,  end 
product  quality  and  company  resource 
expenditures  in  the  development  and 
maintenance  of  application  software.  The 
plan  should  address  items  such  as;  a 
centralized  review  of  the  need  and  priori¬ 
ty  of  software  products;  cost/benefit  anal¬ 
ysis;  requirements  documents;  participa¬ 
tion  of  internal  auditors  with  provisions 
made  for  control  procedures  and  audit 
trails;  formal  project  milestones;  formal 
standards  for  systems  analysis,  design, 
documentation  and  coding;  customer 
participation  in  design  and  testing;  a 
training  plan,  a  conversion  plan;  and  a 
customer  certification  document.  A  re¬ 
view  should  be  made  of  the  plan  itself 
and  the  execution  of  the  plan  on  actual 
systems  both  old  and  new,  and  under 
development.  Particular  concerns  are 
projects  that  exceed  cost  and  time  mile¬ 
stones  and  completed  projects  that  failed 
to  meet  the  customer’s  needs. 

e.  EDP  services  purchased  from  out¬ 
side  vendors  may  be  more  economically 
performed  by  the  contractor’s  computer 
center.  In  making  comparisons  only  in¬ 
cremental  costs  should  be  considered.  If  a 
contractor’s  EDP  equipment  is  not  fully 
utilized,  no  additional  equipment  costs 
will  generally  be  incurred  to  use  the 
equipment  in  additional  applications. 
However,  computer  center  cost  alloca¬ 
tions  normally  include  a  share  of  equip- 
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ment  costs  based  on  usage.  Consequently, 
comparison  of  total  estimated  computer 
center  billings  for  new  applications  with 
cost  estimates  from  outside  vendors  can 
lead  to  purchase  services  which  can  actu¬ 
ally  be  accomplished  for  less  cost  inter¬ 
nally. 

f.  The  contractor  should  formally  mon¬ 
itor  EDP  equipment  utilization  and  per¬ 
form  strategic  planning  to  predict  the 
optimal  times  to  upgrade  or  downgrade 
capacity.  When  excess  functionality  or 
capacity  is  identified,  equipment  should 
be  disposed  of  or  replaced  with  less  costly 
equipment  of  more  limited  functionality 
or  capacity. 

C-403.2  Capacity  Planning,  Computer 
Performance  Evaluation  (CPE),  and 
System  Tuning 

Certain  critical  planning,  evaluation 
and  utilization  improvement  functions 
relate  specifically  to  computer  main¬ 
frame  system  components.  These  func¬ 
tions  are  often  collectively  referred  to  as 
capacity  planning,  computer  perfor¬ 
mance  evaluation  (CPE),  and  system  tun¬ 
ing. 

a.  Capacity  planning  consists  of  deter¬ 
mining  user  requirements  and  response 
time  goals  by  type  of  service.  A  method¬ 
ology  is  then  developed  to  forecast  future 
computer  workloads  by  soliciting  user 
projections  for  computer  terminals,  batch 
records,  online  transactions,  etc.  which 
are  in  turn  translated  into  projected  com¬ 
puter  resource  requirements.  CPE  must 
then  be  done  to  establish  a  baseline,  or 
system  profile  with  which  to  measure 
current  and  projected  resource  require¬ 
ments  against,  and  to  plan  for  increases 
or  decreases  of  computer  resource  capaci¬ 
ties.  CPE  is  also  done  to  uncover  the 
need  for  system  tuning  and  measure  the 
results  of  system  tuning  efforts, 

b.  Although  CPE,  system  tuning  and 
capacity  planning  may  encompass  many 
computer  system  components,  the  great¬ 
est  cost  risk  is  the  CPU,  memory,  disks 
and  disk  channels.  Management  is  a 
complex  task  because  the  availability, 
cost  and  capability  of  the  various  models 
of  these  components  are  always  changing. 
Typically,  there  is  also  constant  pressure 
on  management  by  computer  users  to 
increase  their  quantity  and  performance. 


The  following  utilization  thresholds 
should  be  used  as  an  aid  in  evaluating  the 
extent  that  these  key  computer  compo¬ 
nents  are  being  utilized.  They  can  pro¬ 
vide  a  reasonable  basis  for  deciding 
whether  a  system  is  truly  saturated  and 
ready  for  an  upgrade  or  simply  poorly 
managed  and  out  of  tune.  They  are  also 
indicative  of  how  much  capacity  remains 
in  a  system  when  evaluating  the  contrac¬ 
tor’s  capacity  planning. 

(1)  CPU.  Because  the  CPU  must  serve 
and  be  served  by  other  system  compo¬ 
nents,  the  maximum  average  utilization 
of  the  CPU  during  the  computer’s  busiest 
period  (the  prime  shift)  is  about  90 
percent  busy.  In  a  multiprocessing  envi¬ 
ronment  where  the  CPU  must  share 
resources  such  as  disks,  maximum  utili¬ 
zation  would  be  85  percent  busy.  When 
utilized  to  capacity,  a  CPU  will  therefore 
average  10  to  15  percent  idle  time  in  a 
wait  state.  The  potential  for  the  CPU  to 
accommodate  additional  work  before  sa¬ 
turation  can  be  derived  by  comparing 
actual  CPU  busy  to  its  theoretical  capaci¬ 
ty.  The  estimated  life  of  a  CPU  can  in 
turn  be  derived  by  comparing  forecasted 
growth  to  this  potential  to  accommodate 
growth: 

Growth  Potential  (GP)  =  Capacity  Limit  -  1 
Base  Use 

Where  Base  Use  =  Average  Prime  Shift 
CPU  Utilization 

Est  Life  (Mos.)  =  _ GP _ X  12 

Growth  Rate  Forecast 

High  CPU  Utilization  does  not  neces¬ 
sarily  mean  the  CPU  is  operating  at  a 
high  level  of  productivity.  When  the  CPU 
is  busy  it  is  either  in  the  problem  pro¬ 
gram  state  executing  programs  that  arc 
producing  a  customer’s  product,  or  in  the 
supervisory  state  executing  systems  tasks. 
System  tuning,  chiefly  by  modifying  the 
system  configuration  and  the  computer’s 
job  mix  and  schedule,  can  maximize  the 
amount  of  time  the  CPU  is  in  the  prob¬ 
lem  program  state. 

(2)  Memory.  Computer  memory  pro¬ 
vides  for  direct  access  to  information  by 
the  CPU.  The  access  time  to  information 
stored  in  memory  is  therefore  faster  than 
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the  access  time  to  information  stored  on 
peripheral  storage  devices.  Program  code 
provides  instructions  for  the  CPU  and 
therefore  directs  the  computer’s  opera¬ 
tion.  Most  system  program  code,  such  as 
the  operating  system  itself,  resides  in 
memory.  Application  program  code,  that 
is,  the  code  which  directs  the  CPU  to 
perform  work  that  directly  produces  a 
customer  product,  is  packaged  into  jobs 
and  is  stored  on  peripherals.  These  are 
moved  to  mpmory  as  needed  for  execu¬ 
tion  by  the  CPU.  Because  Jobs  are  serial 
in  nature,  a  complete  job  need  not  be 
moved  into  memory,  only  the  program 
currently  needed  by  the  CPU  in  the 
processing  of  the  job.  Programs  from 
several  jobs  are  typically  resident  in 
memory  at  the  same  time  to  reduce  the 
CPU’s  idle  time.  For  example,  instead  of 
waiting  on  a  program  of  a  particular  job 
to  receive  data  from  the  disk  storage 
subsystem,  the  CPU  could  start  executing 
a  program  in  another  job  which  already 
has  data  in  memory  to  be  processed. 

CPU  idle  is  further  reduced  in  some 
computers  by  the  use  of  virtual  memory, 
which  allows  the  apparent  moving  of 
more  programs  to  memory  than  the 
memory  has  the  capacity  to  hold.  This  is 
done  by  keeping  programs  apparently 
moved  to  memory  in  very  high  speed 
storage,  typically  high  speed  DASD  or 
cache  storage  devices  employing  solid 
state  components.  Only  those  segments 
of  each  program  that  are  actually  being 
executed  at  a  given  moment  are  actually 
in  memory.  These  segments  are  called 
pages,  and  the  rate  per  second  in  which 
pages  are  moved  between  high  speed 
storage  and  memory  is  referred  to  as  the 
paging  rate.  Virtual  memory  increases  the 
CPU  busy  rate  by  presenting  a  greater 
number  of  jobs  in  real  memory  for  the 
CPU  to  process  and  therefore  reducing 
the  chances  of  the  CPU  being  idle. 

However,  if  the  paging  rate  is  too  high, 
the  CPU  starts  to  expend  more  effort 
performing  the  paging  than  is  saved 
through  virtual  memory.  This  is  referred 
to  as  thrashing.  The  net  effect  of  thrash¬ 
ing  is  to  reduce  productivity  by  increas¬ 
ing  the  ratio  of  the  supervisory  state  to 
the  problem  program  state  in  the  CPU. 
The  contractor  should  demonstrate  by 
sampling  his  system  the  average  page  rate 


during  different  processing  periods,  and 
the  optimal  page  rate  for  yielding  the 
greatest  amount  of  CPU  operation  in  the 
problem  program  state.  System  tuning 
should  also  be  performed,  typically  by 
increasing/decreasing  the  number  of  jobs 
executing  concurrently  or  increas¬ 
ing/decreasing  real  memory. 

(3)  Disks  and  Disk  Channels.  Passing 
information  between  the  CPU  and  disk 
drives  involves  a  very  complex  interac¬ 
tion  between  the  functions  of  hardware 
capability  and  its  configuration,  and  con¬ 
trolling  software.  Performance  problems 
can  best  be  analyzed  by  examining  the 
percentage  of  time  the  various  disk  vol¬ 
umes  and  channels  are  busy.  Disk  chan¬ 
nel  busy  in  the  10  to  15  percent  range  is 
good  utilization  while  channel  busy  great¬ 
er  than  30  percent  will  degrade  computer 
performance.  Disk  drives  will  degrade 
computer  performance  if  disk  busy  is 
greater  than  20  percent,  while  their  utili¬ 
zation  is  reasonable  if  its  within  the  6  to 
10  percent  busy  range.  Utilization  in  the 
mid-range  between  reasonable  and  over¬ 
use  is  excellent  for  both  of  these  devices. 

The  amount  of  total  disk  space  capaci¬ 
ty  actually  used  to  store  data  should  also 
be  analyzed.  The  goal  of  allocating  80 
percent  of  the  total  disk  capacity  for  use 
with  60  percent  of  the  allocation  actually 
used  is  desirable.  This  leaves  a  20  percent 
capacity  for  growth.  Less  stringent  goals 
should  be  questioned.  Actual  utilization 
percentages  less  than  these  represent  ex¬ 
cess  capacity  unless  capacity  planning 
indicates  convincingly  that  a  large  in¬ 
crease  in  disk  space  usage  is  anticipated. 

A  computer  center  should  have  reports 
available  which  provide  the  information 
needed  to  evaluate  disk  and  disk  channel 
utilization.  Commercial  or  in-house  de¬ 
veloped  software  packages  should  also  be 
employed  to  aid  in  system  tuning  and 
disk  space  utilization.  Tuning  the  disk 
subsystem  typically  consists  of  reconfig¬ 
uring  the  data  path  between  the  CPU  and 
the  various  disk  volumes,  and  in  placing 
files  or  data  sets  on  specific  disk  volumes 
based  on  their  size  or  how  often  they  are 
accessed.  Disk  space  utilization  can  be 
improved  by  software  that  does  such 
functions  as  compacting  data  to  allow 
more  efficient  use  of  available  space,  or 
identifies  data  that  is  seldom  accessed  so 
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it  can  be  removed  from  the  disk  and 
placed  on  a  cheaper  storage  medium  such 
as  magnetic  tape. 

The  majority  of  computer  performance 
problems  are  attributable  to  the  disk 
subsystem.  Unreasonable  delays  in  its 
performance  has  a  direct  impact  upon  the 
efficient  use  of  the  CPU  and  memory, 
and  ultimately  degrades  the  performance 
of  the  computer  system  as  a  whole. 
Serious  deficiencies  found  in  measure¬ 
ment,  management  or  utilization  should 
be  corrected  before  recommending  that 
the  Administrative  Contract  Office  ap¬ 
prove  any  costs  associated  with  upgrad¬ 
ing  computer  system  components. 

(4)  Although  the  costs  associated  with 
computer  systems  are  substantial,  their 
technical  complexity  inhibits  an  effective 
analysis  of  their  economy  and  efficiency. 
The  DCAA  Technical  Services  Center 
(TSC)  has  computer  specialists  and  soft¬ 
ware  which  can  aid  in  this  effort.  DCAA’s 
System  Evaluation  Software  (SES)  pack¬ 
age  is  a  series  of  computer  programs 
developed  by  TSC  which  can  process 
actual  performance  information  which  is 
usually  already  being  captured  by  system 
software  on  the  contractor’s  computer. 
SES  processing  eliminates  most  of  the 
manual  effort  in  measuring  the  utiliza¬ 
tion  of  a  computer  system’s  CPU,  memo¬ 
ry  and  disk  subsystems. 

C-404  DEARS  239.73  Reviews 

C-404.1  General  Requirements 

a.  DEARS  239.73  prescribes  specific 
guidelines  under  which  contractors  must 
obtain  government  approval  for  the  ac¬ 
quisition  of  EDP  equipment.  This  regula¬ 
tion  is  applicable  to  contractor  acquired 
EDP  equipment  as  defined  in  FAR 
31.001,  except  as  components  of  end 
items  delivered  to  the  government.  If  a 
contractor  acquires  EDP  equipment  for 
the  account  of  the  government  or  if  title 
to  the  equipment  will  pass  to  the  govern¬ 
ment,  the  acquisition  must  be  approved 
as  provided  in  DEARS  239.73  and  FAR 
Part  45.  The  contractor  is  required  to 
submit  documentation  justifying  the 


need  for,  and  the  method  employed  to 
obtain  the  equipment. 

b.  If  a  contractor  leases  EDP  equip¬ 
ment,  and  the  lease  will  not  be  for  the 
account  of  the  government  or  title  will 
not  pass  to  the  government,  and  the  total 
cost  is  to  be  allocated  to  one  or  more 
government  contracts  requiring  the  de¬ 
termination  or  negotiation  of  costs,  the 
acquisition  must  be  approved  in  accor¬ 
dance  with  the  procedures  of  DEARS 
239.73  and  FAR  Part  45. 

c.  If  a  contractor  leases  EDP  equip¬ 
ment  with  an  annual  cost  in  excess  of 
$500,000  and  more  than  50  percent  of 
the  cost  is  allocated  to  government  con¬ 
tracts  requiring  the  negotiation  or  deter¬ 
mination  of  costs,  the  acquisition  must 
be  approved  in  accordance  with  the  pro¬ 
cedures  of  DEARS  239.73. 

C-404.2  Audit  Procedures 

a.  The  requirements  of  DEARS  239.73 
designates  the  AGO  responsible  for  the 
initiation  and  completion  of  reviews  per¬ 
formed  under  this  regulation. 

b.  DCAA  should  participate  with  the 
AGO,  as  well  as  other  DoD  agencies,  in 
any  review  conducted  under  the  auspices 
of  DEARS  239.73.  These  reviews  are 
used  to  determine  compliance  with 
DEARS  239.73  and  other  governing  di¬ 
rectives.  These  reviews  usually  cover  the 
following  areas: 

(1)  Leasing  Arrangements 

(2)  Mainframe  Utilization 

(3)  Peripheral  Utilization 

(4)  Auxiliary  Storage  Management 

(5)  Lease  Versus  Purchase  Analysis 

(6)  Work  Load  Leveling 

c.  Review  the  requirements  and  proce¬ 
dures  in  DEARS  239.73  before  partici¬ 
pating  in  any  review  under  this  regula¬ 
tion. 

d.  Any  review  in  support  of  the 
DEARS  239.73  and  FAR  Part  45  must 
evaluate  the  configuration  and  capacity 
of  currently  installed/onhand  EDP  equip¬ 
ment  as  well  as  any  proposed  change. 

e.  Due  to  the  technical  complexity  of 
these  reviews,  assistance  from  the  region¬ 
al  EDP  staff  and/or  the  TSC  EDP  Branch 
may  be  necessary. 
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C-500  Section  5  —  Auditor’s  Role  During  System  Design  and  Development 


C-501  Introduction  and  Applicability 

a.  As  EDP  systems  become  more  com¬ 
plex,  another  important  responsibility 
has  been  added  to  both  the  internal  and 
external  auditor’s  role.  Auditors  must 
now  be  able  to  perform  a  wide  variety  of 
tasks  which,  until  recently,  did  not  exist 
or  were  not  considered  part  of  their  role. 
The  auditor’s  role  in  the  design  and 
development  of  electronic  systems  has 
become  crucial  if  management  is  to  have 
reasonable  assurance  that  auditable  and 
controllable  systems  are  being  developed. 
The  contract  auditor  should  review  the 
design  and  development  of  new  EDP 
systems  and  significant  modifications  to 
existing  systems  that  have  a  significant 
impact  in  controlling  or  accounting  for 
costs  incurred  or  estimated  under  govern¬ 
ment  contracts,  preferably  before  imple¬ 
mentation. 

b.  The  nature  of  the  contract  audit 
responsibility  may  make  it  impractical  to 
fully  comply  with  this  audit  objective. 
Partial  compliance  may  be  reached  by 
determining  the  extent  and  effectiveness 
of  the  review  done  by  the  contractor’s 
internal  auditors  or  outside  accountants. 
However,  compliance  with  .this  objective 
should  be  an  auditing  goal. 

C-502  Audit  Objective 

a.  The  purpose  of  reviewing;  the  design 
and  development  of  new  data  processing 
systems,  applications,  and  significant 
modifications  is  to  provide  assurance 
that  the  system  economically,  efficiently, 
and  accurately  executes  management  pol¬ 
icies  in  an  auditable  and  controllable 
environment.  Without  effective  review, 
these  systems  may  not  possess  the  built- 
in  controls  necessary  to  provide  reason¬ 
able  assurance  of  proper  operation.  The 
lack  of  auditor  review  may  result  in 
systems  that  do  not  provide  the  capabili¬ 
ty  to  track  events  (transactions)  through 
the  system  and  that  prohibit  a  classifica¬ 
tion  of  transactions  for  the  preparation  of 
financial  and  cost  representations  in  ac¬ 
cordance  with  generally  accepted  ac¬ 
counting  principles  and/or  Cost  Account¬ 


ing  Standards.  Such  situations  may  result 
in  qualifications  of  audit  opinions. 

b.  Both  the  auditor  and  management 
have  an  interest  in  ensuring  that  system 
design,  development,  and  overall  opera¬ 
tions  achieve  the  objectives  of  adequate 
internal  controls  and  effective  auditabili¬ 
ty.  For  existing  systems,  the  auditor 
should  ensure  that  the  system  is  operat¬ 
ing  according  to  the  design  objectives, 

C-503  Design  Objectives 

The  auditor  should  review  the  design 
and  development  of  new  systems  and 
significant  modifications  to  existing  sys¬ 
tems  to  ensure  that  the  following  objec¬ 
tives  have  been  successfully  incorporat¬ 
ed. 

a.  Management  Policies.  Determine  if 
policies  on  what  is  required  of  the  auto¬ 
mated  systems  are  established,  are  con¬ 
sistent  with  government  regulations,  and 
are  adhered  to  in  the  design.  Evaluate  the 
proposed  system  products  (e.g.  reports, 
journal  vouchers,  public  vouchers)  to 
ensure  conformity  with  corporate  policy. 
Design  documents  will  describe  these 
products  and  the  processes  employed  to 
create  them.  Actual  products  and  data 
should  be  tested  during  system  produc¬ 
tion  testing.  Also,  review  the  security 
provisions  required  by  management  to 
protect  data  and  programs  against  unau¬ 
thorized  access  and  modification. 

b.  Legal  Requirements.  Legal  require¬ 
ments  applicable  to  systems/applications 
may  originate  from  various  sources.  Ex¬ 
amine  system  adherence  to  legal  require¬ 
ments  in  the  same  manner  as  manage¬ 
ment  policy  compliance.  System  pro¬ 
cesses  should  not  only  conform  to  regula¬ 
tory  and  other  legal  requirements,  but 
also  to  generally  accepted  accounting 
principles. 

c.  Economy  and  Efficiency.  Determine 
whether  the  system  has  been  developed 
in  such  a  way  that  operations  will  pro¬ 
duce  desired  results  at  minimum  cost. 
There  are  potential  cost  savings  in  begin¬ 
ning  the  audit  review  well  before  a  sys¬ 
tem  is  placed  in  operation.  Begin  with  a 
review  of  the  cost/benefit  analysis  and 
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other  rationale  that  led  to  the  decision 
that  the  system  should  be  developed. 
Review  the  adequacy  of  the  statement  of 
mission  needs  and  system  objectives,  the 
adequacy  of  the  feasibility  study  and 
evaluation  of  alternative  designs  to  meet 
the  needs  and  objectives,  and  the  adequa¬ 
cy  of  the  cost/benefit  analysis.  The  audi¬ 
tor  should  review  all  proposed  system 
development  activities,  including  those 
charged  to  indirect  accounts,  and  ensure 
that  the  contractor  has  considered  the 
impact  of  the  new  system  on  existing 
EDP  hardware  facilities. 

d.  Controls.  Application  control  proce¬ 
dures  to  ensure  the  proper  recording  of 
transactions  and  to  prevent  or  detect 
errors  or  irregularities  should  be  integrat¬ 
ed  into  the  basic  system  design  process. 
An  essential  part  of  these  procedures  are 
audit  trails  which  establish  accounts  to 
which  all  transactions  are  posted,  enable 
the  tracing  of  summarized  amounts  back 
to  individual  transactions,  and  provide  a 
means  to  answer  queries  about  specific 
accounts  and  transactions.  The  reliability 
of  the  output  can  only  be  properly  as¬ 
sessed  when  the  transaction  processing 
flow  can  be  traced  and  the  controls  over 
it  can  be  evaluated.  Ensure  that  controls 
are  part  of  the  system  design  function, 
and  check  for  their  adequacy  in  a  specific 
system  design  well  before  system  testing 
begins.  Any  delays  in  examining  these 
controls  can  lead  to  costly  redesign  and 
test  effort.  The  auditor  should  ensure  that 
none  of  the  control  mechanisms  are  by¬ 
passed  or  overridden  by  management, 
design,  or  development  personnel  to  ex¬ 
pedite  placing  a  system  in  operation.  The 
system  should  not  become  operational 
unless  all  designed  controls  have  been 
activated. 

e.  Documentation.  System  lesign  doc¬ 
uments  which  define  the  system  for  man¬ 
agement  approval  and  software  develop¬ 
ment  should  provide  sufficient  documen¬ 
tation  to  allow  effective  auditing  and 
maintenance  of  a  new  system.  Determine 
if  the  design,  development,  and  modifica¬ 
tion  procedures  produce  sufficient  docu¬ 
mentation  to  define  (1)  the  processing 
that  must  be  done  by  programs  in  the 


system,  (2)  the  data  files  to  be  processed, 
(3)  the  reports  to  be  prepared,  (4)  the 
instructions  to  be  used  by  computer 
operators,  and  (5)  the  instructions  to  user 
groups  for  preparation  and  control  of 
data.  Evaluate  the  effectiveness  of  man¬ 
agement  policy  for  evaluation  of  the 
documentation  and  adequate  testing  of 
the  system  before  it  is  made  operational. 

C-504  Audit  Procedures 

a.  The  procedures  used  to  ensure  that 
the  design  objectives  are  achieved  are 
determined  by  the  level  and  complexity 
of  the  system  development  or  modifica¬ 
tion.  As  a  minimum,  the  auditor  should 
review  the  adequacy  of  management  poli¬ 
cies;  examine  approvals,  documentation, 
test  results,  cost  studies,  and  other  data  to 
see  if  management  policies  are  followed 
and  legal  requirements  are  met;  and 
determine  if  the  systems/applications 
have  the  necessary  controls  and  audit 
trails.  When  reviewing  a  system  modifi¬ 
cation,  the  auditor  should  ensure  that  in 
addition  to  testing  the  change,  the  impact 
on  the  entire  system  is  also  tested. 

b.  As  in  all  areas  of  contract  auditing, 
proper  reliance  on  the  work  of  others, 
including  the  contractor’s  external  and 
internal  auditors,  may  influence  the  na¬ 
ture  and  extent  of  audiiii.g  procedures  to 
be  applied.  See  4-1000  for  related  docu¬ 
mentation  requirements. 

c.  The  auditor  should  not  be  a  part  of 
the  system  design  team,  but  rather  should 
review  the  team’s  work  as  it  occurs  to 
ensure  that  the  objectives  described  in  C- 
503  are  being  achieved. 

d.  If,  during  any  audit,  the  auditor 
determines  that  the  system  design  objec¬ 
tives  are  not  being  met  or  deficiencies 
exist  in  any  of  the  areas  defined  in  C-503, 
then  the  following  should  be  accom¬ 
plished: 

(1)  Document  each  deficient  area  or 
situation. 

(2)  Assess  the  audit  impact. 

(3)  Recommend  appropriate  corrective 
actions. 

(4)  Issue  appropriate  audit  report(s)  in 
accordance  with  10-400. 
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D-000  TECHNICAL  SPECIALIST  ASSISTANCE 


D-OOl  Scope 

This  appendix  presents  guidance  to 
assist  in  (1)  deciding  if  technical  special¬ 
ist  assistance  is  needed,  (2)  identifying 
the  specific  type  of  assistance  needed,  (3) 
requesting  the  assistance,  (4)  achieving 


good  communications  with  technical  spe¬ 
cialists,  (5)  assessing  the  impact  of  techni¬ 
cal  specialist  findings  upon  the  audit 
opinion,  and  (6)  reporting  on  the  use  of 
technical  specialists  or  the  impact  of  their 
non-availability. 


D-lOO  Section  1  —  Deciding  Whether  Technical  Specialist  Assistance  is 

Needed 


D-101  General 

a.  Assistance  from  technical  specialists 
may  be  required  in  a  wide  range  of  audit 
activities.  This  guidance  focuses  on  one 
of  the  main  areas,  the  evaluation  of  price 
proposals.  Typically,  contractor  propos¬ 
als  are  comprised  of  estimates  for  direct 
material,  direct  labor,  other  direct  costs, 
and  indirect  costs.  The  auditor  is  respon¬ 
sible  for  evaluating  all  aspects  of  these 
cost  estimates  and  advising  the  contract¬ 
ing  officer  on  whether  they  are  reason¬ 
able  and  in  compliance  with  applicable 
cost  principles  and  standards. 

b.  An  important  aspect  of  a  proposal 
evaluation  is  determining  the  reasonable¬ 
ness  of  the  quantities  for  material  and 
labor.  Audit  tests  of  this  aspect  often 
require  the  assistance  of  technical  spe¬ 
cialists. 

c.  While  the  acquisition  command  or 
the  contract  administration  office  may 
initiate  technical  specialist  reviews  inde¬ 
pendent  of  the  audit  request,  auditors 
cannot  presume  this  review  will  antici¬ 
pate  and  provide  all  the  technical  assis¬ 
tance  needed  to  support  the  auditor’s 
analysis.  Statement  on  Auditing  Stan¬ 
dards  (SAS)  No.  1 1,-  “Using  the  Work  of 
Specialists,”  requires  auditors  to  exercise 
professional  judgment  when  the  work  of 
a  specialist  is  required,  including  a  deter¬ 
mination  of  the  type  of  technical  exper¬ 
tise  needed,  and  provides  guidance  on 
using  the  specialist’s  findings.  It  notes 
that  while  the  appropriateness  and  rea¬ 
sonableness  of  methods  or  assumptions 
used  and  their  application  are  the  respon¬ 


sibility  of  the  specialist,  the  auditor 
should  obtain  an  understanding  of  these 
matters  to  determine  whether  the  find¬ 
ings  arc  suitable  for  corroborating  the 
cost  representations. 

d.  T'ne  auditor  is  also  required  to  make 
appropriate  tests  of  accounting  data  pro¬ 
vided  to  and  used  by  the  specialist. 
Documentation  requirements  are  in  4- 
1000.  Ordinarily,  the  auditor  would  use 
the  work  of  the  specialist  unless  the 
procedures  lead  him/her  to  believe  that 
the  findings  are  unreasonable  in  the  cir¬ 
cumstances. 

c.  Successful  implementation  of  this 
guidance  requires  establishing  a  close 
working  relationship  with  the  cognizant 
AGO  and  technical  specialist.  The  FAO 
manager  should  discuss  the  basis  for  this 
guidance  with  these  individuals  to  pro¬ 
mote  proper  understanding  of  its  objec¬ 
tive  of  improving  audit  quality  and  to 
dispel  concerns  regarding  duplication  of 
clTorts,  roles,  and  missions. 

D-102  Audit  Steps 

a.  This  section  provides  audit  steps  to 
help  the  auditor  decide  if  technical  spe¬ 
cialist  assistance  is  needed.  Before  apply¬ 
ing  these  audit  steps,  consider  materiali¬ 
ty,  for  both  the  total  amount  involved 
and  for  the  individual  cost  items,  and  the 
contemplated  contract  type. 

b.  The  follosving  audit  steps  are  intend¬ 
ed  to  provide  sufficient  information  for 
making  an  informed  decision,  and  to  help 
formulate  the  questions  to  be  addressed 
by  the  technical  specialist.  They  may  best 
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be  performed  as  part  of  an  estimating 
system  survey  or  other  separate  assign¬ 
ment  (such  as,  validation  of  labor  stan¬ 
dards,  or  review  of  material  requirement 
systems).  Also,  familiarity  with  the  infor¬ 
mation  contained  in  D-407  and  D-408 
may  be  necessary  to  properly  understand 
some  of  these  audit  steps. 

D-102.1  Labor  Estimating  Systems  — 
General 

Section  D-407  describes  seven  labor 
estimating  methods  that  might  be  used  by 
a  contractor.  The  methods  vary  signifi¬ 
cantly  in  terms  of  the  accuracy  of  the  cost 
estimates  they  produce.  Specific  audit 
steps  to  help  decide  if  assistance  should 
be  requested  follow: 

a.  Gain  some  familiarity  with  the  prod¬ 
uct  or  service.  The  best  way  to  do  this  is 
by  observing  manufacturing  processes  or 
services  for  the  product  or  a  like  product. 

b.  Identify  the  specific  labor  estimating 
method(s)  used  in  preparing  the  proposal. 
This  information  should  be  contained  in 
the  proposal,  but  may  have  to  be  ob¬ 
tained  from  the  contractor. 

c.  If  the  labor  estimating  technique 
used  is  based  on  historical  data,  deter¬ 
mine  if  its  use  is  appropriate  or  whether 
another  technique  (e.g.,  one  based  on 
industry  production  standards)  should  be 
used  for  greater  estimating  accura¬ 
cy/reliability  (see  D-407  and  9-503).  This 
is  done  by: 

(1)  Identifying  the  historical  data  used 
to  develop  the  labor  cost  estimate. 

(2)  Ascertaining  the  reliability  and  ac¬ 
curacy  of  the  data.  Audits  of  timekeeping 
and  labor  charging  practices  performed 
previously  may  provide  the  needed  level 
of  understanding  and  confidence. 

(3)  Evaluating  the  content  of  the  data 
to  ensure  that  it  is  representative  and 
contains  all  costs  that  are  purported  to  be 
there.  Compare  supporting  data  to  othei 
sources  of  historical  information  such  as 
operational  staffing.  Inconsistencies  may 
indicate  exclusions  of  pertinent  historical 
data.  Determine  whether  there  are  valid 
reasons  for  excluding  data. 

(4)  Testing  for  the  consistency  of  data 
accumulation  over  a  given  period.  Look 
for  accounting  system  changes  and  reclas¬ 
sification  of  costs  from  direct  to  indirect 
and  vice  versa,  and  consider  the  results  of 


previous  cost  accounting  standard  (CAS) 
audits.  If  the  data  is  inconsistent  (either 
historically  or  prospectively),  request  the 
contractor  make  appropriate  adjust¬ 
ments. 

(5)  Ensuring  that  nonrecurring  costs 
are  removed  from  historical  data.  Pay 
special  attention  to  manufacturing  set  up 
costs  which  are  lot  quantify  sensitive. 
Other  nonrecurring  costs  may  be  in  the 
historical  period,  but  not  expected  to 
occur  in  the  forecast  period.  These  costs 
should  not  be  used  to  estimate  future 
costs. 

(6)  Ensuring  that  other  non-representa¬ 
tive  data  is  excluded.  For  example,  some 
historical  inefficiencies  may  not  be  ex¬ 
pected  to  recur.  Likewise,  some  historical 
events  are  unique  and  should  not  be  used 
as  a  basis  for  predicting  future  costs. 

(7)  Making  sure  the  data  is  current. 
Data  which  is  too  old  may  not  reflect 
expected  conditions  (e.g.,  facilities, 
equipment,  management,  organization, 
and  staffing).  Several  years  of  historical 
data  may  be  useful  in  identifying  impor¬ 
tant  trends. 

(8)  Ensuring  that  historical  data  is 
obtained  from  the  same  facility  in  which 
the  proposed  end  item  or  product  will  be 
manufactured,  if  the  data  was  obtained 
from  a  different  facility,  determine  its 
acceptability  for  estimating  purposes. 

(9)  Drawing  a  conclusion  regarding  the 
suitability  of  historical  data  for  making 
estimates. 

D-102.2  Labor  Estimating  Systems  — 
Standard  Time  Method 

The  standard  time  method  is  the  most 
accurate  of  the  seven  labor  estimating 
methods  described  in  D-407. 2.  Labor 
estimates  computed  using  this  method 
consist  of  labor  standards  adjusted  by 
productivity  factors.  The  following  audit 
steps  address  labor  standards  and  pro¬ 
ductivity  factors  separately.  Before  per¬ 
forming  any  of  the  recommended  audit 
steps,  contact  the  ACO/PCO  to  deter¬ 
mine  if  any  work  in  this  area  is  being 
performed  by  other  government  repre¬ 
sentatives.  Technical  specialist  assis¬ 
tance,  if  needed,  should  be  obtained  from 
the  ACO/PCO  (see  D-203). 
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a.  Labor  Standards 

(1)  Determine  if  MILSTD  1567A  (D- 
407,4)  is  applicable  to  the  contractor’s 
proposal.  When  applicable,  determine  if 
the  government  has  accepted,  disap¬ 
proved,  or  partially  accepted  the  contrac¬ 
tor’s  work  measurement  system. 

(2)  If  MILSTD  1567A  applies  and  the 
system  has  been  accepted,  the  auditor  can 
normally  have  confidence  that  engi¬ 
neered  labor  standards  (ELSs)  can  be 
produced.  If  the  system  has  been  disap¬ 
proved  or  partially  accepted,  determine 
the  reasons  for  this  condition.  Depending 
upon  the  severity  of  the  condition,  the 
auditor  may  have  to  qualify  the  audit 
opinion. 

(3)  If  MILSTD  1567A  does  not  apply, 
determine  the  method  used  by  the  con¬ 
tractor  to  develop  labor  standards.  If  the 
contractor  advises  that  ELSs  were  used, 
verify  that  one  of  the  work  measurement 
techniques  described  in  D-407.3  (stop¬ 
watch  time  studies,  predetermined  time 
systems,  work  sampling,  standard  data 
systems)  was  employed  The  recommend¬ 
ed  procedure  is  to  obtain  a  sample  of 
parts  and  verify  the  computation  of  labor 
standards.  If  the  contractor  indicates 
nonuse  of  ELSs,  consider  the  results 
unreliable  until  tested.  Evaluate  the  iden¬ 
tified  technique,  determine  its  reason¬ 
ableness,  and  establish  the  impact  on 
proposed  costs  to  the  extent  possible. 

(4)  When  evaluating  the  use  of  labor 
standards,  verify  that  standards  devel¬ 
oped  for  specific  operations  or  manufac¬ 
turing  steps  are  appropriately  applied. 
This  can  be  accomplished  by  selecting  a 
sample  of  part  number  routing  sheets  and 
verifying  labor  standards  contained  on 
the  routing  sheets  to  supplemental 
sources  of  information  on  labor  stan¬ 
dards  maintained  by  the  contractor.  If 
routing  sheets  are  not  available,  look  for 
similar  descriptions  of  manufacturing 
processes  containing  labor  standards. 

(5)  Other  possible  problem  areas  are 
duplication  of  estimated  labor,  use  of 
adjustment  factors,  and  computational 
errois.  The  recommended  method  to  test 
for  the  occurrence  of  these  errors  is  to 
request  routing  sheets  (see  D-407.2ht 
and/or  other  documentation  supporting 
the  labor  cost  buildup  for  a  high  level 


component  part.  Verify  that  alternate 
routings  were  not  inadvertently  included 
in  computations,  adjustment  factors  were 
not  used,,  and  calculations  are  correct. 

b.  Productivity  Factors 

(1)  Verify  that  productivity  factors 
applied  to  labor  standards  were  derived 
from  historical  data  for  the  actual  or  like 
product.  Productivity  factors  are  most 
accurate  when  applied  at  a  low  organiza¬ 
tional  level  (e.g.,  welding,  numerical  con¬ 
trol  machine  opei  'ion,  etc.).  Inappropri¬ 
ately  applied  pre .. activity  factors  will 
produce  inaccurate  labor  cost  estimates. 

(2)  Productivity  factors  arc  derived  by 
dividing  labor  standards  by  actual  labor. 
When  a  contractor  changes  its  method  of 
computing  labor  standards,  the  accuracy 
of  productivity  factors  may  be  affected. 
Ascertain  whether  any  changes  in  method 
have  occurred.  If  so,  work  through  sever¬ 
al  productivity  factor  calculations  to  de¬ 
termine  the  impact  of  the  change. 

D-102.3  Labor  K.stimating  Methods  — 
Cost  and  Time  Relationships 
(Parametric) 

As  explained  in  D-405,  parametric  cost 
estimating  is  a  technique  that  estimates 
future  costs  by  statistically  analyzing  and 
manipulating  historical  cost  relationships 
(D-4()7.2g).  The  primary  justification  for 
using  paramctrics  is  reduced  estimating 
and  negotiation  costs.  When  a  contractor 
uses  parametric  cost  estimating  relation¬ 
ships,  the  contractor  is  expected  to  dem¬ 
onstrate  that  the  relationships  are  logical, 
verifiable,  statistically  valid,  and  fairly 
accurate  in  predicting  results.  The  rela¬ 
tionships  used  should  also  be  periodically 
monitored  by  the  contractor  to  ensure 
appropriateness.  Audit  steps  designed  to 
review  paramettic  cost  estimates  will 
ensure  that  the  contractor  can  indeed 
demonstrate  its  estimates  meet  the  above 
criteria.  In  addition,  the  audit  steps  listed 
in  D- 102.4  apply  to  parametric  cost  esti¬ 
mates. 

D-102.4  Labor  Estimating  Systems  — 
Other  Methods 

The  following  audit  steps  should  be 
performed  for  labor  estimating  methods 
other  than  the  standard  time  method. 
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These  methods  are  (1)  judgment  and 
conference,  (2)  comparison,  (3)  unit 
method,  (4)  factor  method,  (5)  probabili¬ 
ty  approaches,  and  (6)  cost  and  time 
estimating  relationships.  Judgment  and 
conference  is  the  least  accurate  of  these 
methods.  The  others  yield  progressively 
more  accurate  labor  cost  estimates,  but 
not  as  good  as  those  produced  by  the 
standard  time  method.  (See  D-407.2  for 
further  explanation  of  these  labor  esti¬ 
mating  methods.)  Contractors  may  com¬ 
bine  two  or  more  of  these  methods  to 
produce  labor  cost  estimates. 

a.  Review  the  information  in  D-407 
relevant  to  the  specific  method  employed 
by  the  contractor. 

b.  Scrutinize  historical  data  used  to 
develop  the  labor  cost  estimates.  Pay 
special  attention  to  the  factors  identified 
in  D-102.tc. 

c.  Identify  the  method,  including  ratio¬ 
nale  supporting  use  of  the  technique, 
historical  evidence  of  the  accuracy  of  the 
method,  assumptions,  adjustments  made, 
etc. 

d.  Validate  .some  of  the  calculations  by 
working  through  the  estimate. 

e.  Note  discrepancies.  Try  to  establish 
the  cost  impact  of  these  discrepancies. 

D- 102.5  Material  Estimating  Systems 

Section  D-408  describes  material  esti¬ 
mating  methods,  of  which  the  use  of  the 
“bill  of  material”  or  BOM  to  establish 
material  cost  estimates  is  the  most  com¬ 
mon.  Routing  sheets  and  engineering 
drawings  are  also  important  to  the  audi¬ 
tor  in  verifying  material  quantities.  Spe¬ 
cific  audit  steps  related  to  material  esti¬ 
mates  follow: 

a.  Become  thorou'jhly  familiar  with  the 
requirements  of  the  RFP  and  the  con¬ 
tents  of  the  contractor’s  proposal. 

b.  Obtain  the  engineering  BOM  that 
supports  the  contractor’s  proposal.  For 
audit  purposes,  engineering  BOMs  are 
normally  preferable  to  “manufacturing” 
BOMs  because  of  their  correspondence  to 
engineering  drawings.  BOMs  are  sorted 
different  ways  to  accommodate  different 
users  and  purposes.  The  two  most  com¬ 
mon  sorts  are  ascending  part  number  and 
assembly/subassembly.  Next  assembly  or 
“where  used”  information  is  usually  also 


available  and  in  most  cases  quite  useful 
to  the  auditor. 

c.  If  the  auditor  intends  to  select  a 
manual  sample  of  parts,  obtain  a  priced 
ascending/descending  order  BOM  as  it  is 
usually  a  necessity.  To  allow  proper  re¬ 
view,  next  assembly  information  should 
be  part  of  this  BOM,  or  available  in  a 
supplemental  document. 

d  If  BOM  detail  part  records  are 
computer-based,  the  BOM  obtained  may 
be  either  ascending/descending  part  num¬ 
ber  or  assembly/subassembly  as  long  as  it 
is  priced.  For  mechanized  sample  selec¬ 
tion,  the  preferred  method  is  to  use  an 
available  software  tool.  DCAA  sample 
selection  software  includes  DATATRAK 
III  and  the  Electronic  Selection  Programs 
(ESP). 

e.  Prepare  a  samplmg  plan.  Select  ei¬ 
ther  a  random  stratiiied  or  dollar  unit 
sample  of  parts  for  review.  Guidance  on 
sampling  methods  is  contained  in  Appen¬ 
dix  B.  Although  the  sample  is  intended 
for  use  in  validating  BOM  quantities  to 
engineering  drawings,  the  sample  should 
also  be  used  to  validate  pricing.  Valida¬ 
tion  of  parts  pricing  should  usually  be 
accomplished  as  a  separate  phase  of  the 
audit. 

f.  Obtain  detailed  engineering  drawings 
for  selected  sample  BOM  parts.  Separate 
engineering  drawings  may  not  be  avail¬ 
able  for  purchased  parts,  but  may  be 
available  as  part  of  the  next  higher  assem¬ 
bly  drawing.  Also,  initial  BOMs  may  be 
incomplete  and  contain  pseudo-parts 
which  do  not  have  engineering  drawings. 
A  large  number  of  pseudo-parts  is  usually 
sufficient  reason  to  obtain  the  assistance 
of  a  technical  specialist. 

g.  Compare  sample  part  quantities  on 
engineering  drawings  to  the  BOM. 

h.  Identify  how  the  ontractor  calculat¬ 
ed  part  quantities  and  the  number  of 
parts  to  be  produced  from  raw  material. 
Pay  special  attention  to  the  use  of  round¬ 
ed  factors  for  raw  material.  Verify  the 
accuracy  of  the  contractor’s  calculations 
by  working  through  several  part  esti¬ 
mates. 

i.  Typically,,  engineering  drawings  are 
frequently  changed.  Depending  upon  the 
date  of  revision  and  other  factors,  there  is 
danger  that  changes  may  not  have  been 
incorporated  into  the  BOM.  Audit  tests 
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should  include  a  review  of  engineering 
change  notices  (ECNs)  to  determine  if 
any  in-process  ECNs  have  not  been  in¬ 
cluded  in  the  BOM.  The  date  of  the  last 
revision  on  the  engineering  drawing  may 
be  beneficial  in  identifying  potential 
omissions. 


j.  Quantity  and  computational  discre¬ 
pancies  identified  during  the  material 
requirements  review  of  sample  BOM 
parts  should  be  projected  to  the  entire 
BOM  population  to  assess  impact. 
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D-200  Section  2  —  Procedures  for  Requesting  Technical  Specialist 

Assistance 


D-201  General 

In  this  section,  the  procedures  for 
requesting  technical  specialist  assistance 
in  price  proposal  evaluations  are  de¬ 
scribed.  Requests  for  technical  assistance 
should  be  very  specific  to  avoid  miscom- 
munication  and  improve  the  probability 
of  obtaining  meaningful  evaluations.  Ex¬ 
amples  of  questions  that  might  be  direct¬ 
ed  to  a  technical  specialist  are  also  con¬ 
tained  in  this  section. 

D-202  Timeliness 

Auditors  must  concentrate  on  analyz¬ 
ing  contractor  support  for  labor  hours 
and  material  quantities  in  the  initial 
stages  of  the  audit  evaluation.  This  analy¬ 
sis  should  include  an  early  identification 
of  cost  estimating  techniques  used  by  the 
contractor,  and  evaluation  of  supporting 
data. 

D-203  Sources  of  Technical 
Specialist  Assistance 

Government  engineers  working  direct¬ 
ly  for  the  acquisition  command  or  ad¬ 
ministrative  contracting  officer  have  pri- 
rnary  responsibility  for  performing  tech¬ 
nical  analyses  of  contractor  pricing  sub¬ 
missions.  Accordingly,  this  group  of  peo¬ 
ple  should  be  contacted  when  the  auditor 
requires  technical  assistance  in  a  propos¬ 
al  evaluation. 

D-204  Method  of  Requesting 
Assistance 

a.  If  possible,  requests  for  technical 
specialist  assistance  should  initially  be 
handled  verbally  (with  appropriate  writ¬ 
ten  followup  documentation).  The  audi¬ 
tor  should  attempt  to  make  requests  in 
person  at  FAOs  having  on-site  engineers. 
Foi  offices  without  on-site  engineering 
support,  telephone  requests  for  assistance 
are  usually  appropriate.  These  proce¬ 
dures  will  promote  a  closer  working  rela¬ 
tionship  between  the  auditor  and  others 
responsible  for  proposal  evaluation,  and 


improve  chances  for  a  timely  response.  A 
written  request  should  be  transmitted  to 
the  acquisition  command  or  contract 
administration  office  (DFARS  215.805- 
5(a)(2)(A)(3)  can  be  cited  as  a  reference 
authorizing  the  request).  A  request  must 
be  made  even  when  the  auditor  is  satis¬ 
fied  with  the  scope  of  planned  technical 
evaluation  and  also  when  the  auditor  is 
told  that  the  results  of  a  planned  techni¬ 
cal  evaluation  will  not  be  furnished.  If  a 
pattern  of  untimely  or  nonavailability  of 
government  technical  support  is  encoun¬ 
tered,  the  matter  should  be  elevated  to 
the  regional  office  for  discussion  with  the 
appropriate  acquisition  management  of¬ 
ficials.  Headquarters  (Attn:  O)  should  be 
notified  of  unsatisfactory  conditions 
which  cannot  be  resolved  by  the  regional 
director. 

b.  Figures  D-2-1  and  D-2-2  present 
examples  of  audit  requests  for  govern¬ 
ment  technical  specialist  assistance. 
These  examples  should  be  used  as  guide¬ 
lines  and  modified  as  necessary  to  reflect 
specific  conditions  identified  by  the  audi¬ 
tor.  Coordination  and  followup  of  re¬ 
quests  are  essential  Nonrcceipt  of  a 
requested  technical  evaluation  requires  a 
qualification  in  the  resulting  audit  report. 

D-205  Formulating  Questions 

a.  Once  a  decision  has  been  made  to 
request  assistance  from  a  technical  spe¬ 
cialist,  focus  on  identifying  exactly  what 
information  is  needed.  The  third  state¬ 
ment  ofStandards  of  Field  Work  requires 
that  the  auditor  obtain  sufficient,  compe¬ 
tent,  and  relevant  evidence  to  afford  a 
reasonable  basis  for  an  opinion.  This 
evidence  may  appropriately  include  the 
work  of  a  technical  specialist;  however, 
the  responsibility  for  meeting  this  re¬ 
quirement  cannot  be  transferred. 

b.  SAS  No.  1 1  provides  guidance  re¬ 
garding  the  use  of  specialists  in  perform¬ 
ing  an  examination  of  accounting  records 
in  accordance  with  GAGAS.  It  requires 
that  the  auditor  be  specific  in  identifying 
the  nature  of  work  to  be  pei  formed  by  the 
technical  specialist.  Preferably,  this  state- 
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ment  of  work  should  include  (I)  the 
scope  and  objectives  of  the  work,  (2)  the 
methods  and  assumptions  to  be  used  by 
the  specialist,  (3)  a  description  of  how  the 
auditor  will  use  the  specialist’s  work  to 
support  assertions  made  in  the  cost  state¬ 
ments,  and  (4)  the  form  and  content  the 
specialist’s  report  should  take. 

c.  Specific  questions  for  technical  spe¬ 
cialists  should  correspond  to  individual 
audit  steps  expected  to  be  performed, 
and  address  each  element  for  which  the 
auditor  could  not  make  an  independent 
assessment.  In  formulating  questions,  de¬ 
scribe  in  detail  tests  performed  and/or 
reasons  for  questioning  an  aspect  of  the 
cost  estimate.  The  remainder  of  this 
section  contains  examples  of  que.stions 
that  might  be  directed  to  a  technical 
specialist. 

D-205.1  Example  Questions  —  Labor 

a.  Judgment  and  Conference 

“Because  of  a  lack  of  historical  infor¬ 
mation,  the  contractor  estimated  direct 
labor  hours  for  its  automated  assembly 
line  using  judgment  only.  Review  of 
the  judgmental  estimate  revealed  no 
auditable  supporting  data  in  which  the 
auditor  could  place  confidence.  Ac¬ 
cordingly,.  the  assumptions  used  to 
develop  the  contractor’s  position  need 
to  be  evaluated  by  an  engineer  knowl¬ 
edgeable  in  the  area.  Results  of  this 
technical  analysis  should  be  provided 
to  the  auditor  for  review  and  determi¬ 
nation  of  the  impact  upon  audit  scope 
and  conclusions.” 

b.  Comparison 

“The  contractor  multiplied  all  histori¬ 
cal  data  supporting  proposed  direct 
engineering  labor  hours  by  a  factor  of 
2.0  because  of  the  belief  that  the  pro¬ 
gram  being  estimated  will  have  twice  as 
many  configuration  changes  as  previ¬ 
ously  experienced.  Supporting  data  for 
this  factor  could  not  be  obtained  by  the 
auditor.  Both  the  magnitude  of  antici¬ 
pated  configuration  changes  and  the 
manner  in  which  the  contractor  esti¬ 
mated  their  influence  on  cost  need  to 
be  assessed  by  an  engineer.  Results  of 
this  technical  analysis  should  be  pro¬ 
vided  to  the  auditor  for  review  and 
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determination  of  the  impact  upon  au¬ 
dit  scope  and  conclusions.” 

c.  Unit  Method 

“The  contractor  estimated  mainte¬ 
nance/cleaning  labor  using  a  unit  mea¬ 
sure  of  ‘hours  per  square  foot  of  floor 
area  to  be  cleaned.’  This  unit  measure 
was  developed  from  the  contractor’s 
experience  at  five  small  office  facilities. 
The  building  to  be  cleaned  (under  this 
contract)  is  a  multistory  office  building 
seven  times  larger  than  any  of  the 
office  facilities  used  to  develop  this 
rate.  The  auditor  has  verified  the  accu¬ 
racy  of  composite  rate  development. 
However,  we  believe  that  the  contrac¬ 
tor  should  realize  some  gain  in  efficien¬ 
cy  due  to  the  large  facility  size.  Accord¬ 
ingly,  we  request  that  an  engineer  de¬ 
velop  an  adjustment  factor  to  compen¬ 
sate  for  efficiency  gains.  Results  of  this 
technical  analysis  should  be  provided 
to  the  auditor  for  review  and  determi¬ 
nation  of  the  impact  upon  audit  scope 
and  conclusions.” 

d.  Factor  Method 

“The  contractor  estimated  electrical 
assembly  final  test  labor  as  a  percent¬ 
age  of  basic  factory  labor  using  data 
from  five  previous  contracts.  The  con¬ 
tractor  requested  and  received  consid¬ 
erable  funds  to  procure  special  test 
equipment  to  automate  these  opera¬ 
tions  for  the  contract  being  estimated. 
No  similar  automation  effort  was  un¬ 
dertaken  on  the  previous  contracts.  By 
using  unadjusted  history,  the  contrac¬ 
tor  has  not  given  consideration  to  the 
impact  of  automation  in  estimating 
future  assembly  final  test  labor.  The 
auditor  was  unable  to  locate  informa¬ 
tion  to  develop  an  adjustment  for  this 
change  in  production  methods.  We 
request  that  an  engineer  estimate  an 
appropriate  adjustment  for  this  labor 
category.  Results  of  this  technical  anal¬ 
ysis  should  be  provided  to  the  auditor 
for  review  and  determination  of  the 
impact  upon  audit  scope  and  conclu¬ 
sions." 
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e.  Probability  Approaches 

“The  contractor  used  a  computer  pro¬ 
gram  to  derive  its  probability  estimate 
that  it  is  75  percent  certain  that  it  will 
take  365  staff  days  to  construct  a  test 
stand.  Activity  interrelationships  and 
time  estimates  were  computer  program 
inputs.  Audit  substantiated  the  time 
estimates.  We  request  that  an  engineer 
(1)  determine  if  the  contractor  has 
properly  represented  interrelationships 
and  (2)  evaluate  the  computer  algo¬ 
rithm  used  to  produce  the  estimate. 
Results  of  this  technical  analysis 
should  be  provided  to  the  auditor  for 
review  and  determination  of  its  impact 
on  audit  scope  and  conclusion.” 

f.  Cost  and  Time  Estimating 
Relationships 

“The  contractor’s  cost  estimating  rela¬ 
tionships  (parameters)  for  wire  harness 
assemblies  were  based  on  a  regression 
analysis  of  past  program  experience  to 
quantity  of  connectors  per  assembly. 
Audit  of  this  regression  application 
indicated  a  poor  coefficient  of  determi¬ 
nation  (.51).  However,  the  auditor 
could  not  identify  possible  alternative 
variables  for  consideration  in  refining 
the  regression  model.  We  request  that 
an  engineer  assess  the  reasonableness 
of  the  cost  estimating  relationships  for 
estimating  future  costs.  Results  of  this 
technical  analysis  should  be  provided 
to  the  auditor  for  review  and  determi¬ 
nation  of  the  impact  upon  audit  scope 
and  conclusions.” 

g.  Standard  Time  Method 
(1)  Labor  Standards 

“Audit  disclosed  that  the  contractor’s 
estimate  of  recurring  manufacturing 
labor  hours  was  based  on  “industry 
average”  labor  standards,  not  engi¬ 
neered  labor  standards  (ELSs).  Al¬ 
though  the  contractor  has  not  been 
accumulating  data  to  develop  its  own 
labor  standards,  we  believe  that  it  has 
the  capability,  and  should  be  encour¬ 
aged  to  develop  ELSs  for  use  in  future 
proposal  submissions.  Regarding  the 
current  proposal,  we  request  that  an 
engineer  review  the  reasonableness  of 
the  individual  labor  standards  identi¬ 


fied  below.  Results  of  this  technical 
analysis  should  be  provided  to  the 
auditor  for  review  and  determination 
of  the  impact  upon  audit  scope  and 
conclusions.” 

(2)  Productivity  Factors 

“The  contractor’s  proposed  productivi¬ 
ty  factor  of  .25  is  based  on  composite 
experience  from  six  programs  whose 
individual  productivity  factors  range 
from  .85  to  .08.  Audit  substantiated 
the  development  of  the  individual  fac¬ 
tors  (see  the  enclosed  schedule).  Since 
the  six  programs  are  similar,  we  believe 
that  only  current  experience  should  be 
used  in  estimating  future  productivity. 
We  request  that  an  engineer  determine 
the  appropriateness  of  using  a  compos¬ 
ite  factor  derived  from  multiple  pro¬ 
grams  covering  several  years  in  lieu  of 
current  productivity  experience.  Re¬ 
sults  of  this  technical  analysis  should 
be  provided  to  the  auditor  for  review 
and  determination  of  the  impact  upon 
audit  scope  and  conclusions.” 

D-205.2  Example  Questions — Material 

a.  Bill  of  Material 

“Proposed  material  quantities  for  raw 
material,  hardware,  and  purchased 
parts  were  derived  from  a  mechanized 
bill  of  material  (BOM).  We  statistically 
sampled  this  BOM  and  traced  pro¬ 
posed  quantities  back  to  engineering 
drawings.  Since  this  proposal  is  for  a 
new  product,  formal  drawings  were  not 
available  on  several  parts.  Therefore, 
we  were  unable  to  validate  the  need  for 
certain  parts  or  the  required  quantities. 
The  items  in  question,  along  with  relat¬ 
ed  engineering  drawing  references,  are 
enclosed.  We  request  that  they  be  re¬ 
viewed  by  an  engineer,  and  the  results 
provided  to  the  auditor  for  incorpora¬ 
tion  into  the  audit  report.” 

b.  Material  Scrap  Factor 

“The  contractor’s  method  for  estimat¬ 
ing  material  scrap  does  not  provide  for 
improvement  resulting  from  learning. 
The  scrap  factor  was  derived  from 
production  history  for  similar  prod¬ 
ucts.  We  have  verified  the  data  used  to 
compute  the  scrap  factor.  However,  it 
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is  our  opinion  that  scrap  should  de¬ 
crease  over  time  as  manufacturing  per¬ 
sonnel  become  more  familiar  with  the 
product  and  operations  required  to 
produce  it.  We  request  that  an  engineer 
review  this  factor  to  determine  its 


reasonableness.  Results  of  this  techni¬ 
cal  analysis  should  be  provided  to  the 
auditor  for  review  and  determination 
of  the  impact  upon  audit  scope  and 
conclusions.” 


FIGURE  D-2-1 


PRO  FORMA  REQUEST  FOR  TECHNICAL  ASSISTANCE 
LABOR  EXAMPLE 


TO;  Administrative  Contracting  Officer  [or  Other  Audit  Requester] 

SUBJECT:  Request  for  Technical  Specialist  Assistance,  Proposal _ 

As  part  of  our  audit  of  the  subject  price  proposal,  we  have  examined  the  estimating 
rationale  used  in  calculating  proposed  direct  manufacturing  labor  hours.  In  e.stimating 
this  cost  element,  the  contractor  used  plant-wide  labor  standards  adjusted  by  a 
productivity  factor  resulting  from  experience  on  the  XYZ  contract.  The  contractor 
then  judgmentally  applied  a  20  percent  complexity  factor  to  reflect  the  impact  of  this 
newly  proposed  product.  We  request  that  an  engineer  review  the  reasonableness  of  the 
following  items; 

1.  The  proposed  20  percent  complexity  adjustment  factor. 

2.  The  benefit  of  past  learning  on  the  proposed  labor  estimates.  The  auditor  plans  to 
apply  a  learning  curve  technique. 

3.  The  proposed  in-house  labor  standards  for  recurring  manufacturing  labor  for: 

a.  Item  1  —  Set  up  1.097;  Run  453.301 

b.  Item  2  —  Set  up  212.5;  Run  63.511 

c.  Item  3  —  Set  up  312.4;  Run  75.551 

We  further  request  that  the  technical  specialist’s  review  results  be  furnished  to  us  as 

soon  as  possible  for  incorporation  into  our  audit.  Our  audit  report  is  due  by _  .  If 

the  technical  specialist’s  review  results  cannot  be  provided  by _ ,-  we  request  that 

the  audit  report  due  date  be  revised  to  permit  consideration  of  the  technical  findings. 
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FIGURE  D-2-2 


PRO  FORMA  REQUEST  FOR  TECHNICAL  ASSISTANCE 
MATERIAL  EXAMPLE 


TO:  Administrative  Contracting  Officer  [or  Other  Audit  Requester] 

SUBJECT:  Request  for  Technical  Specialist  Assistance,  Proposal  _ 

As  part  of  our  audit  of  the  subject  price  proposal,  we  have  sampled  certain  material 
costs  for  detailed  analysis.  During  our  evaluation  of  the  sampled  items,  we  attempted 
to  validate  proposed  quantities  and  prices.  As  part  of  this  validation  process,  we 
traced  sample  part  quantities  back  to  originating  engineering  drawings  and  related 
supporting  documents.  However,  we  were  unable  to  validate  whether  the  drawings 
reviewed  accurately  reflect  the  itcm(s)  to  be  furnished,  or  that  the  parts  are  required. 
The  items  in  question  arc  summarized  as  Enclosure  1  to  this  memorandum.  We 
request  that  an  engineer  review  each  of  these  items  to  determine  (1)  item  necessity,  (2) 
required  quantity,  and  (3)  the  propriety  of  the  contractor's  proposed  quality  level.  We 
request  that  the  results  of  this  technical  review  be  furnished  to  us  as  soon  as  possible. 

In  addition,  the  contractor  proposed  use  of  a  historical  scrap  factor.  Since  this 
proposal  IS  for  production  of  a  product  similar  to  those  produced  in  the  past,  it  is  our 
opinion  that  the  factor  should  be  adjusted  for  the  impact  of  learning.  We  further 
request  that  an  engineer  review  this  matter  and  provide  an  opinion  on  whether 
reductions  from  learning  may  be  reasonably  expected  in  the  circumstances.  If  so,  we 
will  ask  the  contractor  to  revise  the  estimates. 

Our  audit  report  is  due  by _ .  If  the  results  of  the  technical  specialist  review 

cannot  be  provided  by _ we  request  that  the  audit  report  due  date  be  revised  to 

permit  consideration  of  the  findings. 
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D-300  Section  3  —  Evaluation,  Use,  and  Impact  of  the  Results  of  Technical 

Specialist  Assistance 


D-301  Introduction 

The  procedures  discussed  in  this  sec¬ 
tion  regarding  the  evaluation,  use,  and 
impact  of  the  results  of  government  tech¬ 
nical  specialist  assistance  applies  to  those 
reports  received  as  a  result  of  a  DCAA 
request  for  assistance.  Procedures  associ¬ 
ated  with  the  evaluation  of  work  of 
others,  excluding  government  technical 
specialists  are  discussed  in  4-1000. 

D-302  General 

a.  It  is  the  auditor’s  responsibility  to 
examine  the  report  on  any  requested 
technical  evaluation  to  ensure  a  reason¬ 
able  understanding  of  the  work  per¬ 
formed,  the  accounting  data  relied  on, 
and  the  impaet  of  the  results  on  proposed 
costs.  The  work  of  a  specialist  should  be 
used  unless  findings  are  obviously  unreal¬ 
istic,  or  procedures  used  appear  inade¬ 
quate.  In  these  situations,  attempt  to 
reconcile  differences  with  the  specialist 
or,  if  necessary,  the  responsible  supervi¬ 
sory  offieial.  Obtain  the  assistance  of  the 
AGO  in  facilitating  a  resolution.  Discus¬ 
sion  of  procedures  and  technical  aspects 
of  the  evaluation  is  usually  sufficient  to 
eliminate  concerns.  If  the  auditor  is  un¬ 
able  to  resolve  differences,  the  technical 
evaluation  should  not  be  relied  on  in  the 
audit  opinion  or  the  development  of 
questioned  costs.  In  such  cases,  the  tech¬ 
nical  report  should  be  attached  to  the 
audit  report.  Additionally,  the  audit  re¬ 
port  should  include  an  explanation  of  the 
reasons  the  auditor  did  not  utilize  the 
technical  recommendations. 

b.  GAGAS  requires  that  audit  opinions 
be  qualified  when  evaluations  of  labor 
hours  and  material  quantities  have  not 
been  performed  by  either  the  auditor  or  a 
technical  specialist,-  and  sufficient  evi¬ 
dential  matter  has  not  been  obtained  to 
formulate  an  audit  opinion.  Such  ab¬ 
sences  and/or  the  inability  to  obtain 
essential  information,  constitute  scope 
restrictions  and  necessitate  opinion  qual¬ 
ifications. 


c.  All  audit  report  qualifications  should 
be  identified  and  expressed  in  general 
terms  in  the  paragraph  entitled  “Circum¬ 
stances  Affecting  the  Audit*,  as  shown  in 
the  examples  included  in  D-303.  This 
paragraph  should  briefly  state  why  the 
audit  report  is  being  qualified  and  direct 
the  reader  to  an  appendix  for  further 
detail.  Section  D-304  contains  examples 
of  detailed  descriptions  of  the  reasons  for 
technical  qualification  that  would  be  in¬ 
cluded  in  the  appendix.  Instances  where 
audit  scope  has  been  substantially  re¬ 
stricted  may  require  an  adverse  audit 
opinion  statement  (9-209.3)  under  the 
audit  report  paragraph  “Summary  of 
Audit  Results.”  This  determination  will 
have  to  be  made  based  on  the  auditor’s 
best  judgment.  Questioned  costs  should 
not  be  segregated  between  audit  and 
technical  findings  in  the  exhibits  and 
schedules  of  the  audit  report.  However, 
this  information  should  be  given  in  the 
supporting  notes. 

D-303  Circumstances  and  Summary 
of  Audit  Results  Qualifiers 

a.  Example  No.  1  -  Labor.  Where  a 
recommendation  is  made  to  not  conclude 
negotiations  until  results  of  technical 
evaluation  of  a  20  percent  complexity 
factor  have  been  considered.  (Refer  to 
10-209.2  and  10-304,2  for  further  guid¬ 
ance  on  what  to  include  in  the  following 
report  sections.) 

(1)  Circumstances  Affecting  the  Audit 

“Our  audit  of  the  contractor’s  proposal 
included  an  examination  of  the  ratio¬ 
nale  used  in  estimating  proposed  man¬ 
ufacturing  direct  labor  hours.  In  esti¬ 
mating  this  cost  element,  the  contrac¬ 
tor  used  plant-wide  labor  standards 
adjusted  by  a  productivity  factor  based 
on  experience  on  the  XYZ  contract. 
The  contractor  then  applied  a  20  per¬ 
cent  complexity  factor  to  represent  the 
impact  of  this  newly  proposed  product. 
We  verified  to  the  accounting  records 
the  actual  XYZ  contract  hours  used  in 
computing  the  productivity  factors.” 
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“We  traced  the  proposed  recurring 
manufacturing  labor  standards  to  engi¬ 
neering  records.  However,  we  were  not 
able  to  determine  the  reasonableness  of 
the  proposed  20  percent  complexity 
factor  the  contractor  judgementally  ap¬ 
plied.  In  our  opinion,  the  contractor’s 
estimating  method  failed  to  consider 
benefits  from  past  learning  which 
could  significantly  impact  proposed 
costs.  Technical  specialist  assistance 
was  requested  from  [enter  organization 
and  title  of  technical  specialist]  but  was 
not  received  in  time  for  incorporation 
into  this  report.  We  anticipate  receipt 
of  the  technical  report  on  or  about  1 5 
December  1992.  An  extension  of  our 
audit  report  due  date  was  requested 
from  you  on  1  December  1992,  but  was 
not  granted.  We  were  unable  to  reach  a 
definitive  conclusion  regarding  the  ac- 
ceptaoility  of  the  proposed  20  percent 
factor  by  other  available  audit  proce- 
dures.  The  results  are  considered  essen- 
I  tial  to  the  conclusion  of  this  audit. 
Therefore,  the  results  of  audit  are  qua¬ 
lified  to  the  extent  that  additional  costs 
may  be  questioned  based  on  technical 
evaluation  results.  See  Appendix  [in¬ 
sert  number]  for  further  discussion  of 
this  item.  Upon  receipt  of  the  technical 
report,  we  will  issue  a  supplement  to 
this  report  incorporating  the  results  of 
the  technical  evaluation,  if  contract 
negotiations  have  not  been  concluded 
and  the  supplemental  report  would 
serve  a  useful  purpose.” 

(2)  Summary  of  Audit  Results 

“In  our  opinion,  the  cost  or  pricing 
data  submitted  by  the  offeror  are  inad¬ 
equate  in  some  respects.  (See  com¬ 
ments  in  paragraph  2  concerning  the 
proposed  20  percent  complexity  fac¬ 
tor.)  The  proposal  was  not  prepared  in 
all  respects  in  accordance  with  applica¬ 
ble  Cost  Accounting  Standards  and 
appropriate  provisions  of  FAR  and  the 
DoD  FAR  Supplement  (DFARS)  [for 
non-DoD  agencies,  identify  the  specific 
agency  supplement,  if  any  (see  15- 
102.2)].*  (See  comments  on  , 

Exhibit  ,  Note  .)  How¬ 

ever,  the  impact  of  the  inadequacies 
and  noncompliances  is  considered  to 


be  relatively  insignificant.  Neverthe¬ 
less,  in  our  opinion  the  technical  con¬ 
siderations  discussed  above  are  signifi¬ 
cant  enough  to  materially  impact  the 
results  of  the  audit.  Therefore,  as  dis¬ 
cussed  with  [enter  name  and  title  of 
contracting  officer  or  representative] 
by  [enter  name  of  auditor]  on  [enter 
date  of  telephone  call],  we  recommend 
that  contract  price  negotiations  not  be 
concluded  until  the  results  of  the  tech¬ 
nical  evaluation  of  the  20  percent  fac¬ 
tor  are  considered.” 

*[Ail  four  examples  given  in  this  por¬ 
tion  of  the  appendix  assume  no  other  cost 
or  pricing  data  or  CAS  problems  were 
noted  during  the  audit.] 
b.  Example  No.  2  -  Labor.  (This  is  the 
same  as  Example  No.  1,  except  no  recom¬ 
mendation  is  made  to  delay  negotiations 
until  technical  information  has  been  con¬ 
sidered.) 

(1)  Circumstances  Affecting  the  Audit 

“Our  audit  of  the  contractor’s  proposal 
included  an  examination  of  the  ratio¬ 
nale  used  in  estimating  proposed  man¬ 
ufacturing  direct  labor  hours.  In  esti¬ 
mating  this  cost  element,  the  contrac¬ 
tor  used  plant-wide  labor  standards 
adjusted  by  a  productivity  factor  based 
on  experience  on  the  XYZ  contract. 
The  contractor  then  applied  a  20  per¬ 
cent  complexity  factor  to  represent  the 
impact  of  this  newly  proposed  product. 
We  verified  to  the  accounting  records 
the  actual  XYZ  contract  hours  used  in 
computing  the  productivity  factors. 

“We  traced  the  proposed  recurring 
manufacturing  labor  standards  to  engi¬ 
neering  records.  However,  we  were  not 
able  to  determine  the  reasonableness  of 
the  proposed  20  percent  complexity 
factor  the  contractor  judgementally  ap¬ 
plied.  In  our  opinion,  the  contractor’s 
estimating  method  failed  to  consider 
benefits  from  past  learning  which 
could  significantly  impact  proposed 
costs.  Technical  specialist  assistance 
was  requested  from  [enter  organization 
and  title  of  technical  specialist]  but  was 
not  received  in  time  for  incorporation 
into  this  report.  We  anticipate  receipt 
of  the  technical  report  on  or  about  1 5 


DCAA  Contract  Audit  Manual 


January  1995 


D13 

1ID-303b. 


December  1992.  An  extension  of  our 
audit  report  due  date  was  requested 
from  you  on  1  December  1 992,  but  was 
not  granted.  We  were  unable  to  reach  a 
definitive  conclusion  regarding  the  ac¬ 
ceptability  of  the  proposed  20  percent 
factor  by  other  available  audit  proce¬ 
dures.  Therefore,  the  results  of  audit 
are  qualified  to  the  extent  that  addi¬ 
tional  costs  may  be  questioned  based 
on  technical  evaluation  results.  See 
Appendix  [insert  number]  for  further 
discussion  of  this  item.  Upon  receipt  of 
the  technical  report,  we  will  issue  a 
supplement  to  this  report  incorporat¬ 
ing  the  results  of  the  technical  evalu¬ 
ation,  if  contract  negotiations  have  not 
been  concluded  and  the  supplemental 
report  would  serve  a  useful  purpose.” 

(2)  Summary  of  Audit  Results 

“In  our  opinion,  the  cost  or  pricing 
data  submitted  by  the  offeror  are  inad¬ 
equate  in  some  respects.  (See  com¬ 
ments  in  paragraph  2  concerning  the 
proposed  20  percent  complexity  fac¬ 
tor.)  The  proposal  was  not  prepared  in 
all  respects  in  accordance  with  applica¬ 
ble  Cost  Accounting  Standards  and 
appropriate  provisions  of  FAR  and  the 
DoD  FAR  Supplement  (DFARS)  [for 
non-DoD  agencies,  identify  the  specific 
agency  supplement,  if  any  (see  15- 
102.2)].  (See  comments  on  ,  Ex¬ 
hibit  ,  Note  .)  However, 
the  impact  of  the  inadequacies  and 
noncompliances  is  considered  to  be 
relatively  insignificant.  Therefore,  we 
consider  the  proposal  to  be  acceptable 
as  a  basis  for  negotiation  of  a  fair  and 
reasonable  price.  This  .statement 
should  not  be  interpreted  to  mean  that 
the  remaining  data  are  necessarily  ac¬ 
curate,  complete,  and  current  in  accor¬ 
dance  with  [insert  “10  U.S.C.  2306a”  if 
DoD,  NASA,  or  Coast  Guard  proposal 
or  “41  U.S.C.  254(d)”  for  all  others], 
since  a  postaward  audit  may  disclose 
evidence  not  now  discernible.  Nor 
should  the  statement  be  interpreted  to 
mean  that  the  offeror  is  necessarily  in 
compliance  in  all  respects  with  applica¬ 
ble  (Tost  Accounting  Standards,  since  a 
final  recommendation  cannot  be  made 
in  a  preaward  evaluation.  Instances  of 


noncompliance  with  the  Cost  Account¬ 
ing  Standards  may  be  reported  during 
contract  performance.” 

c.  Example  No.  3  -  Material.  Where  a 
recommendation  is  made  to  not  conclude 
negotiations  until  results  of  technical 
evaluation  of  material  quantities  and 
scrap  factor  have  been  considered.  (Refer 
to  10-209.2  and  10-304.2  for  further 
guidance  on  what  to  include  in  the  fol¬ 
lowing  report  sections.) 

(1)  Circumstances  Affecting  the  Audit 

“During  our  audit  of  the  contractor's 
proposal,  we  evaluated  direct  material 
costs  through  statistical  sampling.  We 
traced  proposed  quantities  to  the  origi¬ 
nating  engineering  drawings  and  sup¬ 
porting  documentation.  However,  we 
were  not  able  to  determine  whether  the 
drawings  reviewed  are  an  accurate  ren¬ 
dering  of  the  item(s)  to  be  furnished  or 
that  the  parts  arc  required.  Also,  the 
contractor  proposed  a  historical  scrap 
factor  that  does  not  recognize  the  bene¬ 
fit  of  past  learning.  Technical  specialist 
assistance  was  requested  from  [enter 
organization  and  title  of  technical  spe¬ 
cialist]  but  was  not  received  in  time  for 
incorporation  into  this  report.  We  an¬ 
ticipate  receipt  of  the  technical  report 
on  or  about  15  December  1992.  An 
extension  of  our  audit  report  due  date 
was  requested  from  you  on  1  Decem¬ 
ber  1 992,  but  was  not  granted.  We  were 
unable  to  reach  a  definitive  conclusion 
regarding  the  acceptability  of  the  pro¬ 
posed  quantities  and  scrap  factor  by 
other  available  audit  procedures.  The 
results  are  considered  essential  to  the 
conclusion  of  this  audit.  Therefore,  the 
results  of  audit  are  qualified  to  the 
extent  that  additional  costs  may  be 
questioned  based  on  technical  evalu¬ 
ation  results.  See  Appendix  [insert 
number]  for  further  discussion  of  this 
area.  Upon  receipt  of  the  technical 
report,  we  will  issue  a  supplement  to 
this  report  incorporating  the  results  of 
the  technical  evaluation,  if  contract 
negotiations  have  not  been  concluded 
and  the  supplemental  report  would 
serve  a  useful  purpose.” 

(2)  Summary  of  Audit  Results 
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“In  our  opinion,  the  cost  or  pricing 
data  submitted  by  the  offeror  are  inad¬ 
equate  in  some  '^'ts.  (See  com¬ 
ments  in  paragrap  jncerning  the 
proposed  material  qi  entities  and  scrap 
factor.)  The  proposal  was  not  prepared 
in  all  respects  in  accordance  with  appli¬ 
cable  Cost  Accounting  Standards  and 
appropriate  provisions  of  FAR  and  the 
DoD  FAR  Supplement  (DFARS)  [for 
non-DoD  agencies,  identify  the  specific 
agency  supplement,  if  any  (see  15- 
102.2)].  (See  comments  on  ,  Ex¬ 
hibit  ,  Note  .)  However, 
the  impact  of  the  inadequacies  and 
noncompliances  is  considered  to  be 
relatively  insignificant.  Nevertheless, 
in  our  opinion  the  technical  consider¬ 
ations  discussed  above  are  significant 
enough  to  materially  impact  the  results 
of  the  audit.  Therefore,  as  discussed 
with  [enter  name  and  title  of  contract¬ 
ing  officer  or  representative]  by  [enter 
name  of  auditor]  on  [enter  date  of 
telephone  call),  we  recommend  that 
contract  price  negotiations  not  be  con¬ 
cluded  until  the  results  of  the  technical 
evaluation  of  the  material  quantities 
and  scrap  factor  are  considered.” 

d.  Example  No.  4  -  Material.  (This  is 
the  same  as  Example  No.  3,  except  no 
recommendation  is  made  to  delay  negoti¬ 
ations  until  technical  information  has 
been  considered.) 

(1)  Circumstances  Affecting  the  Audit 

“During  our  audit  of  the  contractor’s 
proposal,  we  evaluated  direct  material 
costs  through  statistical  sampling.  We 
traced  proposed  quantities  to  the  origi¬ 
nating  engineering  drawings  and  sup¬ 
porting  documentation.  However,  we 
were  not  able  to  determine  whether  the 
drawings  reviewed  are  an  accurate  ren¬ 
dering  of  the  item(s)  to  be  furnished  or 
that  the  parts  are  required.  Also,  the 
contractor  proposed  a  historical  scrap 
factor  that  does  not  recognize  the  bene¬ 
fit  of  past  learning.  Technical  specialist 
assistance  was  requested  from  [enter 
organization  and  title  of  technical  spe¬ 
cialist]  but  was  not  received  in  time  for 
incorporation  into  this  report.  We  an¬ 
ticipate  receipt  of  the  report  of  techni¬ 
cal  evaluation  on  or  about  1 5  Decem¬ 


ber  1992.  An  extension  of  our  audit 
report  due  date  was  requested  from 
you  on  1  December  1992,  but  was  not 
granted.  We  were  unable  to  reach  a 
definitive  conclusion  regarding  the  ac¬ 
ceptability  of  the  proposed  quantities 
and  scrap  factor  by  other  available 
audit  procedures.  Therefore,  the  results 
of  audit  are  qualified  to  the  extent  that 
additional  costs  may  be  questioned 
based  on  technical  evaluation  results. 
See  Appendix  [insert  number]  for  fur¬ 
ther  discussion  of  this  area.  Upon 
receipt  of  the  technical  report,  we  will 
issue  a  supplement  to  this  report  incor¬ 
porating  the  results  of  the  technical 
evaluation,  if  contract  negotiations 
have  not  been  concluded  and  the  sup¬ 
plemental  report  would  serve  a  useful 
purpose.” 

(2)  Summary  of  Audit  Results 

“In  our  opinion,  the  cost  or  pricing 
data  submitted  by  the  offeror  were 
inadequate  in  some  respects.  (See  com¬ 
ments  in  paragraph  2  concerning  the 
proposed  material  quantities  and  scrap 
factor.)  The  proposal  was  not  prepared 
in  all  respects  in  accordance  with  appli¬ 
cable  Cost  Accounting  Standards  and 
appropriate  provisions  of  FAR  and  the 
DoD  FAR  Supplement  (DFARS)  [for 
non-DoD  agencies,  identify  the  specific 
agency  supplement,  if  any  (see  15- 
102.2)].  (See  comments  on  ,  Ex¬ 
hibit  ,  Note  .)  However, 

the  impact  of  the  inadequacies  and 
noncompliances  is  considered  to  be 
relatively  insignificant.  Therefore,  we 
consider  the  proposal  to  be  acceptable 
as  a  basis  for  negotiation  of  a  fair  and 
reasonable  price.  This  statement 
should  not  be  interpreted  to  mean  that 
the  remaining  data  are  necessarily  ac¬ 
curate,  complete,  and  current  in  accor¬ 
dance  with  [insert  “lOU.S.C.  2306a”  if 
DoD.  NASA,  or  Coast  Guard  proposal 
or  “41  U.S.C.  254(d)”  for  all  others], 
since  a  postaward  audit  may  disclose 
evidence  not  now  discernible.  Nor 
should  the  statement  be  interpreted  to 
mean  that  the  offeror  is  necessarily  in 
compliance  in  all  respects  with  applica¬ 
ble  Cost  Accounting  Standards,  since  a 
final  recommendation  cannot  be  made 
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in  a  preaward  evaluation.  Instances  of 
noncompliance  with  the  Cost  Account¬ 
ing  Standards  may  be  reported  during 
contract  performance.” 

D-304  Examples  of  Report  Appendix 
Statements  on  Technical 
Qualifications 

a.  Labor  Examples 

“The  following  technical  cost  estimat¬ 
ing  techniques  were  identified  during  our 
audit  but  could  not  be  evaluated  without 
technical  assistance  from  an  engineer.  An 
overall  audit  opinion  on  labor  costs  can¬ 
not  be  drawn  until  the  assistance  request¬ 
ed  has  been  received  and  its  impact 
reviewed. 

“(1)  Direct  Labor  Complexity  Factor 
Adjustment.  The  contractor  applied  a 
20  percent  upward  complexity  factor 
adjustment  to  the  proposed  recurring 
manufacturing  direct  labor  productivi¬ 
ty  factor  of  47  percent.  This  adjust¬ 
ment  was  judgmentally  made  to  reflect 
increased  complexity  of  the  proposed 
p/  'duct  over  that  considered  in  ac¬ 
counting  records  for  prior  products. 
The  appropriateness  of  this  20  percent 
judgment  factor  should  be  evaluated  by 
an  engineer. 

“(2)  Direct  Labor  Standards.  Proposed 
recurring  direct  manufacturing  labor 
was  developed  using  standard  hours 
for  set-up  and  run  time  as  detailed 
below: 

Standard  Hours 

Set-up  Run 

Item  1  1.097  453.301 

Item  2  212.500  63.511 

Item  3  312.400  5.551 

“(3)  Benefits  From  Learning.  The  con¬ 
tractor  failed  to  consider  the  benefits  to 
be  derived  from  past  learning  in  pro¬ 
ducing  similar  products.  Our  audit 
recommendations  incorporate  the  use 


of  learning  curve  theory  to  recognize 
the  impact  of  learning  from  prior  expe¬ 
rience.  An  engineer  should  address  this 
point,,  particularly  in  view  of  the  pro¬ 
posed  adjustment  to  productivity.” 

b.  Material  Examples 

“The  following  cost  estimating  tech¬ 
niques  were  identified  during  our  audit 
but  could  not  be  evaluated  without 
technical  specialist  assistance.  An  over¬ 
all  opinion  of  material  costs  cannot  be 
drawn  until  the  assistance  requested 
has  been  received  and  its  impaet  re¬ 
viewed. 

“(1)  Bill  of  Material  (BOM)  Require¬ 
ments.  Our  evaluation  of  proposed 
direct  material  cost  included  a  review 
of  material  requirements.  Proposed 
material  requirements  for  raw  materi¬ 
al.  hardware  and  purchased  parts  were 
based  on  a  mechanized  BOM.  We 
statistically  sampled  this  BOM  and 
traced  proposed  quantities  back  to 
originating  engineering  drawings.  The 
results  of  this  review  are  incorporated 
into  our  resuits  of  audit  shown  on 
Exhibit  A.  However,  we  were  unable  to 
validate  whether  the  drawings  re¬ 
viewed  accurately  reflect  the  items  to 
be  furnished,  or  that  the  parts  are 
required.  The  items  in  question,  along 
with  related  engineering  drawing  refer¬ 
ences,  arc  shown  at  the  end  of  this 
appendix.  They  should  be  reviewed  by 
an  engineer. 

“(2)  Material  Scrap  Factor.  The  con¬ 
tractor  estimating  method  fails  to  con¬ 
sider  the  benefit  from  learning.  The 
proposed  scrap  factor  is  based  on  histo¬ 
ry  for  prior  production  contracts  of 
similar  products.  We  have  verified 
development  of  this  scrap  factor  to 
accounting  records.  It  is  our  opinion 
that  scrap  should  decrease  over  time 
when  dealing  with  similar  production 
effort.  An  engineer  should  review  this 
factor  to  determine  the  reasonableness 
of  not  reducing  it  for  learning.” 
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D-400  Section  4  —  Cost  Estimating  Methods 


D-401  Introduction 

a.  Cost  estimating  encompasses  plan¬ 
ning,  coordinating,  compiling,  and  pric¬ 
ing  of  proposed  material,  labor,  and  other 
items.  Depending  upon  the  contractor’s 
size  and  type  of  work,  this  function  may 
be  performed  by  a  single  department  or 
several  departments  acting  together. 

b.  The  objective  of  this  section  is  to 
provide  a  cost  estimating  overview  of  the 
labor  and  material  areas,  with  the  under¬ 
standing  that  the  estimating  methods 
discussed  may  also  be  used  on  other  cost 
elements.  A  basic  understanding  of  these 
areas  is  essential  when  attempting  to 
evaluate  a  proposal.  While  the  following 
guidance  does  not  address  a  specific 
contractor  estimating  system  nor  a  par¬ 
ticular  estimating  method,  the  described 
principles  and  techniques  will  be  applica¬ 
ble  to  most  estimating  environments. 

D-402  Overview  of  Cost  Estimating 

a.  Cost  estimating  requires  the  applica¬ 
tion  of  skillful  analysis  and  experienced 
judgment  in  projecting  labor  and  materi¬ 
al  contract  requirements.  Timing  con¬ 
straints  and  the  availability  of  historical 
data  have  an  impact  on  the  estimating 
process.  Selections  of  appropriate  esti¬ 
mating  techniques  require  extensive  anal¬ 
ysis  by  confractors.  Appropriateness  of 
selected  estimating  techniques  should  be 
reviewed  periodically.  The  same  tech¬ 
nique  used  when  the  program  is  at  the 
engineering-concept  stage,  or  when  no 
bill  of  materials  exists,  is  usually  not 
appropriate  for  ongoing  production.  Be¬ 
cause  cost  estimating  integrates  technical 
as  well  as  financial  information,  the  pro¬ 
cess  requires  input  from  many  diverse 
organizational  elements, 

b.  Although  contractor  estimating  sys¬ 
tems  differ  in  approach  and  philosophy, 
their  basic  objectives  are  the  same.  Cost 
estimates  arc  a  series  of  informed  projec¬ 
tions  and  assumptions  based  on  available 
information  existing  at  the  time  of  pro¬ 
posal  preparation. 

c.  Cost  estimating  is  comprised  of 
logical  steps.  The  level  of  detail  required 


in  these  steps  is  often  affected  by  the 
anticipated  contract  requirements  ex¬ 
pressed  in  the  RFP.  Typical  steps  in  cost 
estimating  follow: 

(1)  Ensuring  that  all  relevant  back¬ 
ground  documents  such  as  historical 
costs,  drawings,  and  specifications  are 
available  to  assist  in  understanding  job 
requirements. 

(2)  Determining  which  estimating  tech¬ 
niques  will  be  used,  the  level  of  detail 
required,  and  the  amount  of  ti.me  avail¬ 
able  to  generate  and  document  a  com¬ 
pleted  estimate. 

(3)  Determining  if  quotes  and  other 
information  will  be  required  from  out¬ 
side  sources. 

(4)  Deciding  if  any  elements  require 
further  clarification,  redesign,  or  have 
potential  manufacturing  difficulties. 

(5)  Determining  if  the  capability  and 
capacity  to  manufacture  required  compo¬ 
nents  exist  in-house. 

(6i  Determining  if  further  information 
is  required  to  develop  and  complete 
estimates. 

t?)  Coordinating  the  activities  of  de¬ 
partments  panicipating  in  the  estimating 
exercise. 

(8)  Obtaining  quotes,  history,  and  oth¬ 
er  bases  for  material  and  subcontract 
items. 

(9)  As.scmbling  direct  costs  by  cost 
element,,  and  computing  indirect  e.\- 
pcnscs  using  appropriate  factors  and 
rates. 

(10)  Consolidating  proposal  elements 
and  documenting  preparation  rationale. 

D-403  Estimating  Process  at  a 
I'ypicai  Contractor 

a.  At  large  contractors,  the  estimating 
(or  pricing)  department  usually  has  over¬ 
all  responsibility  for  coordinating  and 
assembling  estimates  to  be  incorporated 
into  proposals  authorized  by  top  manage¬ 
ment  Preparation  of  detailed  estimates  is 
accomplished  by  the  departments  v/hich 
will  actually  perform  or  supervise  the 
work  if  the  contract  ts  reccised. 

b.  The  cost  estimating  project  is  usually 
initiated  in  response  to  an  REP.  The  RFP 
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provides  a  statement  of  work,  outlines 
government  requirements,  and  invites 
contractors  to  prepare  a  proposal.  It  is 
also  a  source  of  information  in  establish¬ 
ing  a  baseline  for  labor  and  material 
requirements.  Contractor  proposals 
should  include  tasks  and  materials  con¬ 
sistent  with  the  RFP,  When  top  manage¬ 
ment  authorizes  a  response  to  an  RFP, 
the  estimating  department  reviews  the 
RFP  and  top-management  guidance  and 
issues  a  “cost  estimate  request”  to  other 
departments  within  the  company  that 
will  be  involved  in  putting  the  proposal 
together.  The  estimating  department  gen¬ 
erally  has  primary  responsibility  for  coor¬ 
dinating  the  overall  effort  and  authoriz¬ 
ing  the  finalized  proposal. 

c.  Contractors  may  also  submit  unsoli¬ 
cited  proposals  for  requirements  not  yet 
reflected  in  any  outstanding  RFPs.  When 
such  proposals  are  pursued  by  a  govern¬ 
ment  acquisition  organization,  the  PCO 
will  normally  request  a  more  detailed 
cost  proposal  before  requesting  an  audit. 
The  estimating  process  should  be  the 
same  as  when  there  is  an  RFP. 

d.  When  production  is  contemplated 
on  items  not  previously  produced,  the 
estimating  department  (or  the  related 
project  management  department)  solicits 
a  preliminary  conceptual  design  from  the 
engineering  department.  The  preliminary 
design  should  be  detailed  to  the  point 
that  individual  paits  can  be  identified 
and  numbered.  After  the  preliminar,' 
design  has  been  completed  and  reviewed, 
a  work  breakdown  structure  (WBS)  is 
prepared.  The  WBS  is  a  matrix  that 
organizes  and  describes  proposed  tasks 
and  identifies  ihe  performing  depart¬ 
ments.  This  is  be.st  done  before  the 
details  of  the  “cost  estimate  request”  are 
finalized.  (If  conceptual  design  and  de¬ 
tailed  estimating  must  proceed  concur¬ 
rently,  the  contractor  will  have  much 
greater  difficulty  producing  a  sound  cost 
estimate.) 

e.  The  planning  process  entails  the 
preparation  of  delivery  schedules,  staff¬ 
ing  projections,  span-time  requirements, 
and  funding  estimates.  Planning  is  a 
cooperative  effort  that  involves  the  esti¬ 
mating,  engineering  administration,  and 
production  planning  and  control  depart¬ 
ments. 


f.  “Grass-roots  estimates”  are  basic 
estimates  of  labor,  material,  and  other 
direct  costs  developed  by  the  depart¬ 
ments  that  will  actually  perform  the 
work.  In  some  cases,  departments  are 
asked  to  generate  price  estimates.  When 
this  occurs,  special  care  must  be  exercised 
to  ensure  that  sound  purchasing  consider¬ 
ations  such  as  competition  and  quantity 
discounts  are  applied  to  the  estimates. 

g.  The  engineering  department  usually 
develops  staff-hour  estimates  for  all  po¬ 
tential  make  items.  These  estimates  are 
normally  prepared  at  a  very  low  level, 
such  as  by  individual  part.  The  manufac¬ 
turing  department  uses  this  information 
with  historical  data  to  project  labor  re¬ 
quirements.  These  projections  may  be 
broken  down  by  functional  area  and/or 
cost  center  (c.g.,  system  analysis,  design, 
fabrication,  assembly,  test,  inspection, 
packaging,  and  shipping).  A  variety  of 
techniques  including  manloading,  statis¬ 
tical  relationships,  past  experience,  and 
judgment  are  used  to  produce  staff-hour 
estimates.  Additional  information  such 
as  program  schedules  and  configura¬ 
tion/performance  characteristics  from 
preliminary  and  final  engineering  design 
drawings  may  be  worked  into  the  esti¬ 
mates.  In  all  cases,  the  method  used  to 
produce  direct-labor  estimates  should  be 
discernible,  and  supporting  documenta¬ 
tion  should  be  available  for  verification. 

h.  A  make-or-buy  committee,  normally 
chaired  by  the  program  manager,  rev  iews 
required  materials  and  associated  labor, 
and  dctei  mines  which  items  should  be 
produced  internally.  In  so.me  instances, 
decisions  will  be  deferred  until  a  contract 
award  is  made  and  further  design  effort 
completed. 

i.  Th?  estimating  department  requests 
the  purchasing  department  to  provide 
estimates  for  all  potential  buy  items.  The 
purchasing  department  is  provided  with 
the  best  available  specification  data  from 
the  engineering  and  quality  assurance 
departments.  Delivery  requirements  are 
provided  by  the  manufacturing  planning 
department.  Material  unit  prices  (includ¬ 
ing  purchased  pai'ts,  raw  material,  buy- 
to-drawing  items,  and  subcontract  items) 
are  obtained  by  the  purchasing  depart¬ 
ment  from  vendor  quotations,  current 
purchase  orders,  catalogs,  and  in  some 
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cases  statistical  methods.  Material  costs 
are  usually  developed  by  applying  these 
prices  to  unit  quantities  in  a  bill  or  list  of 
material  provided  by  the  engineering  or 
manufacturing  department.  The  purchas¬ 
ing  and  estimating  departments  are  usu¬ 
ally  responsible  for  determining  appro¬ 
priate  material  escalation  factors.  Escala¬ 
tion  is  either  quoted  by  major  vendors  or 
projected  using  specific  price  indices. 

j.  Each  estimate  is  reviewed  and  ap¬ 
proved  at  the  functional  level.  These 
estimates  are  then  submitted  to  the  esti¬ 
mating  department  which  assembles  the 
total  proposal  estimate.  Estimating  per¬ 
sonnel  integrate,  adjust,  and  analyze  esti¬ 
mates  for  accuracy  and  completeness. 
The  cost  estimate  is  summarized  further 
by  functional  organization,  major  tasks, 
and  other  breakdowns  required  by  the 
RFP.  When  all  direct-cost  elements  have 
been  received  and  properly  classified, 
applicable  direct-labor  rates  and  indirect- 
expense  rates  and  factors  (e.g.,  labor 
overhead,  material  burden,  and  G&A 
expense)  are  applied  to  complete  the 
basic  cost  estimate.  These  rates  and  fac¬ 
tors  may  be  developed  by  the  estimating 
or  accounting  departments.  Fee  calcula¬ 
tions  arc  usually  applied  in  accordance 
with  RFP  guidance  and  company  pricing 
policy.  The  completed  cost  package  is 
then  reviewed  for  accuracy  and  reason¬ 
ableness  by  program  management. 

k.  Subsequent  to  initial  pricing  and  the 
determination  of  profit  factors,  the  pro¬ 
posal  is  reviewed  by  a  management  com¬ 
mittee  usually  consisting  of  representa¬ 
tives  from  marketing,  accounting,  plant 
management,  estimating,  and  the  pro¬ 
gram  office.  The  committee  scrutinizes 
the  reasonableness  of  estimates,  overall 
acceptability,  and  compatibility  with  the 
company’s  business  strategy.  This  pro¬ 
cess  culminates  in  the  foimal  release  of 
the  pricing  proposal,  including  the  Stan¬ 
dard  Form  (SF)  1411  and  supporting 
rationale. 

D-404  Government  Regulations 

Several  government  regulations  pro¬ 
vide  guidance  relevant  to  cost  estimating: 

a.  FAR  15.804-6(b)  requires  contrac¬ 
tors  to  use  the  SF  1411.  It  provides  a 
vehicle  for  the  contractor  to  submit  to  the 


government  a  proposal  of  estimated 
and/or  incurred  costs  by  contract  line 
item  with  supporting  information,  ade¬ 
quately  cross  referenced,  and  suitable  for 
detailed  analysis.  It  requires  a  breakdown 
of  cost  by  line  item  so  that  pricing  data  is 
easily  understood  and  tracked. 

b.  FAR  15.80  4-2  requires  contractors 
to  issue  a  certificate  of  current  cost  or 
pricing  data  attesting  that  the  informa¬ 
tion  furnished  was  accurate,  current,  and 
complete  as  of  the  date  of  final  agreement 
on  price. 

c.  FAR  3.501  deals  with  investment 
pricing  and  addresses  contractor  at¬ 
tempts  at  “marginal  buying”  or  “buying 
in.”  The  regulation  instructs  contracting 
officers  to  ensure  that  contract  shortfalls 
are  not  recovered  in  subsequent  pricing 
actions  when  it  is  believed  the  contractor 
is  using  artificially  low  prices  to  “buy  in.” 

d.  Military  Standard  1567A  specifies 
work  measurement  requirements  for  ap¬ 
plicable  contractors.  The  standard  re¬ 
quires  contractors  to  develop  accurate 
and  current  l.ibor  standards  for  use  in 
estimating  proposed  labor  costs. 

e.  Cost/Schedulc  Control  System  Crite¬ 
ria  (C/SCSC),  as  described  in  DoD  In¬ 
struction  5000.2,  define  contractor  man¬ 
agement  system  requirements  on  signifi¬ 
cant  flexibly-priced  contracts  for  selected 
items  identified  as  major  defense  sys¬ 
tems. 

f.  The  Cost/Schedule  Status  Report 
(C/SSR),  DoD  Manual  5000.2M,,  may  be 
required  for  non-major  contracts  that 
exceed  $5  million  and  a  12-month  dura¬ 
tion.  C/SSRs  arc  not  usually  required  on 
firm-fixed-price  contracts. 

D-405  Types  of  Cost  Estimating 

a.  The  basic  elements  of  cost  are  direct 
material,  direct  engineering  and  manu¬ 
facturing  labor,  other  direct  costs,  indi¬ 
rect  expenses,  and  cost  of  facilities  capi¬ 
tal.  The  cost  estimating  technique  select¬ 
ed  will  be  dictated  by  the  availability  of 
historical  evidence  and  government  re¬ 
quirements,  and  rarely  is  one  estimating 
technique  used  to  the  exclusion  of  all 
others.  For  example,  contractors  typically 
use  synthetic  estimating  in  conjunction 
with  parametric  and  comparative  tech¬ 
niques. 
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b.  Cost  estimating  methods  may  be 
categorized  into  six  main  groups:  subjec¬ 
tive,  parametric,  comparative,  synthetic, 
global,  and  research  and  development. 
Further  comments  related  to  each  of 
these  follow. 

(1)  Subjective.  This  estimating  method 
develops  costs  using  experience,  judg¬ 
ment,  memory,  informal  notes,  and  other 
readily  available  data.  Typically,  these 
kinds  of  estimates  are  used  in  proposals 
when  drawings  have  not  yet  been  devel¬ 
oped  or  the  contractor  is  faced  with 
limited  ptopcsal  preparation  time. 

(2)  Parametric.  This  method  creates 
labor  and  material  estimates  by  statisti¬ 
cally  analyzing  and  manipulating  histori¬ 
cal  data  to  reflect  current  quantity  re¬ 
quirements  (see  9-1000).  For  example, 
previous  raw  material  requirements  on  a 
price-per-pound  basis  could  be  used  to 
project  current  proposal  amounts.  Para- 
metrics  uses  one  or  more  cost  estimating 
relationships  (CERs)  to  estimate  costs 
associated  with  the  development,  manu¬ 
facture,  or  modification  of  an  end  item. 
Special  cost  comparisons  are  required  to 
validate  parametric  estimating  systems. 
Variables  used  in  CERs  must  be  logically 
related  and  statistically  valid.  The  ratio¬ 
nale  for  selecting  the  variables  should  be 
well  documented.  Parametrics  are  often 
used  to  cross-check  estimates  developed 
using  other  estimating  techniques. 

(3)  Comparative.  This  method  devel¬ 
ops  proposed  costs  using  like  items  pro¬ 
duced  in  the  past  as  a  surrogate.  Allow¬ 
ances  are  made  for  product  dissimilari¬ 
ties  and  changes  in  complexity,  scale, 
design,  and  materials.  The  comparative 
method  can  be  used  in  conjunction  with 
parametric  estimating  and  can  be  used  to 
develop  adjusted  unit  costs  while  para¬ 
metrics  are  applied  to  project  the  newly 
proposed  quantities.  Improvement  curve 
applications  are  an  example  of  compara¬ 
tive  estimating. 

(4)  Synthetic.  This  method  divides 
proposals  into  their  smallest  component 
tasks.  Estimates  are  developed  for  com¬ 
ponent  tasks  which  make  up  the  whole. 
Synthetic  estimates  are  normally  support¬ 
ed  by  detailed  bills  of  material. 

(5)  Global.  This  is  a  quick  and  subjec¬ 
tive  technique  used  to  determine  the 
advisability  of  continuing  with  a  project. 


(6)  Research  and  Development  (R&D). 
There  are  two  basic  approaches  available 
for  this  difficult  type  of  estimating.  The 
first  is  a  simple  form  of  targeting  R&D 
objectives  in  the  context  of  a  fixed  bud¬ 
get.  As  in  the  preparation  of  routine 
budgets,  the  breakdown  should  be  com¬ 
patible  with  the  cost-accounting  system 
and  procedures  established  to  monitor 
and  control  expenditures.  A  second 
method  of  estimating  R&D  is  a  trial-and- 
error  procedure  involving  an  interchange 
of  ideas  and  information  including  all 
available  records  of  past  R&D  effort  and 
experience.  Because  there  are  so  many 
unknown  factors  involved  in  R&D  effort, 
the  potential  for  error  in  this  type  of 
estimating  is  especially  great. 

D-406  Validation  of  the  Cost 
Estimating  Method 

a.  Normally,  contractors  settle  on  a 
cost  estimating  procedure  and  use  it 
repetitively.  Validation  of  estimating 
procedures  entails  a  comparison  of  cost 
estimates  to  actual  costs  for  completed 
projects.  If  the  actual  costs  accurately 
reflect  the  work  content  and  historically 
approximate  the  estimates,  then  the  esti¬ 
mating  procedure  should  be  considered 
reliable.  Parametric-technique  documen¬ 
tation  should  show  that  work  being  esti¬ 
mated  is  comparable  to  the  prior  work 
from  which  the  costs  are  developed.  Data 
is  verifiable  if  it  is  generated  from  an 
adequate  estimating  system  as  described 
in  5-1204.1.  Attention  to  validation  of  a 
contractor’s  estimating  procedure  is  criti¬ 
cal,  and  will  save  audit  effort  in  the  long 
run. 

b.  Deviations  between  estimated  and 
actual  cost  are  usually  a  consequence  of 
human  error  or  changed  circumstances. 
Some  common  causes  of  deviations  in 
estimates  follow: 

(1)  Careless  accumulation  of  support¬ 
ing  data. 

(2)  Incorrect  design  information. 

(3)  Unexpected  delays  causing  premi¬ 
ums  to  be  paid  for  overtime  or  material. 

(4)  Unexpected  processing  problems 
requiring  deviation  from  the  manufactur¬ 
ing  plan. 

(5)  Failure  to  identify  unrealistic  bids 
from  subcontractors. 
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(6)  Failure  to  rework  preliminary  esti¬ 
mates  to  produce  an  accurate  finished 
estimate. 

(7)  Reliance  upon  estimators  who  are 
not  familiar  with  job  processes. 

(8)  Making  a  “guesstimate”  and  then 
“padding”  it  to  protect  against  unantici¬ 
pated  costs. 

(9)  Failure  to  consider  price  breaks  on 
quantity  purchases. 

(10)  Inappropriate  use  of  learning 
curves  or  other  techniques. 

c.  Controlling  Estimate  Deviations 

(1)  Project  Simplification.  A  successful 
approach  has  been  to  divide  a  project 
into  component  paits  of  roughly  equal 
size  and  generate  estimates  for  the  com¬ 
ponent  parts.  The  summation  of  the 
component  estimates  typically  produces 
fewer  errors  than  the  high-level  approach. 

(2)  Random  Errors.  Some  cost  estimat¬ 
ing  errors  occur  at  random  and  their 
causes  may  be  difficult  to  identify.  A 
determination  of  the  magnitude  of  these 
errors  needs  to  be  made  so  that  allow¬ 
ances  in  cost  estimates  can  be  provided 
for.  Statistical  analysis  may  be  used  (by 
the  contractor  and  the  auditor)  in  making 
this  determination. 

(3)  Biased  Errors.  Other  cost  estimat¬ 
ing  errors  can  be  identified  to  causes. 
Trends  can  usually  be  developed  for  these 
type  of  errors.  Examples  of  biased  errors 
and  their  causes  follow; 

(a)  Fluctuation  in  labor  and  material 
costs  caused  by  economic  conditions. 

(b)  Variation  in  the  cost  of  a  machine, 
tool,  or  piece  of  equipment  attributable 
to  its  size  or  capacity. 

(c)  Decrease  in  the  cost  of  performing 
an  operation  as  the  number  of  units 
produced  increases. 

d.  Contractor  estimators  should  peri¬ 
odically  monitor  the  accuracy  of  their 
estimates.  Cost-to-noncost  CERs  should 
be  monitored  in  the  same  manner  as  cost- 
to-cost  CERs.  For  change-order  pricing 
or  for  repetitive  use,  CER  monitoring  is 
critical.  Significant  deviation  from  actu¬ 
als  should  alert  the  estimators  to  the 
influence  of  random  and  biased  errors. 

e.  Contractors  may  use  estimating 
methods  that  will  cut  proposal  prepara¬ 
tion  costs.  Cost  benefit  analysis  must  be 
performed  to  assure  that  the  costs  of 
implementing  and  monitoring  new  meth¬ 


ods  do  not  outweigh  the  benefits  of 
reduced  estimating  costs.  If  analysis  sug¬ 
gests  that  they  do,  then  the  matter  should 
be  pursued  for  potential  cost-avoidance 
recommendations  as  discussed  in  9-308. 

f.  The  Truth  in  Negotiations  Act,  10 
U.S.C.  2306a,  requires  the  contractor 
provide  the  government  with  all  facts 
available  at  the  time  it  certifies  the  cost 
or  pricing  data  as  current,  complete,  and 
accurate  (see  14-100).  All  estimating 
techniques  employed  must  meet  the  same 
basic  disclosure  requirements  under  the 
act  as  discrete  estimates.  If  a  contractor 
uses  a  cost-to-noncost  CER  in  developing 
an  estimate,  the  data  for  the  CER  should 
be  current,  accurate,  and  complete  (see  9- 
1000).  The  certification  is  not  to  the 
judgments  employed  in  preparing  the 
estimates,  but  to  the  factual  data  underly¬ 
ing  the  contractor’s  judgment. 

D-407  Labor  Estimating 

D-407.1  Overview 

a.  Labor  is  a  major  element  of  direct 
cost  and  overhead  allocation.  Total  labor 
cost  is  described  by  the  equation: 

Total  Labor  Cost  =  Rates  X  Labor  Hours 

Evaluation  of  the  accuracy  of  labor- 
hour  quantities  requires  a  thorough  un¬ 
derstanding  of  a  contractor’s  estimating 
methods.  Commonly  used  labor  estimat¬ 
ing  methods  will  be  described  in  follow¬ 
ing  sections. 

b.  Different  terminology  is  frequently 
used  to  classify  labor.  The  accounting 
and  non-accounting  classifications  are  as 
follows: 

(1)  Accouni  ng.  Auditors  use  the  terms 
“direct”  and  “indirect”  to  describe  the 
manner  in  which  labor  costs  are  charged 
to  end-items  or  products.  Direct  labor 
such  as  factory  workers  and  design  engi¬ 
neers  is  closely  linked  and  identifiable  to 
end  items.  Indirect  labor  such  as  general 
engineers  and  supervisors  is  accounted 
for  in  overhead  pools  and  distributed  to  a 
base.  In  this  guidance,  attention  is  fo¬ 
cused  on  verification  of  direct  labor 
requirements. 

See  9-300,  9-500,  and  Chapter  8  foi 
guidance  dealing  with  the  potential  that 
contractors  may  under  or  over  recover 
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costs  as  a  result  of  inconsistency  in  the 
classification  and  treatment  of  labor 
costs,  and  deviation  from  applicable  Cost 
Accounting  Standards. 

(2)  Non-Accounting.  Engineers  and 
manufacturing  personnel  use  the  terms 
“touch  labor”  and  “non-touch  labor”  to 
distinguish  between  individuals  who 
have  direct  hands-on  involvement  in 
manufacturing  and  testing  processes  and 
those  who  do  not.  Examples  of  touch 
labor  personnel  are  production  workers, 
test  technicians,  numeric  control  opera¬ 
tors,  and  electronic  assemblers.  Non¬ 
touch-labor  employees  include  some  en¬ 
gineers,  production  control  personnel, 
administrators,  and  logistic  personnel. 
Usually  touch  labor  is  direct;  however, 
not  all  direct  labor  is  touch  labor. 

c.  There  is  little  uniformity  among 
contractors  in  the  way  they  categorize 
labor  when  estimating  costs.  However, 
direct  labor  can  generally  be  grouped  into 
the  following  three  major  categories. 

(1)  Manufacturing  Labor.  This  is  touch 
labor  on  a  product  or  a  service  which 
advances  the  product  toward  completion. 
Most  weapon  systems  contain  metal 
components.  Organizations  engaged  in 
metal  manufacturing  normally  employ 
numerical  control  (NC)  machinists,  sheet 
metal  fabricators,  and  welders. 

Another  common  component  of  weap¬ 
on  systems  is  electronics.  Electronic  man¬ 
ufacturing  typically  encompasses  printed 
circuit  board  (PCB)  manufacturing,  PCB 
assembly,  cable  and  harness  assembly, 
and  final  box  or  cabinet  assembly. 

Some  contractors  use  processes  which 
necessitate  specialized  labor.  For  exam¬ 
ple,  non-metalic  manufacturing  deals 
with  plastics,  injection  molding,  compos¬ 
ite  technology,  and  transfer  molding. 
Other  specialties  include  foundry,-  forg¬ 
ing,  and  chemical  processing. 

Many  of  the  above  operations  produce 
components  that  feed  a  final  assembly. 
Frequently,  final  assembly  areas  will  be 
dedicated  to  just  one  product  such  as  a 
missile  or  aircraft.  If  the  effort  is  large, 
labor  may  be  categorized  by  major  air¬ 
craft  structure  or  worker  trades. 

In  the  shipbuilding  industry,  manufac¬ 
turing  labor  is  generally  organized  by 
trade  such  as  electricians,  pipefitters, 
welders,  machinists,  riggers,  loftsmen. 


painters,  grinders,  burners,  and  carpen¬ 
ters.  Other  trades  may  be  present  depend¬ 
ing  on  the  particular  shipyard. 

(2)  Support  Labor.  Support  workers  are 
responsible  for  the  smooth  operation  and 
coordination  of  production  activities. 
Production  planning  and  control,  quality 
inspection,  material  transportation,  and 
warehousing  personnel  are  examples. 
Other  support  labor  activities  ensure  that 
manufacturing  labor  personnel  have  all 
the  proper  capabilities  to  manufacture 
products  efficiently.  Examples  are  tool- 
makers  and  equipment  maintenance  per¬ 
sonnel. 

A  distinction  is  usually  made  between 
recurring  (sustaining)  and  non-recurring 
onetime  support  labor.  Recurring  effort 
is  a  function  of  the  number  of  units 
produced.  Recurring  labor  assists  manu¬ 
facturing  personnel  by  incorporating  de¬ 
sign  changes,  productivity  improve¬ 
ments,  and  process  control  monitoring. 
Non-recurring  labor  does  not  depend 
upon  quantity  of  units  produced.  Exam¬ 
ples  include  tool  design,  instruction  writ¬ 
ing,  and  factory  rearrangement.  These 
activities  are  onetime  occurrences.  The 
separation  of  non-recurring  and  recurring 
labor  is  important  and  must  be  per¬ 
formed  to  obtain  accurate  estimates. 

(3)  Engineering  Labor.  Engineers  are 
primarily  involved  with  product  re¬ 
search,  design,  and  production  support. 
Engineering  labor  comprises  a  significant 
portion  of  labor  costs  for  high-technology 
weapon  systems.  The  major  disciplines  of 
engineering  are  industrial,  mechanical, 
electrical,  chemical,  and  civil.  Some  sub¬ 
specialties  are  hydraulic,  tooling,  manu¬ 
facturing,  test,  quality,  reliability,  and 
facilities.  Engineers  working  in  these  spe¬ 
cialties  usually  have  degrees  in  one  of  the 
major  disciplines.  Technical  cost  esti¬ 
mates  are  frequently  prepared  by  engi¬ 
neers. 

d.  Cost  estimating  is  not  an  exact 
science.  Quality  cost  estimates  are  'possi¬ 
ble,  however,  if  pertinent  historical  infor¬ 
mation  is  available  and  expert  judgment 
and  experience  are  applied.  Information 
used  in  preparing  cost  estimates  includes 

(1)  actuals  for  the  same  item  or  activity, 

(2)  actuals  for  a  similar  item  or  activity, 

(3)  labor  standards  with  adjusted  histori¬ 
cal  efficiency  factors,  (4)  standard  cost 
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with  forecast  adjustment  factors,  and  (5) 
tentative,  judgmental,  rough  estimated 
hours,  or  hours  based  on  a  similar 
item/activity. 

One  of  the  initial  steps  in  evaluating  a 
contractor’s  estimating  procedure  is  to 
ensure  that  accurate  and  reliable  infor¬ 
mation  was  used  to  make  estimates. 
Examples  of  information  that  may  pro¬ 
duce  unreliable  estimates  are; 

(1)  Factoring  support  labor  based  on 
judgment  rather  than  using  earlier  pro¬ 
duction  contract  history. 

(2)  Using  Lot  1  experience  in  lieu  of 
improvement  curve  projections  from  Lot 
1  experience  for  estimates  of  subsequent 
production  lots. 

(3)  Using  a  cost  estimating  method 
based  on  experience  at  one  facility  al¬ 
though  the  item  proposed  will  be  manu¬ 
factured  at  a  different  facility. 

(4)  Employing  an  estimating  method 
based  on  a  supposed  “industry-wide-ac- 
cepted-and-used”  method  rather  than  in- 
house  experience. 

D-407.2  Labor  Estimating  Methods 

a.  Available  labor  estimating  methods 
have  application  across  a  wide  range  of 
business  functions  and  product  designs. 
Seven  general  estimating  approaches  are 
normally  used.  Selection  of  the  most 
appropriate  estimating  technique  and  use 
of  high-quality  estimating  data  are  neces¬ 
sary  to  produce  reasonable  and  accurate 
labor  estimates.  These  seven  methods, 
listed  in  relative  increasing  degree  of 
accuracy,  are:  (1)  judgment  and  confer¬ 
ence;  (2)  comparison;  (3)  unit  method;  (4) 
factor  method;  (5)  probability  ap¬ 
proaches;  (6)  cost-and-time  estimating 
relationships;  and  (7)  standard  time 
method. 

b.  Judgment  and  Conference.  Good 
judgment  is  essential  when  using  any  of 
the  sev'en  labor  estimating  methods.  In 
the  absence  of  historical  data,  estimators 
may  have  to  rely  solely  on  judgment. 
When  the  judgment  method  is  used, 
labor  cost  estimators  are  selected  for  their 
experience,  common  sense,  and  knowl¬ 
edge.  An  estimator  must  be  objective  in 
attempting  to  measure  all  future  factors 
that  affect  actual  cost. 

Various  techniques  are  used  to  en¬ 
hance  judgment.  Sometimes  judgmental 


estimating  is  done  collectively.  The  con¬ 
ference  method  is  a  group  consensus- 
method  of  establishing  a  collective  esti¬ 
mate.  This  method  usually  involves  rep¬ 
resentatives  from  various  organizations 
conferring  with  the  estimators  to  jointly 
estimate  cost.  Major  drawbacks  to  the 
conference  technique  are  the  lack  of 
analysis  and  a  verifiable  trail  of  facts 
from  the  estimate  back  to  the  governing 
assumptions.  In  spite  of  these  drawbacks, 
the  conference  technique  is  widely  used. 

The  major  problem  with  both  the  judg¬ 
mental  and  conference  techniques  is  the 
influence  of  personal  bias.  Forecasts  can 
be  influenced  by  a  person’s  assigned  role, 
position,  and  special  interests.  Depend¬ 
ing  upon  the  degree  and  direction  of 
personal  bias,  estimates  may  be  high  or 
low. 

Judgment  must  be  applied  in  deciding 
which  estimating  relationships  will  be 
used.  Secondly,  judgment  is  important  in 
determining  the  impact  of  technology 
and  the  type  of  adjustments  that  must  be 
made.  Judgment  is  also  required  to  de¬ 
cide  whether  the  results  obtained  from 
estimating  relationships  are  reasonable  in 
comparison  to  the  past  cost  of  similar 
items. 

c.  Comparison  Method.  This  method 
compares  items  being  estimated  to  items 
of  similar  configuration  (and  known  cost) 
to  produce  labor  estimates.  The  compari¬ 
son  method  is  similar  to  the  judgment 
method,  except  that  it  attaches  a  formal 
logic.  The  comparison  method  is  repre¬ 
sented  by  the  following  algebraic  equa¬ 
tion: 

Estimated  Cost  (New  Design)  =  Historical 
Cost  (Similar  Design)  +  Adjustments 

An  estimator  confronted  with  the  task 
of  projecting  labor  costs  for  a  new  prod¬ 
uct  design  should  investigate  similar 
product  designs  for  which  historical  cost 
data  exist.s.  To  be  of  use,  similar  designs 
must  closely  approximate  the  technical 
characteristics  of  the  new  design.  Allow¬ 
ances  are  made  for  product  dissimilari¬ 
ties  in  complexity,  scale,  materials,  func¬ 
tion,  and  other  parameters.  A  compari¬ 
son  estimator  makes  judgmental  addi¬ 
tions  and  subtractions  to  costs  of  a  simi¬ 
lar  design  to  obtain  new  cost  estimates. 
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To  produce  accurate  cost  estimates,  the 
estimator  must  understand  the  factors 
and  relationships  that  have  an  impact  on 
product  costs.  For  example,  when  using 
the  comparison  method  to  estimate  the 
cost  of  a  new  electronic  assembly  board 
design,  it  is  important  to  understand  that 
number  and  type  of  electronic  compo¬ 
nents  are  the  critical  factors,  not  overall 
board  size. 

d.  Unit  Method.  This  method  of  labor 
estimating  relies  on  an  accumulation  of 
past  experience  which  is  divided  by  a  cost 
driver  to  produce  a  cost  per  unit.  Other 
terms  used  to  describe  this  method  in¬ 
clude  order-of-magnitude,  lump  sum, 
module  estimating,  and  flat  rates.  One 
typical  example  of  unit  estimating  is 
“labor  cost  of  fabricated  components  per 
pound  of  casting.”  Another  example  is 
“support  labor  hour  per  manufacturing 
labor  hour.” 

e.  Factor  Method.  A  logical  extension 
of  the  unit  method  of  estimating  is  to 
improve  accuracy  by  using  more  than  one 
factor.  Use  of  separate  factors  for  differ¬ 
ent  cost  items  should  improve  results. 
Foi  example,  building  construction  can 
be  estimated  by  using  a  unit  factor  such 
as  dollars  per  square  feet.  However,  an 
improved  method  might  be  to  use  sepa¬ 
rate  unit  factors  for  heating,  lighting, 
electrical,  and  other  elements.  The  indi¬ 
vidual  costs  are  summed  to  obtain  total 
labor  costs. 

Comparison,  unit,  and  factor  methods 
typically  use  only  selected  historical  data. 
The  auditor  should  make  sure  that  histor¬ 
ical  data  is  representative  and  complete. 
The  contractor  should  be  able  to  provide 
rationale  for  including  or  excluding  his¬ 
torical  data. 

f.  Probability  Approaches.  This  esti¬ 
mating  method  makes  provision  for  un¬ 
certainly  in  the  estimating  process.  Other 
approaches  typically  produce  discrete  es¬ 
timates.  For  example,  a  contractor  may 
estimate  that  365  staff-days  are  required 
to  complete  a  test-stand.  Using  a  proba¬ 
bility  technique,  the  same  estimate  would 
be  expressed  as  follows: 

“The  contractor  is  75  percent  certain 
that  it  requires  365  staff-days  to  complete 
the  test-stand.” 

Probability  approaches  attempt  to 
compensate  for  random  occurrences  and 


dependency  between  events.  A  good  ex¬ 
ample  of  dependency  is  wall  construc¬ 
tion.  A  normal  sequence  of  events  in  wall 
construction  is  studding,  plumbing,  elec¬ 
trical,  sheet  rock,  and  painting.  Each 
stage  is  dependent  upon  a  prior  stage 
being  completed.  Probability  approaches 
make  recognition  of  the  fact  that  specific 
labor  costs  can  be  affected  by  other 
activities  which  must  first  occur. 

Computer  simulation,  Monte  Carlo 
techniques,  and  PERT  are  examples  of 
probability  approaches.  Input  estimates 
for  these  approaches  are  derived  from  the 
other  estimating  methods.  Auditors  must 
carefully  review  the  base  for  the  input 
estimates.  Final  estimates  result  from  the 
probability  approach’s  treatment  of  the 
input  estimates.  The  mathematical  and 
statistical-  characteristics  of  probability 
approaches  can  be  complex  and,  conse¬ 
quently,  subject  to  high  risk  of  error. 

g.  Cost-and-Time  Estimating  Relation¬ 
ships.  Statistical  estimating  methods  can 
produce  mathematically  fitted  functions 
called  cost  estimating  relationships 
(CERs)  and  time  estimating  relationships 
(TERs).  CERs  and  TERs  are  developed 
by  mathematically  relating  cost  or  time 
estimates  to  a  cost  driving  feature  of  the 
product  or  manufacturing  environment. 
Examples  of  cost  drivers  include  number 
of  transformer  wire  leads,  quantity  of 
components  mounted  on  a  printed  circuit 
board  assembly,  number  of  wires  making 
up  a  cable  assembly,  end  item  weight,  or 
cumulative  production  quantity  of  any 
product. 

The  estimating  relationship  is  an  equa¬ 
tion  with  two  kinds  of  variables.  The 
equation  provides  the  ability  to  predict  a 
dependent  variable  on  the  basis  of  knowl¬ 
edge  of  one  or  more  independent  vari¬ 
ables.  The  relationship  between  the  vari¬ 
ables  must  be  a  logical  one.  Whether  the 
relationship  is  cost-to-cost  or  cost-to-non- 
cost,  the  contrac.ji'  should  be  expected  to 
demonstrate  that  it  is  logical.  A  variable 
whose  value  is  to  be  predicted  is  called 
the  dependent  variable.  The  cost  or  time 
driver  is  the  independent  variable.  The 
estimator  using  experience  and  judgment 
identifies  potential  cost  drivers  and 
mathematical  relationships.  If  they  exist, 
mathematical  relationships  between  the 
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two  kinds  of  variables  can  take  on  many 
forms  including  linear  and  exponential. 

To  develop  CERs  and  TERs,  historical 
data  on  both  dependent  (labor)  and  inde¬ 
pendent  (cost  drivers)  variables  must 
exist.  Regression  analysis  is  then  per¬ 
formed  to  determine  if  a  mathematical 
relationship  exists  between  the  variables. 
Mathematical  relationships  are  evaluated 
by  including  and  excluding  various  cost 
drivers  until  “best  fit”  relationships  are 
identified.  DCAA  has  issued  extensive 
instructions  in  the  use  of  regression  anal¬ 
ysis.  Refer  to  Appendix  E  for  more 
information. 

Common  CERs  and  TERs  are  de¬ 
scribed  by  improvement  curves,  linear 
relaticnships,  and  power  lav,'  and  sizing 
models. 

(1)  Improvement  Curve.  Improvement 
curve  theory  is  based  on  the  principle 
that  the  time  required  (labor)  to  produce 
successive  quantities  of  a  product  de¬ 
creases  with  (i)  additional  experience  and 
(ii)  introduction  of  improved  methods 
and  tools.  The  theory  supporting  im¬ 
provement  curve  modeling  is  well  estab¬ 
lished.  Workers  accrue  manipulative 
skills  and  familiarity  with  the  details  of 
the  job.  Improved  plant  layout  and  tool¬ 
ing  impact  productivity.  Process  plan¬ 
ning  refines  the  work  into  orderly  and 
producible  stages.  Raw  materials,  parts, 
and  subassemblies  are  purchased  in  more 
suitable  designs,  sizes,  and  shapes.  Shop 
organization  and  control  practices  are 
revised  to  address  production  problems. 
The  improvement  curve  theory  holds 
that  improvement  will  be  a  constant 
percentage  over  doubled  quantities. 

Mathematically,  the  improvement 
curve  (unit  theory)  is  expressed  as: 

y  =  ax*> 
where 

X  =  the  unit  (or  lot)  mid-point 
y  =  the  direct  cost  (or  hours)  for  unit 
X  or  the  average  direct  cost  (or 
hours)  for  the  lot  whose  mid-point 
is  X. 

a  =  a  coefficient  depicting  the  direct 
cost  (or  hours)  for  the  first  unit 
b  =  the  improvement  coefficient 


An  improvement  curve  normally  dis¬ 
plays  a  negative  slope  which  reflects  a 
decrease  in  required  time  for  successive 
product  quantities,  f  ince  the  reduction  is 
primarily  due  to  increased  knowledge 
and  skill,  the  curve  is  also  referred  to  as 
the  learning  curve,  experience  curve,  or 
progress  curve.  DCAA  has  issued  exten¬ 
sive  guidance  on  the  use  of  improvement 
curves.  Refer  to  Appendix  F  for  n^  ire 
information. 

(2)  Linear  Relationships.  The  relation¬ 
ship  between  labor  and  the  cost  driver 
(depe.ident  and  independent  variables)  is 
frequently  linear.  A  linear  relationship 
can  be  described  graphically  by  a  straight 
line.  The  representation  of  a  single  inde¬ 
pendent  linear  equation  is: 

Labor  Cost  (or  Time) 

=  Coefficient  X  Cost 
Driver  •+-  Constant 

where: 

Coefficient  =  the  ratio  of  the  change 
in  Y  associated  with  a 
|iven  change  in  X  (re¬ 
ferred  to  as  the  slope  of 
the  line) 

Constant  =  the  value  of  Y  when  X  is 
zero  (the  Y  intercept) 

Cost  or  Time  =  the  dependent  vari¬ 
able  (the  variable  to  be 
predicted) 

Cost  Driver  =  the  independent  vari¬ 
able 

As  the  quantity  of  the  cost-driving 
variable  changes,  cost  or  time  also 
changes  proportionally. 

Linear  CERs  and  TERs  are  not  just 
limited  to  a  single  independent  variable. 
When  developing  the  equation,  the  cost 
estimator  may  choose  an  infinite  variety 
of  variables  until  the  best  correlation  is 
found. 

(3)  Power  Law  and  Sizing  Model  (Cost 
Capacity  Relationship).  This  theory  mod¬ 
els  the  relationship  between  similar  prod¬ 
ucts  of  different  sizes,  weights,  and  vol¬ 
umes,  and  takes  into  account  “economy 
of  scale.”  The  following  equation  pro¬ 
vides  the  mathematical  relationship  for 
comparison  on  this  basis: 

Cb=  Ca(Qb/Qa)' 

where: 
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Ca  =  actual  cost  for  reference  size  Qa 
Cb=  estimated  cost  for  new  design 
size  Qb 

Qa=  size  of  reference  design  a 
Qb=  size  of  new  design  b 
x=  correlating  exponent  O  <  X  <  1 

For  example,  a  contractor  has  deter- 
iiineid  from  historical  records  that  ma- 
chinocomponent  manufacturing-labor 
cost^j  increase  by  half  as  the  machine- 
co’mponent  weight  doubles.  The  correlat¬ 
ing  exponent  (x)  in  the  above  equation  is 
determined  as  follows: 

Rearrange  the  equation  to: 

Cb/Ca  =  (Qb/Qa)* 

Based  on  data  given,  the  following  is 
obtained  from  the  equation: 

Cb/Ca  =  1.5  and 
Qb/Qa=  2 

Substituting  these  values  into  the  rear¬ 
ranged  equation  in  (2)  above,  the  equa¬ 
tion  is: 

1.5=  2* 

Using  logarithms,  the  exponent  (x)  is 
found  as  follows: 
x=  log  1.5  /  log  2 
x=  0.585 

The  contractor’s  records  indicate  that  a 
1, 000-pound  component  was  completed 
in  1 ,000  hours.  The  new  component  to  be 
estimated  weighs  1,250  pounds.  Substi¬ 
tuting  into  the  equation  gives  the  follow¬ 
ing  results: 

Cb  =  1,000  hrs  (1,250  lbs/ 1,000  Ibs)^^ 
Cb=  1,139  hrs 

Note  that  a  25  percent  increase  in 
weight  results  in  only  a  14  percent  in¬ 
crease  in  manufacturing  hours. 

h.  Standard  Time  Method.  The  stan¬ 
dard  time  method  is  the  most  precise 
technique  for  estimating  manufacturing 
labor.  The  basis  for  the  manufacturing 
labor  estimate  is  a  “labor  standard.” 
Contractors  do  not  bid  standards  but  bid 
labor  cost  based  on  standards  which  are 
adjusted  to  reflect  production  inefficien¬ 
cies.  Adjustments  take  the  form  of  a 
productivity  factor.  The  following  alge¬ 
braic  equation  represents  this  concept: 


Estimate  of 

Actual  Labor  =  Standard  /  Expected 
Productivity  Factor 

(1)  Standard.  As  discussed  above,  a 
standard  is  a  measure  used  for  making 
judgments  or  as  a  basis  for  comparison.  A 
labor  standard  is  a  unit  of  time  required 
to  accomplish  a  work  task.  Industrial 
engineering  work  measurement  tech¬ 
niques  (see  D-407.3)  are  used  to  develop 
engineered  labor  standards  (ELSs). 

Engineered  labor  standards  provide  an 
unbiased  assessment  of  a  “fair  day’s 
work.”  The  term  “engineered  standards” 
is  frequently  misapplied.  True  engineered 
standards  are  not  based  on  history,  judg¬ 
ment,  guesses,  comparison,  or  opinions. 

Cost  estimators  will  determine  a  prod¬ 
uct’s  total  ELS  content  by  summing  all 
the  ELS  for  assemblies,  subassemblies, 
manufactured  components,  and  other  ef¬ 
forts  required  to  build  a  product.  The 
ELS  content  summation  process  is  rough¬ 
ly  analogous  to  adding  up  material  costs 
in  an  exploded  assembly/subassembly 
BOM.  Total  ELS  content  will  not  remain 
stable  for  a  product  over  an  extended 
period  of  time.  ELS  apply  to  specific 
methods,  machinery,  tools,  rnd  automa¬ 
tion  available  at  the  time  when  the  stan¬ 
dards  were  established.  If  contractor 
management  does  not  estimate  any  re¬ 
duction  in  ELS,  it  is  implied  that  no 
attempt  will  be  made  to  improve  opera¬ 
tions. 

Engineered  standard  time  does  not 
relate  to  any  particular  unit  of  produc¬ 
tion.  An  unhindered  average  skilled 
worker  can  achieve  an  ELS  almost  from 
the  first  try.  Most  cases  of  inefficiency  m 
the  facto^  are  attributed  to  management 
deficiencies.  Work  measurement  tech¬ 
niques  do  not  recognize  the  concept  of 
achieving  standard  at  a  specific  cumula¬ 
tive  production  point  (e.g.,  1000th  unit). 
The  standard  attainment  method,  dis¬ 
cussed  in  D-407.3b,  adjusts  an  efficiency 
factor  to  a  production  unit.  The  efficien¬ 
cy  factor  is  applied  to  a  standard  to 
obtain  estimated  labor  cost. 

(2)  Routings.  Routing  sheets  provide  a 
detailed  breakdown  of  operations  re¬ 
quired  to  process  raw  material  and/or 
produce  parts  and  the  time  required  to 
perform  each  of  these  operations.  Each 
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product  part  number  manufactured  inter¬ 
nally  by  a  contractor  will  have  a  routing 
sheet.  If  the  contractor  uses  a  work 
measurement  system,  each  step  will  have 
a  description  and  standard  time.  Con¬ 
tractor  management  can  use  this  infor¬ 
mation  to  plan,  schedule,  and  control  the 
shop. 

Proposed  labor  costs  based  on  stan¬ 
dards  can  be  verified  against  information 
contained  on  routing  sheets.  Use  of  a 
statistical  sample  will  expedite  the  verifi¬ 
cation  process.  Verification  frequently 
reveals  numerous  problems,  including 
addition  errors,  erroneous  adjustment 
factors,  and  missing  labor  standards. 
Without  verification,  contractors  may 
substitute  poorly  derived  estimates  in 
lieu  of  estimates  based  on  valid  labor 
standards. 

(3)  Audit.  Duplication  and  inclusion  of 
unnecessary  standards  are  difficult  to 
detect.  Make/buy  parts  should  be  careful¬ 
ly  scrutinized  to  verify  that  double  count¬ 
ing  has  not  occurred.  Alternate  routings 
which  include  extra  operations  may  be 
listed  on  routing  sheets.  Their  existence 
provides  flexibility  to  handle  unusual 
circumstances  such  as  machine  break¬ 
down,  critical  machine  overload,  or  prod¬ 
uct  quantity  variations  which  affect  ma¬ 
chine  selection.  Inclusion  of  labor  stan¬ 
dards  for  alternate  routings  can  produce 
duplication  and  inflation  of  labor  esti¬ 
mates. 

D-407.3  Work  Measurement  Techniques 

Work  measurement  is  a  generic  term 
used  to  refer  to  the  setting  of  a  time 
standard  by  a  recognized  industrial  engi¬ 
neering  technique,  such  as  time  study, 
standard  data,  work  sampling,  or  prede¬ 
termined  motion  time  systems. 

a.  Standard  Time  Method  Work  Mea¬ 
surement  Techniques.  Work  measure¬ 
ment  techniques  determine  the  time  re¬ 
quired  to  do  a  task.  To  account  for 
differences  in  factory  conditions  and  em¬ 
ployees,  a  universal  labor  standard  was 
defined  as  follows:  the  time  for  an  aver¬ 
age  skilled  worker  to  complete  a  task 
under  average  conditions,  working  at  an 
average  pace,  and  using  a  prescribed 
method.  Average  is  not  defined  in  a 
mathematical  sense  but  has  the  meaning 
of  typical  or  expected.  There  is  a  miscon¬ 


ception  that  a  standard  reflects  wha'a 
“perfecty”  worker  can  achieve  uner 
“ideal”  conditions.  By  definition,  ElSs 
relate  to  an  “average”  worker  and.  “avr- 
age”  conditions. 

Techniques  for  establishing  lab6r  stn- 
dards  are  stopwatch  time  study,  pfedeer- 
mined  motion-time  data,  work  saramlig, 
and  standard  data.  ] 

(1)  Stopwatch  Time  Study.  The  usfc  ol\ 
stopwatch  time  study  to  establish  ELSs 
requires  (1)  observing  the  task  and  suD.^i- 
viding  it  into  motion  elements;  (2)  timiriig 
and  statistically  establishing  an  arithme¬ 
tic  average  for  the  elements;  (3)  normaliz¬ 
ing,  rating,  or  leveling  the  elemental 
times;  and  (4)  applying  an  allowance  for 
PF&D.  Normalizing,  rating,  or  leveling 
are  used  to  adjust  the  observed  time  to  a 
comparative  standard.  Operators  will 
perform  a  task  at  a  pace  above  normal  if 
they  have  superior  skills  or  are  intention¬ 
ally  rushing.  Conversely,  operators  will 
perform  at  a  pace  below  normal  if  they 
are  not  totally  familiar  with  the  job  or  are 
purposely  slow.  To  compensate  for  the 
difference  in  pace,  the  Industrial  Engi¬ 
neer  must  rate  the  performance  of  his 
subject  by  established  criteria. 

(2)  Predetermined  Motion-Time 
Study.  There  are  a  number  of  predeter¬ 
mined  motion-time  systems  available  in¬ 
cluding  Methods  Time  Measurement 
(MTM),  Work  Factor  Systems  (WO- 
FAC),  and  Basic  Motion-Time  (BMT) 
Study  which  break  manual  tasks  into 
basic  motions.  Predetermined  time  sys¬ 
tems  were  established  to  avoid  the  diffi¬ 
culties  of  timing  and  normalizing.  Ob¬ 
serving  the  task  and  subdividing  into 
elements  are  required  to  classify  all  mo¬ 
tions  into  elemental  components.  Unit 
times  have  been  tabulated  for  elemental 
components  according  to  factors  such  as 
distance,  degree  of  muscle  control  re¬ 
quired,  precision,  and  strength.  The  ELSs 
are  completed  by  application  of  a  PF&D 
factor  to  the  elemental  component  unit 
time. 

(3)  Work  Sampling.  Work  sampling  is 
used  to  establish  standards  for  (1)  large 
work  crews  or  (2)  long-duration  job  cycles 
with  irregular  patterns.  Continuous  ob¬ 
servation  of  the  worker  is  net  required 
with  work  sampling.  A  statistically  signif¬ 
icant  quantity  of  worker  observations  is 
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made  so  that  proportions  of  time  devoted 
to  various  activities  can  be  determined  at 
given  confidence  levels.  This  technique 
produces  the  least  accurate  ELSs. 

(4)  Standard  Data  Systems  (also  re¬ 
ferred  to  as  Standard  Time  Data  System 
or  STD).  These  systems  provide  labor 
standards  prior  to  the  actual  performance 
of  work.  (Other  methods  of  establishing 
standards  require  direct  observation.)  Be¬ 
cause  of  this  characteristic,  standard  data 
systems  are  important  in  the  cost-esti¬ 
mating  process. 

There  are  two  kinds  of  STDs:  (1) 
synthetic  and  (2)  analytical.  Synthetic 
STDs  use  a  catalog  of  individual  opera¬ 
tion  ELSs  which  are  added  to  create  a 
total  labor  standard  for  a  manufactured 
part.  An  analytical  STD  uses  a  mathe¬ 
matical  formula  to  establish  the  total 
labor  standard  for  a  manufactured  part. 
Both  require  using  ELSs  previously  de¬ 
veloped  via  time  study,  predetermined 
motion  time  systems,  and  work  sampling. 

Synthetic  STD  combine  separate  ELS. 
Many  tasks  are  repeated  frequently,  and 
are  identical  regardless  of  the  product 
being  manufactured.  The  time  standards 
for  these  tasks,  once  established  by  a 
work  measurement  specialist,  can  be  cat¬ 
aloged  and  referred  to  each  time  they  are 
required.  Examples  are  load- 
in^unloading  of  a  machine,  driving  a 
rivet,  or  removing  a  part  from  a  fixture. 

Establishing  a  synthetic  data  system 
ELS  requires  an  industrial  engineer  to 
determine  all  the  required  manufacturing 
steps.  In  addition  to  establishing  labor 
standards,  this  procedure  is  necessary  to 
determine  process  routing.  The  engineer 
refers  to  the  STD  catalog  for  the  appro¬ 
priate  manufacturing  step’s  standard 
time.  The  ELS  for  a  manufactured  part  is 
a  summary  of  all  the  standards  for  the 
separate  manufacturing  steps. 

Analytical  standard  data  systems  are 
similar  to  CERs  (D-407.2g).  The  differ¬ 
ence  is  that  labor  standards  are  substitut¬ 
ed  for  historical  actual  hours  during  the 
development  process.  Sets  of  previously 
established  labor  standards  for  a  product 
and  related  possible  cost  driving  charac¬ 
teristics  (parameters)  are  gathered.  Re¬ 
gression  analysis  is  then  performed  to 
determine  the  mathematical  relationship 
between  the  developed  labor  standard 


and  the  cost  drivers.  Numerous  relation¬ 
ships  (determined  by  including  and  ex¬ 
cluding  various  cost  drivers)  may  be 
tested  until  a  best  fit  is  established. 

STDs  are  derived  from  ELSs  previous¬ 
ly  developed  by  direct  observation  of 
manufacturing  operations.  A  significant 
problem  is  that  contractors  frequently 
lose  or  misplace  this  data.  STD  systems 
require  periodic  maintenance  and  audit¬ 
ing  to  ensure  accuracy.  Retention  of 
original  data  is  extremely  important  to 
both  the  maintenance  and  audit  func¬ 
tions. 

Unmaintained,  STD  system  accuracy 
will  deteriorate  because  of  changes  in  the 
work  environment.  An  effective  STD 
requires  that  adjustments  be  made  for 
changes  in  machinery,  tooling  automa¬ 
tion,  and  procedures.  Since  ELSs  are 
specific  to  machines  and  tools,  it  is 
extremel);  important  that  all  changes  be 
reflected  in  the  standards.  Periodic  audits 
are  required  to  ensure  that  system  accura¬ 
cy  and  reliability  are  maintained. 

STDs  not  based  on  engineered  stan¬ 
dards  are  suspect.  Guesstimates,  stan¬ 
dards  derived  from  technical  literature, 
will  likely  produce  unreliable  results. 

b.  Standard  Time  Method  Productivity 
Factor.  The  expected  productivity  factor 
is  pan  of  the  Estimated  Labor  Time 
equation  for  the  Standard  Time  Method. 
Standards  assume  a  degree  of  efficiency 
for  work  accomplished  by  an  average 
worker  under  average  conditions.  Prod¬ 
ucts  may  be  manufactured  under  condi¬ 
tions  that  make  standards  unachievable. 
Productivity  factors  adjust  product  stan¬ 
dard  times  for  varying  work  conditions 
and  other  influences. 

Productivity  factors  are  derived  from 
contractor  historical  timekeeping  data. 
Productivity  factors  are  estimated  by 
adjusting  historical  efficiency  for  various 
influences  and  special  circumstances.  Ad¬ 
justment  factors  are  developed  using  the 
unit  method,  and  improvement  curves. 
Expected  productivity  is  described  by  the 
following  equation: 

Expected 

Productivity  Factor  =  Historical 

Efficiency  X 
Adjustment 
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(1)  Historical  efficiency  is  normally 
developed  for  a  specific  period.  The 
efficiency  factor  is  the  ratio  of  standard 
hours  earned  to  actual  hours  spent  on  an 
increment  of  work.  Earned  hours  is  the 
time  in  standard  hours  credited  to  a 
worker  (or  group  of  workers)  who  com¬ 
pletes  a  given  task  (or  group  of  tasks). 
When  earned  hours  equal  actual  hours, 
efficiency  equals  100  percent.  Efficiency 
is  described  by  the  following  equation: 

Efficiency  Factor  =  Earned  hours 
(Standard/ 

Actual  hours 
(elapsed  time) 

Efficiency  factors  can  be  developed  for 
any  level  in  a  contractor’s  organization. 
Auditors  should  verify  that  an  appropri¬ 
ate  efficiency  is  used  for  the  organization¬ 
al  level  most  closely  identified  with  the 
actual  work.  For  example,  using  a  plant- 
wide  efficiency  for  estimating  labor  for 
an  individual  department  or  vice  versa 
will  distort  the  labor  estimate. 

(2)  Adjustments  to  historical  efficiency 
are  required  to  project  expected  from 
historical  costs.  Normally,  contractors 
lower  productivity  factors  based  on  the 
belief  that  the  estimated  product  is 
unique  and  differs  from  the  products 
which  generated  the  historical  basis  for 
its  estimate.  These  adjustments  require 
special  audit  attention. 

The  impact  of  different  production 
quantities  on  productivity  is  generally 
estimated  by  (1)  the  standard  attainment 
and  (2)  first  unit  estimating  methods.  To 
develop  an  estimate  using  these  methods, 
historical  realization  factors  and  their 
related  cumulative  production  quantities 
are  collected.  An  improvement  curve  is 
developed  by  means  of  regression  analy¬ 
sis.  The  x-intercept  is  the  standard  attain¬ 
ment  point  (or  the  cumulative  produc¬ 
tion  quantity)  when  realization  equals 
1 .0.  The  first  unit  estimate  of  realization 
is  the  y-intercept  (or  the  point  where  the 
cumulative  production  quantity  equals 
1.0).  Both  approaches  treat  the  curve 
slope  similarly,  but  they  differ  in  how 
they  express  efficiency  in  relation  to  the 
cumulative  production  unit. 

(3)  Standard  Attainment  Method.  This 
method  assumes  that  a  cumulative  pro¬ 


duction  quantity  exists  where  the  stan¬ 
dard  will  be  achieved.  Achieving  stan¬ 
dard  means  achieving  an  efficiency  factor 
of  1.0.  Contractors  will  speak  of  100th, 
250th,  or  1,000th  unit  standard,  which 
means  they  expect  to  eventually  achieve 
efficient  production  after  producing  that 
quantity  of  a  product.  The  productivity 
factor  is  developed  from  an  estimate  of 
the  expected  realization.  The  realization 
factor  is  developed  by  projecting  back¬ 
wards  from  the  point  where  realization 
equals  1.0  (at  the  standard  attainment 
point)  to  the  lot  mid-point  of  the  product 
being  estimated. 

Auditors  are  cautioned  to  evaluate  how 
the  standard  attainment  technique  is  ap¬ 
plied.  Contractors  may  fail  to  substanti¬ 
ate  method  parameters  such  as  slope  and 
realizations  with  historical  data.  Fre¬ 
quently.  contractors  assert  that  there  is  a 
traditional  standard  attainment  point, 
eg.  1,000  units.  There  is  usually  no 
validity  to  this  assertion  since  each  com¬ 
pany  has  a  unique  rate  of  improvement. 

Another  caveat  has  to  do  with  the  slope 
of  the  curve.  In  typical  improvement 
curve  applications,  steep  rates  of  im¬ 
provement  (100  percent  being  flat,  80 
percent  steep,  and  60  percent  very  steep) 
are  projected  forward  from  actuals  which 
reduces  estimated  cost.  In  the  standard 
attainment  estimating  technique,  because 
the  estimator  projects  backward  up  the 
curve,  steeper  curves  produce  significant¬ 
ly  greater  estimated  costs.  Contractors 
may  state  they  are  being  aggressive  by 
projecting  steeper  curves  than  are  histori¬ 
cally  supported.  Such  a  statement  is  usu¬ 
ally  false. 

(4)  First  Unit  Estimating  Method.  This 
method  is  essentially  the  opposite  of  the 
standard  attainment  approach.  As  previ¬ 
ously  discussed,  historical  information  is 
used  to  derive  the  typical  realization 
factor  for  the  initial  production  unit.  The 
realization  factor  is  developed  by  project¬ 
ing  forward  from  the  first  unit  realization 
factor  at  the  expected  improvement 
curve  slope  to  the  product  lot  mid-point. 
Labor  cost  is  estimated  by  multiplying 
the  standard  labor  content  by  the  lot  mid¬ 
point  realization  factor. 
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D-407.4  Military  Standard  (MILSTD) 
1567 A 

When  made  a  contractual  requirement, 
MILSTD  1567A  requires  contractors  to 
implement  a  proper  work  measurement 
system.  Contractors  are  required  to  meet 
predetermined  minimum  work  measure¬ 
ment  system  requirements  of  accuracy, 
coverage,  consistency,  documentation, 
and  audit.  Any  weaknesses  inherent  in 
the  work  measurement  system  which 
have  an  impact  on  the  accuracy  of  labor 
estimates  must  be  fully  documented  and 
provided  to  the  government.  Additional 
information  pertinent  to  MILSTD  I567A 
is  as  follows: 

a.  Applicability.  MILSTD  1567 A  es¬ 
tablishes  a  contractual  requirement  for 
an  integrated  and  disciplined  work  mea¬ 
surement  system  on  manufacturing  oper¬ 
ations.  When  applied  with  a  positive 
management  commitment,  experience 
shows  that  MILSTD  1567A  has  achieved 
improved  productivity  and  cost  control. 
MILSTD  1567 A  became  effective  11 
March  1983. 

It  applies  to  prime  production  con¬ 
tracts  exceeding  $20  million  annually  or 
$100  million  cumulatively.  When  the 
standard  applies  to  a  prime  contract, 
subcontracts  exceeding  $5  million  annu¬ 
ally  or  $20  million  cumulatively  are  also 
covered.  Ship  construction,  R&D,  and 
service-type  contracts  are  exempt. 

b.  Requirements.  Under  the  standard, 
contractors  aie  required  to: 

(1)  Establish  and  maintain  a  docu¬ 
mented  measurement  system  using  recog¬ 
nized  techniques  such  as  time  study  or 
standard  data  to  derive  at  least  90  per¬ 
cent  confidence  that  the  hours  are  accu¬ 
rate  within  10  percent. 

(2)  Prepare  a  schedule  to  achieve  the 
stated  precision  limits  for  at  least  80 
percent  of  all  touch-labor  categories. 

(3)  Include  allowances  in  production 
standards  for  PF&D. 

(4)  Measure  touch-labor  efficiency  as  a 
ratio  of  production  standards  to  actual 
hours. 

(5)  Establish  periodic  labor  efficiency 
and  variance  reporting  requirements  for 
each  work  center  to  include  causes  of 
significant  variances  and  corrective  ac¬ 
tion  taken. 


(6)  Identify  major  elements  wb.ich 
comprise  realization  factors  used  to  mod¬ 
ify  labor  standards. 

(7)  Use  engineered  labor  standards  as 
an  input  for  budgeting,  estimating,  plan¬ 
ning,  and  performance  evaluation. 

(8)  Conduct  an  internal  audit  of  the 
work  measurement  system  at  least  annu¬ 
ally  to  ensure  compliance  with  the  re¬ 
quirements  of  the  standard. 

(9)  Retain  a  copy  of  any  audit  findings 
for  at  least  two  years  and  make  audit 
findings  available  to  the  designated  gov¬ 
ernment  representative  for  review  upon 
request. 

(10)  Conduct  operations  analyses  and 
methods  improvement  programs. 

01)  Have  a  formal  written  policy  cov¬ 
ering  the  use  of  the  work  measurement 
system. 

c.  Definitions 

(1)  Engineered  Labor  Standards 
(ELSs).  The  time  it  should  take,  derived 
from  an  engineering  method,  for  a 
trained  worker  or  group  of  trained  work¬ 
ers  working  at  a  normal  pace  to  produce  a 
described  unit  of  work  of  an  acceptr'^le 
quality  according  to  a  specified  method 
under  specific  working  conditions.  It  is 
derived  from  a  complete,  objective  analy¬ 
sis  and  measurement  of  the  task.  The 
generic  methods  which  are  used  to  devel¬ 
op  ELSs  are  direct  time  study,  predeter¬ 
mined  time  systems,  work  sampling,  and 
standard  time  data.  Note  also  that  ELSs 
are  not  only  attainable  but  also  maintain¬ 
able  over  a  long  period  of  time.  ELSs 
include  PF&D  allowances  which  vary 
according  to  the  task.  (For  example,  a 
welder  would  have  a  different  and  higher 
fatigue  allowance  than  one  who  monitors 
the  operation  of  a  machine.) 

(2)  Realization.  The  actual  touch  labor 
hours  divided  by  the  standard  labor 
hours  for  the  effort  completed. 

(3)  Variance.  Includes  not  only  worker 
inactivity  but  also  delays  caused  by  mate¬ 
rial  shortages,  machine  downtime,  and 
improper  scheduling. 

(4)  Type  I  Standard.  A  standard  which 
is  statistically  valid.  It  may  consist  of 
actual  time  studies  within  the  contrac¬ 
tor’s  organization  or  buildup  of  pub¬ 
lished  times  for  given  operations. 

(5)  Type  II  Standard.  Engineering  esti¬ 
mates  of  the  time  required  to  perform  a 
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given  task.  The  distinction  between  a 
Type  I  and  Type  II  standard  relates  to  the 
question  of  accuracy  and  verifiability. 
That  is,  a  Type  I  standard  for  a  given  task 
is  not  necessarily  lower  than  a  Type  11, 
even  though  the  purpose  of  MILSTD 
1 567A  is  cost  reduction,  and  the  general 
direction  is  from  Type  II  standards  to 
Type  I  standards. 

(6)  Touch  Labor.  “Hands-on”  effort 
actually  involved  in  the  manufacturing 
(e.g.,  fabrication  and  testing)  process. 

d.  Significance  to  the  Auditor. 
MILSTD  1567A  should  benefit  the  audi¬ 
tor  in  his/her  review  of  proposed  labor 
costs  and  operations  audits.  Relative  to 
improvement-curve  applications,  manu¬ 
facturing  improvement  consists  of  two 
components.  First,  productivity  increases 
as  the  contractor  overcomes  production 
difficulties  in  parts  availability,  sched¬ 
uling,  quality,  and  workmanship.  Con¬ 
currently,  product  and  methods  improve¬ 
ment  in  tooling,  partibility,  design,  and 
factory  layout  further  reduce  labor  hours. 

MILSTD  1567A  earned-hour  stan¬ 
dards  must  reflect  what  labor  is  required 
to  build  the  current  product  design  with 
the  existing  production  methods,  assum¬ 
ing  no  production  difficulties.  Detailed 
variance  analyses  must  identify  causes  of 
existing  inefficiencies  and  corrective  ac¬ 
tion  plans  to  overcome  them  must  be 
prepared. 

When  the  contractor  uses  actual  histo¬ 
ry  to  project  labor  hours,  proper  use  of 
the  variance  analyses  could  eliminate 
existing  inefficiencies  in  forward  pricing. 
For  example,  a  contractor  may  attribute 
the  difference  between  actual  and  stan¬ 
dard  hours  to  parts  shortages.  The  plan  to 
improve  the  warehouse  integrity  by  in¬ 
corporating  a  bar-code  material  tracking 
system  or  by  improving  other  operating 
practices  would  relate  to  a  specific  time 
frame.  Thereafter,  the  curve  should 
project  only  standard  hours  to  reflect 
additional  learning  caused  by  design  and 
methods  improvements. 

If  the  contractor  uses  a  theoretical  unit 
standard  to  project  labor  hours,  these 
same  analyses  will  provide  insight  regard¬ 
ing  the  horizontal  positioning  of  the 
theoretical  unit.  It  is  not  logical  that 
many  contractors  should  be  using  the 
same  unit  standard.  Each  has  different 


problems,  methods  of  resolution,  time¬ 
tables,  and  rates  of  production.  Whether 
new  manufacturing  processes  or  design 
changes  are  involved,  the  contractor  is 
obliged  to  reconcile  current  conditions 
with  those  proposed.  Differences,  as  ex¬ 
plained  in  the  contractor’s  rationale, 
should  be  reviewed  for  reasonableness. 

D-408  Material  Estimating 

D-408.1  Overview 

As  noted  in  D-lOlb,  two  major  compo¬ 
nents  of  contractor  proposals  a’^e  labor 
and  material  estimates.  Material  is  the 
cost  element  that  is  usually  the  easiest  to 
estimate  and  check.  It  can  normally  be 
seen  and  touched  in  the  end  product.  The 
material  component  may  vary  anywhere 
from  30  to  70  percent  of  the  total  cost 
depending  on  the  type  of  contract  (e.g., 
production,  development,  or  research). 

a.  Material  costs  are  normally  divided 
into  three  major  categories:  direct,  indi¬ 
rect,  and  burden. 

(1)  Direct  material  consists  primarily 
of  raw  material,  purchased  parts,  subcon¬ 
tracted  items,  and  interdivisional  trans¬ 
fers.  The  term  “direct”  is  applied  to  this 
material  since  it  can  be  readily  identified 
in  the  end  product. 

(2)  Indirect  materials  are  those  items 
necessary  to  produce  the  product  but  do 
not  become  a  physical  part  of  the  end 
item.  Materials  such  as  lubricants,  weld¬ 
ing  rods,  and  shop  supplies  are  good 
examples.  Because  their  direct  usage  lev¬ 
els  arc  difficult  to  determine,  indirect 
materials  are  usually  allocated  through 
indirect  expense  pools. 

(3)  Material  burden  is  a  ter  n  used  to 
describe  the  indirect  activity  associated 
with  converting  purchased  material  into 
an  end  product.  Costs  related  to  material 
procurement  and  handling  are  collected 
in  material  burden  centers.  At  smaller 
contractors,  material  burden  may  be  in¬ 
cluded  in  general  overhead  expense  pools 
rather  than  in  a  separate  material  over¬ 
head  account.  At  larger  contractors,  ma¬ 
terial  burden  centers  may  be  organized 
along  functional  lines  that  will  separate 
rates  for  procurement,  handling,  etc. 

b.  The  major  categories  of  direct  mate¬ 
rial  are: 
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(1)  Raw  Material.  Bulk  or  unfinished 
materials  that  require  processing  or  are 
involved  in  manufacturing  processes.  Ex¬ 
amples  include  sheet  stock,  castings,  forg¬ 
ings,  bar  stock,  wire,  printed  circuit 
board  materials,  epoxies,  resins,  paints, 
and  solvents. 

(2)  Purchased  Parts.  A  component,  or 
subassembly,  purchased  as  an  off-the- 
shelf  item  which  becomes  an  integral  part 
of  the  product. 

(3)  Subcontracted  Material.  Material 
manufactured  to  specification!;,  draw¬ 
ings,  or  standards  outlined  in  a  subcon¬ 
tract.  Subcontracted  material  may  be  low 
or  high  cost.  Subcontracted  low-cost  ma¬ 
terial  typically  results  from  a  contractor’s 
inability  to  produce  the  part  due  to 
capacity  constraints,  quality  problems, 
special  processes,  unique  assembly  tech¬ 
niques,  or  other  manufacturing  limita¬ 
tions. 

High-dollar  subcontracted  material 
is,  by  government  contract  law,  re¬ 
quire  special  treatment.  When  purchases 
of  specific  items  exceed  certain  dollar 
thresholds,  contractors  are  required  to 
perform  price  analyses  or  audits.  In  some 
circumstances,  they  may  arrange  for  an 
assist  audit  by  DC '  A  at  a  subcontractor 
location. 

(4)  Intcrdivisional  or  Interplant  Trans¬ 
fers.  Materials  that  are  purchased  from 
another  business  unit  of  the  contractor. 

(5)  Vendor  Charges/Tooiing.  Costs  in¬ 
curred  by  a  supplier  to  set  up  or  prepare 
for  production.  These  charges  usually 
consist  of  production  line  set  up  and  the 
fabrication  of  unique  tools  needed  in 
manufacturing  processes.  Examples  in¬ 
clude  drill  fixtu  es,  cable  jigs,  cable  pot¬ 
ting  molds,  and  printed  circuit  artwork. 

(6)  Packing  Material.  Ma  'rial  required 
to  Package  the  product  for  safe  delivery. 
.Special  packaging  requirements  are  nor¬ 
mally  dictated  by  contractual  provision 
and  class'f  d  as  direct  material. 

(7)  M'..or  Materia!.  Low-value  items 
iL-h  as  nuts,  bolts,  fasteners,  and  wire 
that  are  not  cost  elfective  to  estimate  in 
discrete  quantities.  Also  known  as  line 
stock  Items,  they  are  usually  proposed  as 
a  percentage  of  (hrect  material,  or  as  a 
ra*'.'  per  maiuiiacturing  hour,  'iii  ,  mav. 
howev  cr.  appear  in  de  ..iled  bills  of  mate¬ 
rial  as  individual  line  items. 


(8)  Freight.  Estimated  contractor  deliv¬ 
ery  costs  that  are  proposed  either  as  a 
direct  item  or  as  a  percentage  of  direct 
material. 

(9)  Other  Direct  Costs.  These  items  are 
not  readily  identifiable  as  part  of  the 
product  and  are  not  subject  to  labor  or 
material  indirect  expense  loadings.  Ex¬ 
amples  include  computer  timesharing, 
technical  publications,  photographs,  and 
olueprints. 

c.  Recurring  and  Nonrecurring  Costs. 
Major  material  cost  categories  may  also 
be  described  as  recurring  and  nonrecur¬ 
ring  costs: 

(1)  Recurring  Costs.  Those  costs  which 
are  variable  and  are  dependent  upon  the 
quantity  produced  Examples  of  recur¬ 
ring  costs  arc  direct  materials  used  in 
production,  contractor  set-up  charges, 
and  charges  as.sociated  with  tooling  that 
must  be  accomplished  with  each  produc¬ 
tion  run.  While  not  repealed  on  each  unit 
manufactured,  set-up  charges  are  repeti¬ 
tive  for  each  release  and,  as  such,  must  be 
amortized  into  unit  cost.  Most  vendors 
will  amortize  set-up  charges  before  quot¬ 
ing  unit  prices;  others  itemize  them  sepa¬ 
rately. 

(2)  Nonrecurring  Costs.  Those  costs 
which  represent  the  fixed  effort  expended 
to  produce  an  item  regardless  of  quantity. 
Nonrecuiring  costs  consist  primarily  of 
vendor  (ooling  and  enginecring/testing 
charges. 

(a)  Vendor  Tooling.  Vendor  or  subcon¬ 
tractor  costs  to  make  tools  needed  to 
produce  materials  or  fabricate  parts. 
Vendor  tooling  can  be  categorized  as 
either  proprietary  or  accountable  tooling. 
Proprietaiv  tooling  is  the  property  of  the 
vendor.  Examples  are  forging  dies,  extru¬ 
sion  dies,  patterns,  and  molds.  Account¬ 
able  tooling  will  eventiiallv  become  the 
properly  of  the  purchaser  or  government. 
Tooling  possession  is  obtained  after  the 
vendor  no  longer  requires  ns  use.  fooling 
costs  are  normally  applicable  to  subcon¬ 
tracted  parts,  but  may  be  encountered 
with  purchased  parts. 

(b)  Engineering/Tcjimg  Costs.  These 
costs  arc  associated  with  vendor  design 
effort,  development  activities,  qualifica¬ 
tion  testing,  or  first  article  qualification 
Testing  charges  frcquentlv  include  'he 
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cost  of  components  used  in  tests  that 
either  destroy  or  impair  article  function. 

Except  for  the  eventual  replacement  of 
tooling  because  of  wear,  nonrecurring 
costs  are  onetime  in  nature  and  may 
suffice  for  several  follow-on  pricing  ac¬ 
tions.  To  avoid  duplication,  these  costs 
should  be  shown  separately  and  not  in¬ 
cluded  in  the  unit  cost. 

D-408.2  Estimating  Methods 

The  methods  employed  to  estimate 
material  quantities  and  costs  are  largely 
dependent  upon  material  type  and  infor¬ 
mation  available  at  the  time  of  proposal 
preparation.  Material  requirement  data 
may  range  from  detailed  part  lists  to 
rough  estimates  based  upon  the  available 
history  on  like  items.  Regardless  of  the 
method  employed,  estimates  will  be  diffi¬ 
cult  to  make  and  will  be  subject  to 
significant  error  when  a  major  portion  of 
the  materials  represents  unique  items 
that  have  not  been  previously  produced. 

Direct  material  constitutes  the  major 
portion  of  material  cost  and  requires 
expert  technical  knowledge  to  estimate. 
EDP  data  bases  are  used  in  developing 
models  which  may  be  used  in  parametric 
cost  estimating  systems,  and  for  develop¬ 
ment  of  comparative — similar  to — bills 
of  material  when  discrete  bills  of  matc'-ial 
are  not  available.  Indirect  material  and 
material  burden  are  largely  accounting 
issues. 

The  general  procedures  associated  with 
estimating  direct  materials  are  as  follows: 

a.  Estimate  quantity  requirements. 

b.  Determine  raw  material  require¬ 
ments;  convert  measurements  as  neces¬ 
sary;  and  estimate  actual  yields. 

c.  Estimate  current  prices. 

d.  Adjust  estimated  prices  for  cost 
trends  and  quantities  and  project  total 
cost. 

e.  Document  procedures  and  methods 
utilized  in  the  estimating  process. 

D-408.3  Bills  of  Materials  (BOM) 

Perhaps  the  i.  -st  frequently  used 
method  of  direct  material  estimating  is 
the  priced  BOM.  Most  auditors  are  famil¬ 
iar  with  this  mechanism  and  often  use  the 
BOM  as  a  basis  for  sampling  material 
costs  The  auditor  should  review  both  the 
unit  prices  reflected  in  a  priced  BOM  and 


the  material  requirements  aspect.  At 
some  eontractor  locations,  there  may  be 
more  than  one  type  of  BOM.  The  original 
bill  of  material,  known  as  an  engineering 
BOM,  will  list  all  of  the  parts  required  to 
produce  the  end  products.  In  some  cases, 
engineering  may  be  unable  to  estimate 
certain  actual-quantity  requirements 
such  as  the  length  of  a  wire.  To  address 
detailed  material  requirements,  manufac¬ 
turing  may  develop  a  manufacturing 
BOM  which  is  used  as  a  manufacturing 
aid. 

The  BOM  is  a  comprehensive  list  of  all 
parts  required  to  produce  an  end  item.  At 
large  contractors,  BOMs  are  loaded  into 
computer  data  bases  which  provide  the 
capability  to  request  information  in 
many  formats.  Additional  information 
such  as  description,  when  used,  as  well  as 
item  number  and  dollar  value  may  also 
be  contained  in  the  data  base.  A  BOM 
can  be  requested  for  an  end  product  or 
any  subassembly.  The  two  most  common 
BOM  sorts  are  as  follows; 

a.  Part  Number  Ascenoing  Order.  This 
BOM  is  “exploded”  and  sorted  by  as¬ 
cending  part  number  showing  total  quan¬ 
tity  required  for  eaeh  part  of  an  end  item. 
A  detailed  report  may  give  further  infor¬ 
mation  including  where  the  part  is  used. 
Figure  D-4-1  illustrates  a  part  number 
ascending  order  BOM. 

b.  Assembly/Subasscmbly  “Christmas 
Tree”.  This  BOM  is  hierarchical  and  lists 
major  assemblies  followed  by  all  levels  o*' 
subassemblies.  The  assem¬ 
bly/subassembly  BOM  is  often  referred  to 
as  a  “Christmas  Tree”  BOM  because  of 
its  pyramidal  or  Christmas-tree  shape. 
Figure  D-4-2  illustrates  the  assem¬ 
bly/subassembly  BOM.  Figure  D-4-3  is 
another  representation  of  the  assem¬ 
bly/subassembly  BOM.  This  representa¬ 
tion  is  often  referred  to  as  an  “indented” 
BOM. 

Each  format  has  advantages  and  disad¬ 
vantages.  Hierarchical  BOMs  permit 
tracing  material  assemblies  to  drawings, 
and  accounting  for  the  use  of  each  part. 
Hierarchical  BOMs  do  not  communicate 
total  part  requirements;  therefore,  sam¬ 
pling  is  difficult  because  other  formats 
may  not  be  available.  Part  number  as¬ 
cending  order  BOMs  disclose  total  re¬ 
quirements  and  pricing,  but  do  not  de- 
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scribe  product  organization  and  composi¬ 
tion;  therefore,  auditors  will  normally 
have  difficulty  in  determining  actual  part 
requirements. 

Regardless  of  the  format  employed,  the 
BOM  is  an  essential  tool  in  validating 
material  requirements  and  serves  as  an 
intermediate  vehicle  in  tracing  require¬ 
ments  to  original  drawings.  The  drawings 
disclose  part  listings  and  show  how  the 
parts  are  integrated  to  form  completed 
.'Stages  or  finished  products.  Frequently, 
an  estimating  department  will  price  a 
BOM  to  be  used  as  supporting  data.  With 
the  exception  of  tooling  and  other  minor 
additives,  a  priced  BOM  should  be  com¬ 
prehensive.  Costs  not  shown  in  the  bill  of 
material  can  be  verified  through  vendor 
tooling  quotes  or  historical  analyses. 

D-408.4  Routing  Sheets 

A  routing  sheet  is  usually  a  process 
description  showing  discrete  manufactur¬ 
ing  operations  and  associated  times. 
Some  routing  sheets  will  also  disclose 
material  quantity,  tools,  fixtures,  and 
labor  standards.  They  may  be  referred  to 
as  operations  sheets. 

Routing  sheets  are  a  main  source  of 
labor  information  and  are  also  discussed 
in  the  labor  section  (D-407,2h).  Routings 
may  be  used  as  a  substitute  for  BOMs  for 
cost-estimating  purposes.  Care  should  be 
exercised  when  routing  sheets  arc  used  in 
conjunction  with  BOMs  to  ensure  that 
costs  are  not  duplicated. 

Figure  D-4-4  presents  an  example  of 
the  routing  for  the  part  number  8876902. 
In  this  example,  there  is  only  one  line 
item,  RS3000197,  which  is  listed  under 
product  structure. 

D-408.5  Engineering  Drawings 

Material  requirements  are  normally 
determined  from  engineering  drawings. 
To  properly  evaluate  proposed  material 
quantities,  it  is  important  that  the  audi¬ 
tor  understand  engineering  drawings. 

An  engineering  drawing  graphically 
shows  the  configuration  of  a  part  or 
assembly.  It  can  be  a  sketch  drawn  by  a 
draftsman  or  generated  by  a  Computer- 
Aided  Design  (CAD)  system.  The  trend 
at  most  contractors  is  toward  CAD.  With 
CAD,  operators  can  develop  complete 
drawings  using  a  light  pen.  A  good  fea¬ 


ture  of  CAD  is  that  drawings  can  be 
recalled  from  computer  memory  and 
changed  with  minimal  effort.  Regardless 
of  method,  drawings  are  essential  in  all 
phases  of  design  and  manufacturing. 

Typically,  engineering  drawings  are 
classified  as  either  level  1,  2,  or  3.  These 
levels  represent  a  natural  progression 
from  conceptual  design  to  production. 
Level  1  drawings  address  conceptual  and 
development  designs;  level  2  drawings 
are  concerned  with  production  proto¬ 
types  and  limited  production  quantities; 
and  level  3  drawings  are  production 
oriented.  A  drawing  level  or  various 
combinations  of  levels  may  be  estab¬ 
lished  by  a  contractor,  or  specified  in  a 
contract. 

The  drawing  level  and  quantities  re¬ 
quired  to  satisfactorily  depict  product 
function  and  material  requirements  are 
determined  by  design  complexity,  prod¬ 
uct  .sophistication,  and  engineering  judg¬ 
ment.  Drawings  illustrate  and  provide 
essential  information  needed  to  design 
and  manufacture  a  product  including  (1) 
physical  characteristics,  (2)  dimensional 
and  tolerance  data.  (3)  critical  assembly 
sequences,  (4)  performance  ratings,  (5) 
material  identification  details,  (6)  inspec¬ 
tion  tests,  (7)  evaluation  criteria,  (8) 
calibration  information,  and  (9)  quality 
control  data. 

All  product  components  should  be  sup¬ 
ported  by  engineering  drawings.  All 
drawings  should  be  tied  to  the  end  item 
drawing  with  major  subassemblies  and 
components  identified.  Drawings  should 
be  available  to  the  lowest  level  unit  part. 

Normally,  engineering  drawings  use 
the  hieraichy  or  level  concept.  Each  as¬ 
sembly  or  subassembly  will  have  draw¬ 
ings  identifying  all  components  and  addi¬ 
tional  levels  of  subassemblies  that  consti¬ 
tute  the  upper-tier  product.  For  complex 
projects,  as  many  as  10  levels  of  drawings 
may  be  used,  beginning  at  the  component 
or  manufactured  part  level  and  culminat¬ 
ing  in  an  assembly  or  subassembly.  Man¬ 
ufactured  components  may  have  material 
reference  drawings  which  further  define 
forging,  casting,  and  similar  require¬ 
ments.  In  short,  all  parts  required  to 
manufacture  an  end-item  will  be  shown 
in  drawings  along  with  their  relationship 
to  the  next  higher-level  drawing. 
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Each  drawing  should  contain  certain 
basic  information  which  can  be  used  by 
the  auditor  to  assess  material  require¬ 
ments.  Figure  D-4-5  is  an  example  of  an 
engineering  drawing. 

D-408.6  Material  Allowances 

Material  allowances,  also  known  as 
material  adjustment  factors,  are  the  dif¬ 
ference  between  the  product  material 
requirement  and  the  actual  material  con¬ 
sumed  during  manufacturing.  The  mate¬ 
rial-allowance  factor  represents  allow¬ 
ances  for  scrap,  attrition,  rework,  and 
other  factors  that  'nfluence  material  cost 
and  cannot  be  ly  estimated  be¬ 

cause  of  incompi  ..  jOMs  and  future 
design  changes  in  subcontractor  delivery 
requirements. 

Contractors  have  used  various  ap¬ 
proaches  to  estimate  material  allowances. 
Some  of  these  approaches  are  acceptable, 
while  others  arc  questionable.  Material 
allowances  can  be  applied  to  an  individu¬ 
al  part  and  be  included  in  the  BOM 
quantity.  In  other  cases,  it  may  be  ap¬ 
plied  as  a  lump  sum  to  the  total  material 
requirement.  The  basis  of  these  adjust¬ 
ment  factors  should  be  closely  scrutinized 
to  ensure  they  are  reasonably  valid  and 
that  there  arc  no  duplications.  Historical 
evidence  should  be  available  to  support 
the  factors.  However,  the  existence  of 
history  should  not  be  considered  as  auto¬ 
matic  evidence  of  validity  because  the 
previous  losses  may  have  occurred  under 
different  circumstances.  Factors  fre¬ 
quently  used  in  pneing  actions  should  be 
periodically  reviewed  under  separate  as¬ 
signments.  Section  9-407  further  ad¬ 
dresses  material-allowance  factors. 

a.  Scrap  is  defcctne  material  that  can¬ 
not  be  used  in  its  present  condition. 
Scrap  may  result  from  operator  error,, 
unacceptable  vendor  material,  handling 
damage,  or  out-of-control  processes  (such 
as  poor  heat  treatment).  Scrap  allowances 
should  normally  be  based  on  historical 
data.  Reduction  in  scrap  should  be  ex¬ 
pected  as  learning  occurs. 

b.  Process  loss  is  the  difference  be¬ 
tween  the  amount  of  material  required  at 
the  beginning  of  a  process  and  the  final 
amount  used  for  the  finished  part.  In 
comparison,  scrap  loss  is  defective  mate¬ 
rial  while  process  loss  is  the  material  lost 


during  the  manufacturing  process.  Pro¬ 
cess  loss  may  be  estimated  using  an 
overall  factor  or  separate  factors  for 
major  sub-elements  such  as  trim  loss, 
chip  loss,  and  excess  casting  material. 
BOM  quantities  for  items  manufactured 
from  law  material  such  as  sheet  metal, 
bar  stock,  and  composite  frequently  are 
adjusted  to  include  process  loss  factors. 
Also  note  that  raw-material  items  like 
sheet  metal  and  bar  stock  are  generally 
only  available  in  certain  industrial  stan¬ 
dard  sizes  and  lengths.  As  a  result,  esti¬ 
mating  factors  are  frequently  applied  to 
the  finished  material  requirement  to  con¬ 
vert  from  industry  standards  to  proposed 
sizes  and  lengths  in  order  to  determine 
the  amount  of  material  to  be  purchased. 

(1)  Process  Trim  Loss.  This  occurs 
when  a  rough  cut  is  made  from  the 
standard-size  purchased  material.  Be¬ 
cause  the  dimensions  of  the  rough  cut  are 
not  perfectly  compatible  with  that  of  the 
standard  size,  the  leftover  material  is 
commonly  known  as  process  trim  loss  or 
residual  loss.  !n  some  instances,  it  can 
amount  to  a  large  portion  of  the  material 
icquired  for  the  end  product. 

(2)  Procc.ss  Machining  Loss.  This  is  the 
difference  between  the  rough-cut  size  and 
final  size.  The  rough  cut  part  may  be 
bored,  milled,  ground,  threaded,  or  pro¬ 
cessed  in  some  other  way  to  create  a  final 
part. 

Process  machining  and  trim  losses  are 
often  figured  together  and  added  to  the 
required  raw  material  quantity.  Scrap 
loss  is  added  as  a  separate  factor. 

c.  Inventory  Adjustments.  Physical  in¬ 
ventory  normally  varies  from  the  inven¬ 
tory  of  record.  This  is  a  result  of  theft, 
carelessness,  or  miscounting.  Although 
the  variance  can  be  either  positive  or 
negative,  it  is  usually  negative  and  known 
as  inventory  shrinkage. 

d.  Inventory  Obsolescence.  Parts  be¬ 
come  obsolete  in  storage  because  of 
changes  in  their  physical  characteristics. 
Normally,  it  is  not  economically  feasible 
to  restore  these  parts  to  the  required 
condition.  Some  parts  have  a  specified 
shelf  life  and  cannot  be  used  even  though 
they  may  look  visually  acceptable.  Other 
parts  go  through  physical  deterioration 
because  of  excessive  heat,  humidity,  and 
mishandling  Parts  with  excessive  rust 


DCAA  Contract  Audit  Manual 


January  1995 


D35 

1ID-408.6d. 


may  be  more  expensive  to  clean  and 
restore  than  to  replace.  Certain  cables, 
electronic  components,  and  chemicals 
have  shelf  lives  and  are  governed  by 
military  standards.  These  parts  are  dis¬ 
posed  of  because  of  expected  deteriora¬ 
tion. 

e.  Engineering  Obsolescence.  Material 
and  parts  may  be  become  obsolete  be¬ 
cause  of  design  changes.  These  design 
changes  are  a  consequence  of  parts  test¬ 
ing,  failure  in  field  use,  and  unantici¬ 
pated  user  requirements.  Engineering 
changes  will  result  in  material  not  being 
used  on  the  product.  This  factor  esti¬ 
mates  the  cost  of  material  that  can  no 
longer  be  used. 

f.  Engineering  Design  Growth.  Design¬ 
ers  often  fail  to  fully  comprehend  the 
technical  requirements  of  a  proposed 
product.  As  a  complex  program  matures 
and  develops,  material  content  will  often 
increase.  The  costs  estimated  by  this 
factor  should  diminish  as  the  program 
matures. 

g.  Attrition.  This  is  the  allowance  es¬ 
tablished  to  compensate  for  ioss,  break¬ 


age,  floor  shortages,  and  other  damage 
such  as  solder  burns.  The  allowance  is 
often  used  to  finance  the  original  over¬ 
buying  or  rebuying  of  material. 

h.  Other  Allowances.  Contractors  use 
other  allowance  factors  besides  the  attri¬ 
tion  factor,  and  each  factor  needs  to  be 
carefully  evaluated  on  its  own  merit. 
Material  allowance  factors  may  be  offset 
by  salvage  income  resulting  from  the  sale 
of  scrap  or  obsolete  items.  Salvage  credits 
can  be  substantial,  particularly  for  items 
categorized  as  obsolete  according  to  DoD 
standards.  The  cost  of  material  can  be 
summarized  as: 

Total 

Cost  =  Material  Cost/Item  + 
(Material  Allowances  - 
Salvage) 

D-408.7  Estimating  Raw  Material 

The  process  of  estimating  raw  material 
can  be  complex.  To  explain  the  process,  a 
sheet  metal  part  is  illustrated  in  Figure 
D-4-6. 
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Figure  D-4-1 


Ascending  Order  —  Bill  of  Material 
“Exploded”  for  D-5930  Pedestal  Drive  Assembly 


Part 

Part 

Description 

Where 

Used 

Seq. 

Quant 

Code 

Policy 

4093 

Pinion 

D-3090 

2 

1 

P 

2 

5065 

Bearing 

D-5930 

4 

2 

P 

3 

D-3056 

Retaining  Ring 

D-3090 

3 

1 

P 

4 

D-3075 

2,"  Bar  Stock 

D-3095 

1 

2 

P 

4 

D-3095 

Shaft 

D-3090 

1 

1 

A 

1 

D-3090 

Shaft/Pinion  Asm 

D-5930 

6 

1 

A 

1 

D-3740 

2X8  Back  Bracket 

D-5725 

1 

1 

P 

2 

D-3741 

17/8X8  ft.  Brkt. 

D-5725 

2 

1 

P 

2 

D-3742 

1/8"  Rubber  Seal 

D-5725 

3 

1 

P 

2 

D-5725 

Bracket  Assembly 

D-5930 

5 

1 

A 

1 

D-5925 

Pillow  Blk.  Base 

D-5930 

2 

1 

P 

2 

D-5926 

Pillow  Blk.  Cap 

D-5930 

1 

1 

P 

2 

D-9002 

3/8"  Nut 

D-5725 

4 

2 

P 

4 

D-9003 

3/8"  Washer 

D-5725 

5 

2 

P 

4 

D-9004 

3/8  X  4  1/2  Bolt 

D-5725/5930 

3/6 

6 

P 

4 
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Figure  D-4-2 

Assembly/Subassembly  —  Bill  of  Material 
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Assembly/Subassembly  — “Indented’’  Bill  of  Material 

Where  Comm. 

Level  Part  Description  Used  Seq.  Quant.  Code  Policy 

0  D-5930  Pedestal  Dr.  Asm.  1  A  1 

1  5065  Bearings  D-5930  4  2  P  3 

1  D-3090  Shaft/Pinion  Asm.  D-5930  6  1  A  1 

2  4093  Pinion  D-3090  2  1  P 

2  D-3056  Retaining  Ring  D-3090  2  1  P 

2  D-3095  Shaft  D-3090  1  1  M 

3  D-3075  2  1/4"  Bar  Stock  D-3095  1  2  ft  P 

1  D-5725  Bracket  Asm.  D-5930  5  1  A  1 

2  D-3740  2  X  8  Bk.  Bracket  D-5725  IIP  2 

2  D-3741  1  7/8  X  8  ft.  Brkt.  D-5725  2  1  P  2 

2  D-3742  1/8"  Rubber  Seal  D-5725  3  1  P  2 

2  D-9002  3/8"  Nut  D-5725  4  2  P  4 

2  D-9003  3/8"  Washer  D-5725  5  2  P  4 

2  D-9004  3/8  X  4  1/2  Bolt  D-5725  6  2  P  4 

1  D-5925  Pillow  Bl.  Base  D-5930  2  2  P  3 

1  D-5926  Pillow  Bl.  Cap  D-59.30  1  2  P  2 

1  D-9004  3/8  X  4  1/2  Bolt  D-5930  3  4  P  4 
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(a)  Part  Number  -  Identifies  the  processes  described  on  the  routing  sheet  to  a 
specific  part  or  assembly.  There  may  be  alternate  routings  for  a  part  number  if 
different  types  of  processing  are  potentially  required.  The  cost  estimator  should 
fashion  estimates  based  on  prime  routing,  or  the  routing  which  is  most  likely  to  be 
used. 

(b)  RT  Code  -  Code  used  to  indicate  whether  the  routing  is  primary  (e.g.  Al)  or 
alternate  (e.g.  Bl,  Cl). 

(c)  Change  Number  -  This  number  normally  refers  to  an  engineering  change  notice 
(ECN)  number.  It  relates  directly  to  a  change  on  a  drawing. 

(d)  By  -  Initials  of  the  person  who  made  the  last  change  to  the  routing  sheet. 

(e)  Issue  Date  -  The  day  the  last  change  was  made.  This  date  may  be  different  from 
the  ECN  date.  Changes  in  methods,  standard,  tooling,  etc.  may  be  responsible  for 
changes  in  the  issue  date. 

(0  Part  Description  -  A  brief  description,  usually  the  name  of  the  part. 

(g)  Program  Description  -  Indicates  the  main  program  or  the  assembly  where  this 
part  will  be  used. 

(h)  Min-Max  -  Describes  an  optimal  quantity  range  for  the  processes  described  on 
the  routing  sheet.  If  the  shop  order  quantity  outside  the  indicated  range,  there  may  be 
a  more  efficient  method  of  producing  the  part. 

(i)  Quantity  -  Represents  an  amount  of  material  that  will  be  required  to  fabricate 
one  unit.  Quantity  may  be  expressed  in  pounds,  cubic  inches  or  other  units  of 
measure.  Sometimes,  the  units  will  not  make  sense  by  themselves.  Familiarity  with 
raw  material  codes  and  product  structures  will  be  required  to  interpret  the  quantity. 

(j)  R.  Mat.  Code  -  Contains  an  abbreviation  for  the  specific  type  of  raw  material 
used.  In  this  example,  the  code  is  RSSA.  “R”  represents  raw  material,  “SS”  is  for  sheet 
steel,  and  "'A”  could  mean  a  special  kind  of  sheet  steel,  indicate  a  buyer  code,  or  even 
a  vendor. 

(k)  Product  structure  -  Indicates  the  next  level  part  number  required  to  manufac¬ 
ture  the  part.  In  this  example,  there  is  only  one  part  number,  RS3()00197,  which  is  a 
particular  type  and  gauge  of  raw  sheet  steel. 

(l)  Product  Description  -  A  name  for  the  part  number  identified  in  product 
structure. 

(m)  Dimension  -  Indicates  the  size  of  raw  material  required  at  the  start  of  the 
manufacturing  process.  Normally,  this  space  is  used  for  raw  material  only.  In  some 
cases,  it  can  be  used  to  give  more  information  about  the  components. 

(n)  Operation  Number  -  Identifies  the  work  breakdown  or  operations  required  to 
produce  the  part.  The  numbers  are  ascending,  and  indicate  the  order  in  which  the 
work  must  be  performed.  In  this  example,  all  operations  are  identified  by  a  six 
character  code.  The  first  four  characters  specify  the  sequence,  while  the  last  two 
characters  differentiate  betv/een  prima!7  and  alternate  operations.  In  the  example, 
primary  operations  are  identified  bv  the  code  Al.  Secondary  operations  could  be 
identified  by  other  codes  such  as  Bl  and  Cl.  Primary  and  alternate  processes  may 
appear  on  the  same  routing  sheet. 

(o)  Sequence  Number  -  Used  in  updating  routing  sheets. 

(p)  Department  Number  -  Identifies  the  principal  department  where  work  is  to  be 
performed. 

(q)  Work  Center  Number  (WCN)  -  A  number  identifying  the  work  station  where 
the  operation  is  to  be  performed.  It  can  refer  to  a  machine,  bank  of  machines,  or  an 
assembly  bench.  Sometimes,  department  and  machine  numbers  are  combined  to  form 
a  WCN. 

(r)  Process  Description  -  Describes  the  process  and  gives  instructions  for  operators 
and  supervisors. 
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(S)  T/F/G/  Number  -  This  number  identifies  a  tool  (T),  fixture  (F)  or  gauge  (G) 
required  to  perform  an  operation.  A  tool  number  could  be  a  physcial  tool,  numerical 
control  tape  number,  or  an  instruction  sheet. 

(t)  QT  -  Quantity  of  tools  required  to  perform  an  operation. 

(u)  T/F/G  Description  -  Description  of  tools,  fixtures,  and  gauges. 

(v)  Feed  -  Indicates  how  fast  the  material  should  be  advanced.  Normally,  feed  is 
expressed  in  inches  per  minute,  or  inches  per  revolution. 

(w)  Speed  -  RPM  (revolutions  per  minute)  at  which  a  machine  must  operate  to 
produce  the  part. 

(x)  T,  E,  S,  and  N  -  T  indicates  type  of  labor  standard  used  for  set  up  and 
production;  E  shows  standard  was  estimated;  S  indicates  standard  was  studied  or 
engineered;  and  N  stands  for  nonstandard  operation,  or  lo  labor  standard  (i.e.,  labor 
may  be  indirect  or  a  factor). 

(y)  S.U.  Std  (Set-up  Standard)  -  Staff-hours  required  to  setup  an  operation  for 
production.  The  alpha  character  in  the  preceding  column  indicates  whether  the 
standard  was  estimated  or  engineered. 

(z)  Prod.  Std.  (Production  Standard)  -  Staff-hours  required  to  perform  the 
operation.  The  preceding  column  indicates  if  the  standard  is  estimated  or  engineered. 
Standards  are  normally  in  hours  per  piece.  They  can  also  represent  time  required  to 
produce  a  lot  (e.g.  100  pieces).  In  this  example,  the  operation  is  performed  on  a  per 
piece  basis.  Hours  are  rounded  to  three  decimal  places.  Care  should  be  taken  to  ensure 
that  estimators  do  not  further  round  the  numbers  which  may  produce  overstated 
estimates. 

(aa)  M/MC  Rat.  (Man/Machine  Ratio)  -  Indicates  number  of  people  required  to 
perform  a  task.  A  operator/machine  ratio  of  .500  means  that  an  operator  is  required  to 
operate  two  machines  at  the  same  time.  A  ratio  of  2.00  means  that  the  task  requires 
two  operators. 

(ab)  M  -  Indicates  number  of  machines  available,  and  is  used  primarily  as  a 
scheduling  tool. 
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FIGURE  D-^-5 


EXAMPLE  OF  AN  ENGINEERING  DRAWING 


MATERIAL  LIST 


DESCRIPTICN 

2’«a’  BACK  BRACKET 

D3740 

1  7/8’.  8'  FRONT  BRACKET 

03741 

l/B‘  RUBBER  SEAL 

03742 

3/8'  NUT 

DBizee 

3/8'  WASHER 

09033 

3/B‘«4  l/2‘  L6.  BaT 

09(394 

7-4-86 

CWWQE  4  5/a  TO  4  1/? 

DATE 

DESCRIPTION 

KAA  TECHNICAL  SERVICES  CENTER 


SCALE-  l/e'H'  APPROVED  DRAWN-  KVP 

DATE-  7-ia-B5  LARRY  MJNYON  REV-7-i;-66 


BRACKET  ASSEMBLY 


K725 
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Explanatory  notes  to  Figure  D-4-5: 

(a)  Drawing  Number/Part  Number  -  All  drawings  are  numbered  by  part  or 
assembly  number.  In  some  cases,  a  part  drawing  may  have  more  than  one  page.  A 
drawing  may  depict  more  than  one  variation  of  a  basic  part. 

(b)  Sheet  Number/Continuation  Sheet  -  Depending  upon  complexity,  any  number 
of  sheets  may  be  necessary  to  show  the  drawing  for  a  particular  item. 

(c)  Drawing  Description  -  A  brief  description  of  the  part. 

(d)  Dimensions  -  Indicates  whether  the  metric  or  English  system  was  used  to 
prepare  the  drawing.  A  conversion  table  may  be  included  on  the  drawing. 

(e)  Scale  -  Shows  scale  used  for  preparing  the  drawing.  All  drawings  are  drawn  to 
scale  to  give  correct  relationships  to  other  components  on  the  drawing. 

(0  Tolerances  -  Design  engineers  establish  ranges  for  dimensions  and  other  factors 
so  that  a  manufactured  part  will  function  as  intended.  Tight  tolerances  result  in  more 
costly  manufacturing  processes. 

(g)  Size  -  All  drawings  are  standardized  into  five  sizes  for  economical  storage  and 
reproduction  purposes.  Sizes  range  from  A  to  E,  with  E  being  the  largest.  Most 
contractors  store  drawings  on  microfilm  attached  to  punched  cards  which  show  part 
number,  description,  and  drawing  size. 

(h)  Revisions  -  The  revision  log  lists  all  changes  from  initial  release  and  onward.  It 
identifies  Engineering  Change  Notice  (ECN)  numbers,  description,  dates,  and 
personnel  making  the  change.  There  may  be  ECNs  in  process  which  may  affect  the 
drawings.  Such  drawings  changes  wilt  be  incorporated  by  the  drafting  department 
after  completion  of  the  approval  process.  All  parts  must  meet  the  latest  change 
specificrtions  unless  a  waiver  is  obtained  from  the  customer. 

(i)  Material  List  -  Also  known  as  a  bill  of  material.  The  parts  list  identifies  all 
components  required  to  produce  the  part  shown  on  the  drawing  by  item  number.  Item 
numbers  cross  referenced  to  a  parts  list  can  be  shown  on  the  drawing  or  on  a  separate 
sheet.  The  parts  list  further  provides  additional  information  such  as  drawing  numbers, 
quantity,  part  description,  required  materials,  and  references  to  the  next  higher  level 
of  assembly. 

Inexperienced  users  will  have  to  carefully  examine  drawings  to  determine  material 
requirements.  Occasionally,  parts  lists  may  not  be  included  on  the  drawings  or 
associated  documentation.  Additionally,  some  parts  may  be  duplicated  on  the  next 
drawing  level. 

(j)  Type  of  Material  -  Specifies  materials  to  be  used  and/or  alternatives.  This 
reference  is  very  important  in  verifying  the  “quality”  of  proposed  parts.  The  majority 
of  materials  used  by  cont'^actors  will  be  military  standard  materials. 

(k)  Notes  -  Used  by  the  design  engineer  to  communicate  special  nonstandard 
requirements  or  precautions. 

(l)  Type  of  Finish  -  A  symbol  and/or  number  indicating  the  degree  of  smoothness 
(finish)  required  for  different  surfaces. 

(m)  Security  Classification  -  Drawings  may  have  security  classifications. 
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Explanatory  notes  to  Figure  D-4-6: 

(a)  Process  machining  allowances  are  added  to  the  designer’s  finished  dimensions 
on  the  drawing.  In  this  example,  the  largest  part  dimensions  are  1 1.96"  X  19.02"  X 
.  1 97"  which  equals  44.8 1  cubic  inches.  The  manufacturing  engineer  knows  that  he  will 
need  to  add  at  least  1/4"  to  two  sides  of  the  part.  This  allowance  is  based  on  the 
individual  estimator’s  judgment  and  experience.  Therefore,  the  amount  of  material 
specified  is  12.25"  X  19.5"  X  .197"  =  47.06  cubic  inches.  The  process  machining 
allowance  for  this  case  amounts  to  5.0  percent. 

(b)  Process  Trim  Allowances  are  calculated  using  a  method  similar  to  the  one 
described  below. 

Example  Assumptions: 

Raw  material  is  available  only  in  4'  X  8'  (48"  X  96")  sheets. 

The  dimensions  of  each  piece  are  12.25"  X  19.5"  (determined  by  adding  5  percent 
process  machining  allowance). 

The  contractor  has  calculated  that  14  pieces  can  be  obtained  from  each  sheet. 

Calculations: 

Amount  of  material  per  piece  -  64.84  cubic  inches  ((48"  X  96"  X  .197")  /  14) 

Trim  Allowance  =  17.78  cubic  inches  (64.84  -  47.06) 

Trim  Allowance  as  a  percentage  =  37.8  percent  (17.78  /  47.06) 

Potential  Savings: 

If  17  pieces  per  sheet  could  be  obtained  with  minimal  add-on  labor  cost,  the  amount 
of  material  per  piece  could  be  reduced  to  53.4  cubic  inches. 

This  equates  to  a  savings  of  1 7.6  percent  per  piece  when  compared  to  the  proposed 
amount  ((64.84  -  53.4)  /  64.84). 

(c)  Unit  of  Measure  Conversion.  Sometimes,  raw  material  is  expressed  in  different 
units  of  measure.  For  example,  steel  is  normally  purchased  and  sold  by  weight 
(pounds).  In  the  manufacturing  environment,  it  is  measured  in  cubic  inches. 
Conversion  is  fairly  simple  and  can  be  accomplished  by  applying  factors.  To  convert 
64.84  cubic  inches  of  steel  to  pounds,  multiply  by  the  factor  .281  to  obtain  th.j  amount 
(18.22  pounds).  Some  estimates  may  use  rounded  factors  which  may  produce 
c'^erstated  amounts.  For  example,  if  .281  were  rounded  to  .3,  an  cverstatement  of  6.8 
pt  ’ent  would  result. 
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APPENDIX  E 

E-000  GRAPHIC  AND  COMPUTATIONAL  ANALYSIS  TECHNIQUES 
E-OOl  Scope  of  Appendix 

a.  This  appendix  and  Appendix  F  pro-  are,  under  appropriate  conditions  and 


vide  guidance  for  the  auditor  in  the  use  of 
computational  methods,  charts,  and 
graphs  for  analyzing  contract  costs  and 
associated  production  data.  The  presen¬ 
tation  is  directed  toward  special  prob¬ 
lems  of  cost  evaluation  in  the  field  of 
contract  auditing  and  is  not  intended  as  a 
general  discussion  of  graphic  and  compu¬ 
tational  analysis  techniques.  Each  of  the 
procedures  presented  should  be  consid¬ 
ered  from  this  limited  viewpoint. 

b.  The  techniques  discussed  in  this 
appendix  are  not  by  themselves  means  of 
evaluating  costs  and  cost  estimates.  They 

E-lOO  Section  1  —  Correlation 
E-101  Introduction 

This  section  presents  information  on 
the  objectives  of  correlation  techniques 
and  the  preparation  of  scatter  diagrams. 

E-102  Audit  Objective 

a.  The  auditor’s  objective  when  using 
the  techniques  described  in  this  section 
and  in  E-200  is  to  evaluate  the  relation¬ 
ships  and  interdependencies  that  may 
exist  between  cost  factors.  The  auditor  is 
concerned  with  determining,  measuring, 
and  describing  the  manner  in  which  the 
level  of  a  particular  cost  or  group  of  costs 
is  influenced  by  changes  in  other  factors. 

b.  One  of  the  principal  audit  uses  of 
these  techniques  is  for  identifying  current 
departures  from  historical  cost  patterns. 
The  graphic  presentations  and  computa¬ 
tions  described  in  the  following  para¬ 
graphs  provide  a  ready  means  of  focusing 
attention  on  those  costs  which  are  deviat¬ 
ing  from  experienced  trends  and  which, 
therefore,  may  be  assumed  to  require 
some  degree  of  special  examination.  By 
thus  isolating  cost  factors  needing  special 
examination,  the  auditor  is  also  provided 


combined  with  proper  auditing  proce¬ 
dures,  valuable  aids  or  tools  which  the 
auditor  may  use  in  establishing  a  basis  of 
facts  from  which  sound  conclusions  on 
the  reasonableness  and  acceptability  of 
the  contractor’s  cost  statements  may  be 
formed. 

c.  The  discussion  of  improvement  (or 
learning)  curves,  which  also  involves  con¬ 
sideration  of  graphic  and  computational 
analysis  techniques,  has  been  placed  for 
convenience  in  a  separate  appendix,  Ap¬ 
pendix  F. 

and  Use  of  Scatter  Diagrams 

with  a  means  for  improving  the  control 
and  planning  of  the  audit. 

c.  Another  important  use  is  for  predict¬ 
ing  costs.  Such  applications  entail  estab¬ 
lishing  a  mathematical  relationship  be¬ 
tween  a  cost  the  auditor  wants  to  predict 
and  one  or  more  additional  factors  he  is 
able  to  predict.  For  example,  if  the  audi¬ 
tor  determines  that  a  contractor’s  over¬ 
head  costs  are  related  to  direct  labor 
hours,  he  can  use  this  information  to 
predict  overhead  rates.  Such  predictions 
assume  that  relationships  observed  in  the 
past  will  continue  in  the  future.  They  are 
most  likely  to  be  reliable  when  they  are 
within  the  general  range  of  the  historical 
data.  If  changed  conditions  or  circum¬ 
stances,  such  as  operating  efficiencies, 
changes  in  plant  location,  etc.,  which  will 
affect  overhead  costs  are  anticipated, 
projections  based  on  historical  data 
should  be  adjusted  to  reflect  the  related 
change  in  costs  anticipated. 

d.  Other  applications  of  these  tech¬ 
niques  include  the  evaluation  of  how 
closely  costs  in  an  overhead  pool  have 
been  related  to  various  possible  bases  of 
allocation. 
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E-103  Terminology 

a.  A  variable  is  a  quantity  that  assumes 
different  values  at  different  times  or  for 
different  units.  A  contractor’s  direct 
man-hours,  average  labor  rates,  and  ex¬ 
pense  levels  are  examples  of  variables 
that  assume  different  values  for  different 
periods  or  points  in  time.  The  wage  rate 
and  period  of  service  for  individual  em¬ 
ployees  are  examples  of  variables  that 
assume  different  values  for  different 
members  of  a  population. 

b.  Two  variables  are  said  to  be  correlat¬ 
ed  when  there  is  a  measurable  tendency 
for  a  change  in  one  to  be  accompanied  by 
a  change  m  the  other.  If  a  variable  (for 
example,  direct  labor  hours)  is  consid¬ 
ered  to  cause  changes  in  ihe  other,  it  is 
called  the  independent  (or  x)  variable. 
The  other  variable  (for  example,  indirect 
labor  hours)  is  called  the  dependent  (or  y) 
variable.  The  nature  of  this  relationship 
may  vary  from  one  of  a  high  degree  of 
dependence,  where  a  change  in  the  inde¬ 
pendent  variable  directly  causes  a  change 
m  the  other,  to  one  of  merely  a  casual 
association.  For  example,  some  indirect 
labor  is  required  to  supervise  and  support 
direct  labor.  However,  changes  in  other 
categories  of  indirect  labor  are  not  direct¬ 
ly  caused  by  changes  in  direct  labor 
requirements.  Rathc'",  both  are  the  result 
of  changes  in  production  requirements. 

c.  Unless  otherwise  stated,  “average” 
signifies  the  “arithmetic  mean,”  usually 
referred  to  simply  as  the  “mean.”  In 
order  to  avoid  any  confusion  with  other 
types  of  averages,  the  word  “mean”  has 
been  used  throughout  this  appendix 
wherever  possible.  The  word  “average”  is 
used  either  because  it  is  an  adjective  or 
verb  or  because  statistical  usage  requires 
it,  as  in  the  discussion  of  “semi-average” 
and  “moving  averages.”  The  words  “for¬ 
mula”  and  “equation”  are  generally  used 
interchangeably.  The  latter  term  is  pre¬ 
ferred  when  the  text  pertains  to  the 
mathematics  involved  or  where  it  is 
necessary  to  conform  to  statistical  usage 
as  in  “simultaneous  equations.” 

E-104  The  Scatter  Diagram 

E- 104.1  Purpose 

The  scatter  diagram,  sometimes  called 
the  scattergram,  is  the  basic  device  for 


displaying  the  relationship  between  tv/o 
variables.  Ordinarily  the  initial  step  in 
simple  correlation  analysis  should  be  the 
drawing  of  such  a  diagram.  If  only  a 
rough  notion  of  the  degree  of  relationship 
is  required,  the  scatter  diagram  alone 
may  yield  adequate  results.  In  other 
cases,  further  analysis  may  be  advisable. 
Nevertheless,  the  scatter  diagram  is  use¬ 
ful  for  exploratory  purposes  in  any  analy¬ 
sis  of  quantitative  or  trend  relationships 
and  can  serve  as  a  guide  to  further  review 
and  audit  work. 

E-104.2  Construction 

The  scatter  diagram  is  plotted  on  graph 
paper  using  a  horizontal  x  scale  to  mea¬ 
sure  values  of  the  independent  x  values 
and  a  vertical  y  scale  to  measure  values  of 
the  dependent  y  values.  The  method  of 
plotting  should  be  clear  from  observation 
of  Figure  E-1-1,  and  it  is  evident  that  a 
scatter  of  points  is  obtained.  Other  illus¬ 
trations  of  scatter  diagrams  are  given  in 
Figures  E-1-2  to  E-1-9.  The  size  of  the 
plot  points  in  these  graphs  has  been 
exaggerated  for  the  purpose  of  illustra¬ 
tion.  In  practice,  accuracy  requires  more 
precise  plotting. 

E-104.3  Interpretation 

a.  Direction,  Position,  and  Linearity  of 
Pattern. 

(1)  The  points  of  a  scatter  diagram 
normally  form  a  pattern  having  a  definite 
direction  with  relation  to  the  scales.  It  is 
inherent  in  the  construction  of  diagrams 
of  this  type,  as  illustrated  in  Figure  E-1-1 , 
that  when  the  general  path  of  the  pattern 
is  from  the  lower  left  to  the  upper  right  of 
the  graph,  the  dependent  y  values  in¬ 
crease  with  increases  in  the  independent 
X  factor.  The  correlation  in  these  cases  is 
said  to  be  direct  or  positive.  When  the 
path  is  from  the  upper  left  to  the  lower 
right  (Figure  E-1-2),  the  dependent  y 
values  decrease  as  the  independent  x 
values  increase,  and  the  correlation  is 
said  to  be  inverse  or  negative. 

(2)  The  general  path  of  the  scatter  of 
points  also  indicates  whether  the  correla¬ 
tion  is  linear  or  curvilinear.  If  the  central 
path  through  the  pattern  of  points  froni 
the  lowest  to  the  highest  x  value  is 
approximately  a  straight  line  as  shown  in 
Figures  E-1-1  and  E-1-2,  the  correlation 
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is  linear  and  there  is  said  to  be  a  constant 
or  straight-line  relationship  between  the 
variables.  If  the  central  path  through  the 
pattern  is  curved,  as  illustrated  in  Figure 
E-1-3,  the  correlation  is  curvilinear  and  a 
curved-line  relationship  is  said  to  exist 
between  the  variables.  It  is  important  to 
distinguish  between  linear  and  curviline¬ 
ar  relationships  because  different  compu¬ 
tational  techniques  are  required  for  anal¬ 
ysis  of  the  data.  Serious  errors  may  result 
from  assuming  a  straight-line  relation¬ 
ship  when  the  true  relationship  is  curvi¬ 
linear.  An  important  reason  for  con¬ 
structing  a  scatter  diagram  prior  to  com¬ 
putational  analysis  is  to  determine  from 
the  path  of  the  points  the  type  of  analysis 
that  should  be  used.  However,  the  deter¬ 
mination  of  a  functional  relationship 
should  not  be  made  exclusively  from  a 
scatter  diagram;  the  auditor  should  also 
consider  the  degree  of  logic  in  relating  the 
variables  concerned. 

b.  Degree  of  correlation. 

(1)  In  the  ideal  case,  all  the  points 
would  fall  precisely  on  a  slanted  straight 
line  or  smooth  curve,  as  in  Figures  E-1-4 
and  E-1-5.  In  such  a  situation,  seldom 
found  in  practical  work,  there  is  perfect 
correlation,  and  the  value  of  one  variable 
may  be  accounted  for  and  computed 
from  the  value  of  the  other  variable. 
When  this  line  is  straight  and  lies  at  a  45 
degree  angle  to  the  axis,  assuming  x  and  y 
scales  of  equal  magnitude,  a  change  in 
one  variable  would  be  associated  with  an 
equal  change  in  the  other  variable.  How¬ 
ever,  as  the  pattern  approaches  either  the 
horizontal  or  venica!  position,  changes  in 
one  of  the  variabr.'s  are  associated  with 
either  much  smaUer  or  much  larger 
changes  in  the  oth  '.r  variable.  When  the 
plotted  points  fall  in  a  line  that  is  either 
horizontal  or  vertical,  as  in  Figures  E-1-6 
and  E-1-7,  there  is  no  correlation  be¬ 
tween  the  two  sets  of  data,  since  one  and 
only  one  value  of  one  of  the  variables  is 
associated  with  all  values  of  the  other 
variable.  A  scatter  diagram  of  fixed  ex¬ 
penses  and  direct  labor  hours,  for  exam¬ 
ple,  would  show  this  relationship. 

(2)  Ordinarily  the  points  do  not  fall  in 
a  line  but  tend  to  form  a  band-like 
pattern  as  in  Figure  E-1-1.  The  width  of 
this  pattern  (the  scatter  of  the  points), 
together  with  its  slope  as  indicated  by  its 


line  of  central  tendency,  is  a  direct  indi¬ 
cation  of  the  df,  :vree  of  correlation  or  the 
closeness  of  the  relationship  between  the 
two  series  of  data.  The  degree  of  correla¬ 
tion  indicates  the  confidence  that  can  be 
placed  on  the  relationship  not  on  its 
continuance,  but  on  its  historical  validi¬ 
ty.  A  very  narrow  sloping  pattern,  ap¬ 
proximating  a  line,  indicates  a  high  de¬ 
gree  of  correlation.  The  wider  the  pattern 
and  the  more  that  a  pattern  of  a  given 
width  approaches  the  horizontal  or  verti¬ 
cal,  the  lower  the  degree  of  correlation.  If 
the  pattern  formed  by  the  points  is  very 
wide,  as  shown  in  Figure  E-1-8,  little 
correlation  is  present  as  there  is  little 
tendency  for  one  variable  to  change  in 
consonance  with  the  other. 

(3)  A  distribution  or  scatter  of  points 
that  is  frequently  encountered  is  illus¬ 
trated  in  Figure  E-1-9.  While  most  of  the 
plotted  points  are  located  within  an  area 
that  forms  a  cohesive  generalized  pattern, 
some  of  them  lie  outside  this  area,  as  at 
(A)  in  Figure  E-1-9.  Other  points,  (B)  in 
Figure  E-1-9,  while  adjacent  to  or  a  part 
of  the  general  pattern  area,  may  be  so 
located  as  to  produce  a  significant  distor¬ 
tion  of  an  otherwise  smooth  pattern.  The 
values  represented  by  these  out-of-pat¬ 
tern  points  have  the  effect  of  reducing  the 
degree  of  correlation  between  the  two 
variables;  and  the  more  these  values 
deviate  from  the  general  pattern  for  the 
rest  of  the  data,  the  greater  their  adverse 
effect  on  the  correlation.  A  material 
variation  in  a  few  values  from  an  other¬ 
wise  uniform  pattern  suggests  that  unusu¬ 
al  circumstances  might  have  caused  the 
extreme  variation.  The  presence  and  na¬ 
ture  of  these  circumstances,  however, 
cannot  be  assumed.  If  examination  indi¬ 
cates  that  such  variations  are  characteris¬ 
tic  of  the  data  being  analyzed  and,  there¬ 
fore,  pertinent  to  the  analysis,  they  must 
be  considered  in  any  evaluation  and  in 
any  estimate  or  computation.  However, 
if  the  examination  indicates  that  they  are 
not  pertinent  to  the  analysis  (for  exam¬ 
ple,  they  might  result  from  nonrecurring 
expenditures  that  have  no  bearing  on  the 
analysis),  proper  adjustment  of  the  data 
and  the  diagram  must  be  made  before 
any  further  analysis  of  the  data  is  under¬ 
taken  or  the  data  evaluated. 
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(4)  Techniques  for  mathematically 
evaluating  the  extent  of  correlation  are 
described  in  E-205. 
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Figure  E-1-1 


FIGURES  E-l-l  THRU  E-l-3 
SCATTER  DIAGRAMS 

CLOSE,  POSITIVE  (DIRECT),  LINEAR  CORRELATION 


FI(5URE  E-l-l 


CLOSE.  NEGATIVE  (INVERSE), 
LINEAR  CORRELATION 
FIGURE  E-l-2 


CLOSE,  CURVILINEAR 
CORRELATION 
FIGURE  E-l  3 


•  • 


•• 


•  • 
•  • 


DCAA  Contract  Audit  Manual 


£6 

Figure  ii-1-4 


January  1995 


FIGURES  E-l-4  THRU  E-l-9 
SCATTER  DIAGRAMS 

aOSE,  POSITIVE  (DIRECT),  LINEAR  CORRELATION 


PERFECT.  POSITIVE.  LINEAR  CORRELATION  PERFECT,  CURVILINEAR  CORRELATION 


FIGURE  E-l-1 


FIGURE  E-l-5 


•  • 


NO  CORRELATION,  (ONE  VALUE  OF  Y  IS 
ASSOCIATED  WITH  ALL  VALUES  OF  X) 

FIGURE  E-l-6 


NO  CORRELATION.  (ONE  VALUE  OF  X  IS 
ASSOCIATED  WITH  ALL  VALUES  OF  Y) 

FIGURE  E-l-7 


LITTLE  OR  NO  CORRELATION.  (NO  UNIQUE  DEGREE  OF  CORRELATION  MATERIALLY  REDUCED 

ASSrciATION  BETWEEN  VALUES  OF  X  AND  Y)  0Y  A  FEW  EXTREME  VARIATIONS  (A)  AND  (B) 


FIGURE  E-l-8 


FIGURE  E-l-9 
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E-104.4  Selection  of  Appropriate  Graph 
Paper  and  Scales 

a.  Failure  to  prepare  and  to  use  scatter 
diagrams  in  an  appropriate  manner  can 
lead  to  formulation  of  unsound  conclu¬ 
sions  as  to  the  pattern  of  the  plot  points 
and  the  degree  of  correlation  between  the 
variables.  Some  of  the  relevant  factors 
are  discussed  below. 

b.  Ordinary  graph  paper,  with  two 
arithmetic  scales,  should  be  used  by  the 
auditor  in  most  cases  in  the  construction 
of  scatter  diagrams.  Graph  paper  with 
one  or  two  logarithmic  scales  is  some¬ 
times  used  in  the  preparation  of  scatter 
diagrams.  For  a  discussion  of  logarithmic 
scales  see  E-312a. 

c.  The  scales  selected  must  have  a  wide 
enough  rsinge  to  accommodate  the  lowest 


and  highest  values  of  the  data  to  be 
plotted.  It  is  good  practice  to  organize  the 
graph  so  that  the  plot  points  cover  a  fairly 
wide  area.  This  will  facilitate  a  visual 
evaluation  of  whether  the  points  follow  a 
systematic  path.  Compression  of  the  dots 
into  a  small  space  may  not  convey  a 
correct  interpretation  of  the  relationship 
between  the  variables.  An  example  of  a 
poor  choice  of  scales  is  illustrated  in 
Figure  E-1-10.  The  restriction  of  the  plot 
points  to  a  narrow  rectangular  area  at  the 
bottom  of  the  paper  results  in  a  diagram 
that  is  difficult  to  interpret.  Figure  E-1- 
11,  where  the  same  data  have  been  plot¬ 
ted  using  an  expanded  scale  for  the  y  axis, 
provides  a  much  better  picture  of  the 
degree  of  scatter. 


FIGURE  E-MO 
SCATTER  DIAGRAMS 

ILLUSTRATION  OF  POOR  CHOICE  OF  SCALES 


0  200  400  600  800  1000  1200  1400  1600 

x-Scale  (Independent  Variable)  Direct  Labor  Hours 
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FIGURE  E-l-ll 

ILLUSTRATION  OF  CORRECT  CHOICE  OF  SCALES 


x-Scale  (Independent  Variable)  Direct  Labor  Hours 


d.  In  some  cases,  a  better  picture  of  the 
pattern  and  spread  of  the  plot  points  can 
be  obtained  if  the  smaller  values  on  one 
or  both  scales  are  suppressed.  This  will, 
however,  result  in  a  distortion  of  the 
range  data  relative  to  the  total  possible 
range.  In  addition,  where  the  unit  of 
measure  (e.g.  dollars)  is  the  same  for  both 
the  X  and  y  values,  the  use  of  different 
scales  will  distort  the  relative  magnitude 
of  the  variable.  These  distortions  are  not 
important  when  the  sole  purpose  of  the 
diagram  is  to  evaluate  the  pattern  of  the 
plot  points  and  degree  of  correlation  of 


the  two  variables,  but  they  detract  from 
the  use  of  the  diagram  for  other  purposes. 
Further  comments  on  this  subject  are 
presented  in  E-312b. 

£•104.5  Time  Relationships 

a.  Although  no  time  scale  is  shown  on  a 
scatter  diagram,  the  time  element  may  be 
introduced  by  joining,  numbering,  cod¬ 
ing,  or  otherwise  identifying  the  succes¬ 
sive  points. 

b.  Figure  E-1-12  is  a  chart  correlating 
general  and  administrative  expenses  to 
the  base,  cost  input,  for  a  period  of  13 
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quarters.  The  points  have  been  joined 
according  to  time  sequence.  This  line 
shows  that  the  period  was  one  of  general¬ 
ly  rising  production  except  for  two  quar¬ 
ters  between  B  and  C.  During  this  period 
of  declining  business,  G&A  expenses  re¬ 
mained  at  a  higher  level  relative  to  cost 
input  than  the  auditor  might  expect  from 
observation  of  the  trend  established  dur¬ 
ing  the  first  four  quarters,  A  to  B.  When 
production  again  resumed  an  upward 
direction,  the  trend  of  G&A  expenses  was 
parallel  to  but  at  some  distance  above  the 
previous  trend.  The  auditor  would  want 
to  know  why  G&A  expenses  did  not 


decline  during  the  period  B  to  C  and  why 
the  correlation  of  these  expenses  to  cost 
input  established  a  new  trend  at  a  signifi¬ 
cantly  higher  level  than  in  the  earlier 
months. 

c.  When  used  with  discretion,  indicat¬ 
ing  time  on  the  diagram  can  be  useful  for 
detecting  changes  in  relationships  due  f' 
inflation  or  some  other  factor  that  occurs 
over  a  period  of  time  and  for  identifying 
portions  of  the  data  that  may  require 
special  examination.  Because  a  least- 
squares  line  fitted  to  the  same  data  may 
not  reveal  this  type  of  information,  it  is 
advisable  to  use  both  techniques. 


FIGURE  E-M2 
SCATTER  DIAGRAMS 

ILLUSTRATION  OF  JOINING  POINTS  BY  TIME  SEQUENCE 
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FIGURE  E-I-I3 

ESTIMATING  OR  EVALUATING  AN  ESTIMATE  OF  THE  DEPENDENT  (Y)  VALUE 
FROM  A  KNOWN  INDEPENDENT  (X)  VALUE 
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GIVEN-  AN  INDF:^ENDENT  VARIABLE  (X)  EQUAL  TO  6.  MOVE  VERTICALLY  TO  THE  CENTER 
OF  PATTERN  OF  POINTS  REPRESENTED  BY©  FROM©  MOVE  HORIZONTALLY  TO 
Y -SCALE  AND  READ  THE  SCALE  VALUE  OF 

THUS  FOR  X"6,  Y^lfe 
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E-104.6  Use  and  Limitations 

a.  The  scatter  diagram,  without  the 
refinements  of  computational  analysis 
discussed  in  subsequent  paragraphs,  may 
be  adequate  when  the  auditor’s  purpose 
is  to  identify  current  departures  from 
historical  patterns,  as  discussed  in  E-402. 
It  also  can  provide  a  quick  appraisal  of 
the  degree  of  relationship  between  two 
variables  and  the  general  pattern  of  this 
relationship. 

b.  A  rough  estimate  of  the  amount  of  a 
dependent  y  variable  from  a  given  value 
of  the  independent  x  variable,  or  the 
evaluation  of  an  estimation,  may  be 
made  directly  from  the  scatter  diagram. 
To  accomplish  this,  first  locate,  as  in 
Figure  E-1-13,  the  point  on  the  horizontal 
X  scale  which  represents  a  given  value  of 
the  independent  x  variable.  From  this 
point  move  vertically  and  parallel  to  the 
y-scale  until  the  approximate  center  line 
of  the  pattern  is  reached.  From  this  point 
move  horizontally  to  the  y-scale  and  read 
the  indicated  value  as  an  estimated  value 
of  the  dependent  y  variable.  Alternative¬ 
ly,  a  line  that  follows  the  central  path 
through  the  plotted  points  can  be  drawn 
judgmentally  through  the  scatter  diagram 
and  used  to  estimate  the  amount  of  the 
dependent  variable  corresponding  to  any 
given  value  of  the  independent  variable. 
The  line  should  be  drawn  in  such  a 
manner  that  the  sum  of  the  vertical 
distances  between  the  line  and  the  points 
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above  the  line  is  approximately  equal  to 
the  sum  of  the  vertical  distances  between 
the  line  and  the  points  below  the  line.  If  a 
straight  line  best  fits  the  pattern,  this  may 
be  accomplished  by  drawing  the  line 
through  the  plotted  mean  values  of  the 
two  variables.  The  first  step  is  to  average 
separately  the  x  values  and  the  y  values 
and  plot  the  point  corresponding  to  these 
averages.  The  line  may  then  be  drawn 
based  on  visual  observation  by  placing  a 
ruler  through  the  scatter  of  points  and 
rotating  it  on  the  plot  point  of  the  mean 
values  until  it  falls  along  a  path  that 
appears  to  provide  the  best  fit. 

c.  While  in  many  instances  the  scatter 
diagram  and  the  approximated  line  of 
best  fit  described  in  b.  above  furnish 
sufficient  information  for  preliminaty 
determinations,  their  usefulness  is  limit¬ 
ed  by  the  auditor’s  inability,  using  only 
the  diagram,  to  define  precisely  the  loca¬ 
tion  of  the  path  of  central  tendency  or  to 
determine  objectively  the  closeness  of  the 
association  between  the  variables.  Fur¬ 
thermore,  a  straight  line  fitted  judgmen¬ 
tally  to  a  scattergram  will  differ  according 
to  the  opinion  and  experience  of  each 
individual  and  can  be  subject  to  disagree¬ 
ment  as  to  whether  it  is  properly  drawn. 
E-200  discusses  how  a  unique  line  of  best 
fit  can  be  fitted  to  historical  data  based 
on  a  mathematical  equation  which  has 
been  judgmentally  determined  to  express 
a  logical  cause  and  effect  relationship. 
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E-200  Section  2  —  Regression  and  Correlation  Analysis 


E-201  Introduction 

This  section  presents  a  brief  discussion 
of  the  mathematical  procedures  used  to 
express  relationships  between  two  or 
more  variables,  the  use  of  E-Z-Quant  to 
perform  the  necessary  calculations,  and 
other  aspects  of  regression  and  correla¬ 
tion  analysis  applicable  to  the  evaluation 
of  contract  costs. 

E-202  Simple  Linear  Regression 
Analysis 

E-202. 1  Deflnition  and  Concept 

a.  Paragraph  E-104.3a.(2)  explained 
that  it  is  possible  to  fit  either  a  straight  or 
curved  line  to  a  set  of  data;  different 
computations  are  required  for  each  type 
of  line  and  the  type  should  be  so  selected 
that  it  expresses  a  logical  relationship 
between  the  variables  and  follows  the 
central  path  or  trend  pattern  of  the  data. 
Many  of  the  relationships  which  are  of 
interest  to  the  contract  auditor  tend  to 
follow  a  straight  line.  This  paragraph  is 
limited  to  the  fitting  of  a  straight  line.  To 
apply  the  described  techniques  to  curvi¬ 
linear  relationships  or  situations  involv¬ 
ing  more  than  two  variables  see  E-203 
and  E-204. 

b.  If  two  variables  x  and  y  are  associ¬ 
ated  by  a  straight-line  relationship,  the 
equation  expressing  that  relationship  is 
commonly  designated  as: 

y=a  +  bx 

where  a  is  the  value  or  point  at  which  the 
line  if  it  were  extended  would  intersect 
the  vertical  y  axis  and  b  is  the  slope  of  the 
line,  that  is,  the  ratio  of  the  change  in  the 
dependent  y  variable  that  is  associated 
with  a  given  change  in  the  independent  x 
variable.  In  other  words,  b  tells  how 
much  y  changes  for  a  change  of  unity  in 
the  value  of  x.  When  the  sign  of  b  is 
positive,  the  line  slopes  upward;  when 
negative,  the  line  has  a  downward  trend. 

The  values  in  a  regression  equation 
which  are  calculated  from  the  observed 
data  are  referred  to  as  “coefficients”  (also 
termed  “parameters”).  Thus,  a  and  b  are 
the  coefficients  of  this  regression  equa¬ 
tion  because  they  are  calculated  based  on 


the  observed  values  of  x  and  y,  as  dis¬ 
cussed  in  E-202.  le. 

c.  As  indicated  in  E-1 04.6c,  a  freehand 
straight  line  which  is  judgmentally  fitted 
to  a  scatter  diagram  will  vary  from  indi¬ 
vidual  to  individual;  different  auditors 
using  the  same  data  would  draw  slightly 
different  lines.  To  be  unique,  the  line 
should  satisfy  the  mathematical  require¬ 
ments  for  a  straight  line  of  best  fit.  Such  a 
line  then  represents  a  mathematical  de¬ 
termination  and  is,  therefore,  not  influ¬ 
enced  by  the  auditor’s  judgment.  A  line 
so  determined  is  commonly  referred  to  as 
the  simple  linear  regression  line,  the 
straight  line  of  least-squares,  the  least- 
squares  straight  line,  the  straight  line  of 
average  relationships,  and  the  straight 
tine  of  best  fit.  All  of  these  names  are 
descriptive  of  the  characteristics  of  the 
unique  line  which  satisfies  the  following 
requirement:  the  sum  of  the  squares  of 
the  vertical  distances  from  each  point  to 
the  line  is  less  than  any  other  straight 
line.  In  order  to  obtain  the  equation  of 
the  line  which  meets  this  requirement,  it 
is  necessary  to  calculate  values  for  the 
coefficients  a  and  b  so  that  the  sum  of  the 
squares  of  the  differences  between  the 
actual  observed  values  of  the  indepen¬ 
dent  variable  y  and  the  corresponding 
values  calculated  from  the  equation 
shown  in  paragraph  b.  is  minimized. 

d.  The  use  of  the  least-squares  principle 
is  based  on  complex  statistical  concepts. 
However,  it  may  be  observed  that  the 
sum  of  the  squares  of  the  differences 
between  a  series  of  numbers  and  their 
mean  is  less  than  for  any  value  other  than 
the  mean,  and  the  use  of  the  least-squares 
criterion  in  evaluating  more  complex 
relationships  may  be  regarded  as  an  ex¬ 
tension  of  the  concept  of  a  mean.  Figures 
E-2-I  and  E-2-3  show  simple  linear  re¬ 
gression  lines  fitted  to  data  points.  Figure 
E-2-3  and  the  related  table  of  data  in  E- 
205.1b.  are  particularly  helpful  in  visual¬ 
izing  the  following  characteristics  of  such 
a  line: 

(1)  The  sum  of  the  squares  of  the 
vertical  distances  between  the  regression 
line  and  the  points  is  less  than  for  any 
other  straight  line. 
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(2)  The  sum  of  the  distances  above  the 
line  equals  the  sum  of  the  distances  below 
the  line. 

(3)  The  line  passes  through  the  point 
corresponding  to  the  mean  of  the  ob¬ 
served  values  of  the  x  variable  and  the 
mean  of  the  observed  values  of  the  y 
variable. 

e.  The  values  of  a  and  b  which  will 
minimize  the  sum  of  the  squares  of  the 
differences  between  the  actual  and  calcu¬ 
lated  values  of  the  dependent  variable  are 
provided  by  the  following  equation: 

.  _  Sxy  -  £x£y/n 
Zx2  -  (Zx)Vn 

,  _  ly  -  bix 
n 

where  n  =  the  number  of  observa¬ 
tions 

Zy  =  the  sum  of  the  observed 
values  of  y 

Zx  =  the  sum  of  the  observed 
values  of  x 

Zxy  =  the  sum  of  the  products 
of  the  observed  values  of 
X  and  y 

Zx2  =  the  sum  of  the  squares  of 
the  observed  values  of  x 

In  using  these  equations,  b  is  calculated 
first  and  then  used  in  the  calculation  of  a. 
An  example  of  such  calculations  is  shown 
in  E-202.2a. 

f.  In  addition  to  the  values  of  a  and  b,  it 
is  necessary  to  calculate  other  statistics 
which  measure  the  degree  of  closeness  of 
the  linear  relationship  between  the  two 
variables.  The  statistics  generally  used  for 
this  purpose  are  the  coefficient  (or  index) 


of  correlation,  denoted  r,  and  the  coeffi¬ 
cient  (or  index)  of  determination,  denot¬ 
ed  r2.  The  coefficient  of  correlation  may 
be  computed  by  means  of  the  following 
equation: 

j.  ^  _ Zxy  -  Ix  £y/n _ 

7(1x2  -  (Ix)2/n]  [Zy2  -  (Iy)2/n] 

An  example  of  the  computation  of  the 
coefficient  of  correlation  using  the  equa¬ 
tion  is  illustrated  in  E-202.2b.  The  coeffi¬ 
cient  of  determination  may  be  calculated 
by  simply  squaring  the  coefficient  of 
correlation  as  shown  in  E-202.2b.,  or  by 
using  the  more  general  equation  de¬ 
scribed  in  E-205.1a.  The  possible  values 
of  r  range  from  -1  (perfect  negative 
correlation)  to  1  (perfect  positive  correla¬ 
tion)  and  the  values  of  r^  range  from  0  (no 
correlation)  to  1  (perfect  correlation). 
Further  information  on  the  interpreta¬ 
tion  of  these  statistics  is  contained  in  E- 
205. 

g.  A  considerable  savings  in  auditor 
time,  together  with  greater  assurance  of 
accuracy,  can  be  realized  by  the  use  of  E- 
Z-Quant  to  perform  the  calculations  de¬ 
scribed  in  the  preceding  subparagraphs. 
Further  information  on  this  program  is 
contained  in  E-202.3. 

E-202.2  Example  of  Manual 
Computations 

a.  The  given  and  computed  values 
required  in  the  equations  for  determining 
the  least-squares  regression  line  and  the 
coefficients  of  correlation  and  determina¬ 
tion  for  two  variables  are  shown  in  the 
following  table.  The  given  data  are  in  the 
first  four  columns;  the  last  three  columns 
are  computed. 
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Year 

Quarter 

Direct 

Labor 

X 

Overhead 

Expense 

y 

xy 

(in 

thousands) 

1990 

1 

$1,203 

$3,212 

1,447,209 

10,316,944 

3,864,036 

2 

1,304 

3,367 

1,700,416 

11,336,689 

4,390,568 

3 

872 

2,573 

760,384 

6,620,329 

2,243,656 

4 

1,104 

2,804 

1,218,816 

7,862,416 

3,095,616 

1991 

1 

1,176 

2,873 

1,382,976 

8,254,129 

3,378,648 

2 

1,258 

3,376 

1,582,564 

11,397,376 

4,247,008 

3 

983 

2,701 

966,289 

7,295,401 

2,655,083 

4 

1,283 

3,572 

1,646,089 

12,759,184 

4,582,876 

1992 

1 

1,576 

3,862 

2,483,776 

14,915,044 

6,086,512 

2 

1,372 

3,303 

1,882,384 

10,909,809 

4,531,716 

3 

956 

IfiU 

913,936 

7,171,684 

2,560,168 

4 

957 

2,684 

915,849 

7.203,856 

2,568.588 

1  or 

Total 

$14,044 

$37,005 

$16,900,688 

$116,042,861 

$44,204,475 

To  find  the  value  of  b,  substitute  the 
appropriate  values  from  the  above  table 
in  the  equation  for  b  given  in  E-202.1e  as 
follows: 

.  ^  44,204,475  -  (14,044)  (37,005)/12 
16,900,688  -  (14,044)2/12 
=  1.92947 

Now  that  the  value  of  b  is  known,  the 
appropriate  values  can  be  substituted  in 
the  equation  for  a  giving 

^  37,005  -  (1.92947)  (14,044) 

12 

=  825.628 

b.  To  draw  the  regression  line,  the 
value  of  a  (825.628)  and  any  other  calcu¬ 
lated  point  on  the  line  are  sufficient  to 
determine  the  position  of  the  line.  Using, 
for  example,  a  value  of  x  =  1000,  substi¬ 


tution  in  the  equation  y  =  a  +  bx  yields  y 
=  825.628  +  (1.92947)(1000) 

=  2755.1 

Figure  E-2-1  shows  the  plot  points  of  the 
actual  data  and  the  regression  line  drawn 
through  the  a  value  of  825.628  on  the  y 
axis  and  the  plot  point  x  =  1000,  y  = 
2755.1.  As  a  check  of  the  work,  it  is  good 
practice  to  plot  a  third  point  in  drawing 
the  line.  These  three  points  should  lie  on 
a  straight  line. 

c.  In  thv";  same  way,  the  coefficient  of 
correlation  may  be  computed  by  substi¬ 
tuting  the  appropriate  values  in  the  equa¬ 
tion  given  in  E-202.1f  for  r. 

r  “  _ 44.204.475  -  (14.044X37.005/12) _ 

\/(16, 900.688-0404))  /I21  1116,042,86!-<37.005)  /121 

-  .946917 

The  coefficient  of  determination  is  equal 
to  .946917  squared  or  r2  =  .896651 
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FIGURE  E-2-1 

GRAPH  OF  SIMPLE  UNEAR  REGRESSION  LINE 


E-202,3  Example  of  Computerized 
Regression 

a.  The  E-Z-Quant  package  is  available 
to  perform  the  regression  analysis  com¬ 
putations.  E-Z-Quant  is  described,  opera¬ 
tionally  and  with  some  theoretical  treat¬ 
ment,  in  DCAAP  7641.91,  Quantitative 
Methods  for  Auditors. 

b.  The  two  pages  of  Figure  E-2-2  illus- 
trace  the  use  of  regression  software  to  fit  a 
line  to  the  data  described  in  E-202.2a  and 
plotted  in  Figure  E-2-1.  The  option 
shown  is  multiple  regression  (discussed 
in  E-204),  though  in  this  case  a  single 
explanatory  (independent)  variable  is 
used.  Also,  the  auditor  can  use  the  simple 
(two  variables)  regression  option  of  E-Z- 
Quant  (described  in  DCAAP  7641.91)  to 
perform  the  same  regression.  Figure  E-2- 


2  shows  only  the  most  prominent  features 
of  the  E-Z-Quant  multiple  regression 
option.  The  user  will  encounter  other 
queries  and  instructions  in  an  E-Z-Quant 
session,  but  they  are  of  no  concern  here. 

c.  The  first  part  of  Figure  E-2-2  shows 
how  the  data  file  looks  when  it  is  ready 
for  regression  processing.  The  rest  of  the 
figure  shows  the  regression  output  from 
the  multiple  regression  option.  The  first 
table,  the  correlation  coefficients,  depicts 
the  linear  correlation  between  pairs  of 
variables. 

d.  The  second  table  lists  the  coeffi¬ 
cients  that  were  estimated  by  tht  regres¬ 
sion  analysis,  the  associated  “t”  value  for 
the  b  coefficient,  the  “inclusion  assur¬ 
ance”  for  the  b  coefficient,  and  the  “com¬ 
parison  assurance”  for  the  regression 
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equation.  The  t  values  are  computed  for 
each  independent  variable  coefficient  to 
answer  the  question,  “Is  the  appearance 
of  a  relationship  (the  value  of  the  coeffi¬ 
cient)  simply  a  random  event,  or  is  there 
reason  to  believe  that  a  relationship  does 
exist  between  the  dependent  variable  and 
this  independent  variable?*.  In  this  exam¬ 
ple,  the  computed  “t”  value  corresponds 
to  an  inclusion  assurance  of  99.9  percent 
for  the  b  coefficient.  For  each  indepen¬ 
dent  variable  coefficient,  the  inclusion 
assurance  is  the  assurance  (or  confidence) 
that  the  regression  equation  is  a  better 
predictor  with  (rather  than  without)  that 
particular  variable.  Section  4,  DCAAP 
7641.91  provides  additional  guidance  on 
acceptable  levels  for  inclusion  assurance 
values  reported  by  B-Z-Quant.  The  other 
calculated  statistic,  comparison  assur¬ 
ance,  is  discussed  in  £-205. 2c. 

e.  The  third  table  compares  the  calcu¬ 
lated  and  actual  values  for  the  dependent 
variable  for  each  case  (or  observation). 
This  table  can  assist  the  auditor  in  identi¬ 
fying  out-of-pattern  plot  points  which 


should  be  reviewed  with  greater  scrutiny. 
It  also  assists  in  identifying  significant 
“runs”  of  points  above  and  below  the 
regression  line,  as  described  in  E-208f. 

f.  The  last  table  shows  how  projections 
can  be  made  using  the  regression  equa¬ 
tion.  A  projected  value  of  the  dependent 
variable  (DVAR)  will  be  calculated  for 
each  independent  variable  (IVAR)  value 
entered  by  the  auditor. 

g.  To  plot  the  regression  line,  the  value 
of  a  (i.e.,  825.628  which  corresponds  to  x 
=  0)  and  any  pair  of  x  and  calculated  y 
values  (for  example,  x  =  1203  and  y  = 
3146.45)  are  sufficient  to  determine  the 
position  of  the  regression  line.  Alterna¬ 
tively,  for  ease  in  plotting,  the  auditor 
may  prefer  to  use  a  rounded  value  for  the 
X  variable,  such  as  1000.  In  Figure  E-2-2 
the  auditor  followed  this  procedure  and 
found  that  when  x  is  1000,  the  projected 
y  value  is  2755.10.  This  pair  of  values  is 
then  used  for  plotting  the  regression  line. 
It  is  good  practice  to  check  the  accuracy 
of  the  line  by  verifying  that  a  third  pair  of 
X  and  calculated  y  values  falls  on  the  line. 
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Figure  E-2-2 

ljnear  regression  of  e-z-quant 


PAGE:  1  EDITING  DATA  FILE 

(DEF  (IND 

VRBL)  VRBL) 

ROW  COLUMN  COLUMN 

NO.  1  2 


PAGE:  2  EDITING  DATA  FILE 

(DEP  (IND 

VRBL)  VRBL) 

ROW  COLUMN  COLUMN 

NO.  1  2 


1  3212  1203 

2  3367  1304 

3  2573  872 

4  2804  1106 

5  2873  1176 

6  3376  1258 

7  2701  983 

8  3572  1283 

9  3862  1576 

10  3303  1372 

CORRELATION  COEFFICIENTS 
tor  all  pairs  of  variables 

VARIABLES 

VARIABLE  DVAR  IVARl 

DVAR  1.000000 

IVARl  0.946917  1.000000 

REGRESSION  COEFFICIENTS 
and  statistics  for  the  fitted  equation 

DVAR  =  a  +  b*IVARl 


11  2678  956 

12  2684  957 


Variable  ID 


Coefficient 

Value 


Computed 
T  Value 


Inclusion* 

Assurance 


(constant)  a  825.627617360 

IVARl  b  1.92946942407  9.3145  99.9  +  % 

♦Assurance  that  inclusion  of  the  variable  improved  the 
equation  as  a  predictor  of  the  dependent  variable  (DVAR) 


Number  of  data  points:  1 2 


Avg.  value  of  DVAR:  3083.75 


Coefficient  of  determination  (r-squared):  .89665 1 2 

Comparison  assurance  that  the  equation  is  a  better 

predictor  of  DVAR  than  the  average  DVAR:  99.9% 
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COMPARISON  OF  OBSERVED  AND  CALCULATED  VALUES 
of  the  dependent  variable  (DVAR) 


Item 

No. 

Actual 

DVAR 

Calculated 

DVAR 

Difference 

(act.-Calc.) 

Percent  Diff. 
(Diff./Act.) 

1 

3212 

3146.77933 

65.2206655 

2.1 

2 

3367 

3341.65575 

25.3442536 

.8 

3 

2573 

2508.12496 

64.8750448 

2.6 

4 

2804 

2955.76186 

-151.761862 

-5.1 

5 

2873 

3094.68366 

-221.683660 

-7.2 

6 

3376 

3252.90015 

123.099847 

3.8 

7 

2701 

2722.29606 

-21.2960612 

-.8 

8 

3572 

3301.13689 

270.863112 

8.2 

9 

3862 

3866.47143 

-4.47142970 

-.1 

10 

3303 

3472.85967 

-169.859667 

-4.9 

11 

2678 

2670.20039 

7.79961323 

.3 

12 

2684 

2672.12986 

11.8701438 

.4 

PROJECTIONS 
Using  The  Fitted  Equation 
DVAR  =  a  +  b*  IVARl 


DVAR 

2755.0970414 

3526.8848111 

3623.3582823 

3816.3052247 


E-203  Curvilinear  Regression 
Analysis 

a.  The  same  least-squares  criterion 
which  is  used  to  obtain  a  strt  'ght  line  of 
best  fit,  as  described  in  E-202,  can  be 
applied  to  more  complicated  equations. 
The  equation  used  should  be  the  one 
which  has  been  judgmentally  determined 
to  reflect  a  logical  relationship  between 
the  variables.  Since  these  equations  can 
be  represented  by  a  curved  line  on  a 
scattergram,  the  process  of  mathematical¬ 
ly  fitting  this  line  to  data  is  referred  to  as 
curvilinear  regression  analysis.  There  are 
an  infinite  number  of  non-linear  equa¬ 
tions;  however,  only  a  few  of  them  have 
been  found  to  have  application  to  con¬ 
tract  cost  audits. 

b.  The  curvilinear  models  with  greatest 
applicability  to  contract  audit  are  im¬ 
provement  curves.  Comprehensive  guid¬ 
ance  on  the  use  of  improvement  curves  is 
provided  in  Appendix  F. 


IVARl 

1000 

1400 

1450 

1550 


c.  Another  curve  with  applicability  to 
certain  business  data  is  expressed  by  tae 
simple  exponential  or  compound  interest 
equation 

y  =  a  (1  +  r)* 

Several  types  of  business  data  tend  to 
follow  such  a  curve.  For  example: 

(1)  where  y  is  the  principal  plus  interest 
of  an  amount  a,  compounded  x  times  at  a 
fixed  rate  r,  or 

(2)  where  y  is  the  remaining  book  value 
of  an  asset  purchased  for  an  amount  a, 
and  depreciated  x  years  by  the  declining 
balance  method  with  rate  r,  or 

(3)  where  y  is  a  price  level  or  wage  level 
which  has  increased  (or  is  expected  to 
increase)  from  a  level  a,  at  a  constant  rate 
r  for  X  periods  of  time,  or 

(4)  where  y  is  the  price  of  a  new 
pro-uct  which  has  decreased  (or  is  ex¬ 
pected  to  decrease)  from  a  level  a,  at  a 
constant  rate  r  for  x  periods. 
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It  should  be  noted  that  in  fitting  a  least- 
squares  line  to  a  time  series,  as  suggested 
by  (3)  and  (4),  a  thorough  understanding 
of  the  caveats  discussed  in  E-3I0  is 
essential. 

d.  An  exponential  curve  appears  as  a 
straight  line  on  semi-logarithmic  graph 
paper.  Curve  type  2  in  the  simple  regres¬ 
sion  option  of  E-Z-Quant  can  be  used  to 
fit  this  type  of  curve  to  historical  data.  An 
application  of  this  software  for  curviline¬ 
ar  analysis  is  discussed  in  E-3 1 1 .  Figure 
E-3-3  shows  the  important  output  fea¬ 
tures  of  the  simple  regression  option  of  E- 
Z-Quant.  In  this  figure,  the  equation  y  = 
a*b"x  at  first  glance  appears  to  be  unlike 
the  expression  given  above  in  E-203.C. 
That  expression,  when  written  in  the 
form  shown  on  the  output,  would  be  y  = 
a  ♦  (1  +  rfx.  Since  B  is  equal  to  1  +  r,  the 
expressions  are  functionally  the  same. 

E-204  Multiple  Regression  Analysis 


between  the  dependent  variable  and  the 
independent  variables.  This  statistic, 
called  the  coefficient  (or  index)  of  deter¬ 
mination,  is  discussed  in  E-205. 

c.  The  computations  required  in  multi¬ 
ple  regression  analysis  are  so  laborious 
that  manually  fitting  just  one  least- 
squares  equation  can  be  prohibitively 
time-consuming.  However,  the  computer 
performs  the  computations  so  rapidly 
that  the  auditor  can  experiment  with 
various  combinations  of  independent 
variables  until  he  or  she  finds  the  combi¬ 
nation  which  seems  to  provide  the  best 
prediction  of  the  dependent  variable  in 
which  he  is  interested. 

d.  An  example  of  the  use  of  the  multi¬ 
ple  regression  option  of  E-Z-Quant  is 
given  above  in  E-202.3,  though  in  that 
case,  a  single  independent  variable  was 
used.  Additional  discussion  of  the  E-Z- 
Quant  option  is  available  in  DCAAP 
7641.91. 


a.  Multiple  regression  analysis  is  con¬ 
cerned  with  evaluating  the  relationship 
between  a  dependent  variable  and  two  or 
more  independent  variables,  and  is  used 
in  those  applications  where  the  regression 
of  y  on  a  single  independent  variable  is 
found  to  be  inadequate.  It  employs  the 
least-squares  method  to  determine  the 
combined  effect  of  the  independent  vari¬ 
ables  on  the  dependent  variable.  Since 
more  than  two  variables  are  involved, 
this  relationship  cannot  be  plotted  graph¬ 
ically;  however,  the  same  principles  and 
techniques  are  involved  as  in  simple 
regression  analysis. 

b.  The  equation  used  in  most  calcula¬ 
tions  of  multiple  regression  analyses 
takes  the  form  of 

y  =  a  -1-  bxi  +  CX2 . . . 
where  y  is  the  dependent  variable, 
xi  is  the  first  independent  variable, 

X2  is  the  second,  and  so  on. 

The  letters  a,  b,  c  . .  .  stand  for  constants 
(coefficients)  which  minimize  the  sum  of 
the  squares  of  differences  between  the 
actual  values  of  y  and  values  calculated 
from  the  equation.  In  addition  to  calcu¬ 
lating  the  values  of  these  coefficients,  it  is 
necessary  to  calculate  a  statistic  which 
measures  the  closeness  of  the  relationship 


E-205  Correlation  Analysis 

As  explained  in  the  preceding  para¬ 
graphs  of  this  section,  regression  analysis 
IS  concerned  with  obtaining  equations 
which  express  functional  relationships 
among  variables.  Correlation  analysis  is 
concerned  with  evaluating  how  closely 
the  variables  are  related. 


E-205. 1  Interpretation  of  Coefficient  of 
Determination 

a.  The  statistic  most  widely  available 
and  commonly  used  to  evaluate  how  well 
an  equation  fits  available  data  is  the 
coefficient  of  determination,  denoted  r^. 
In  its  simplest  form,  the  equation  for  this 
statistic  is  as  follows: 


r2 


1  - 

2(y-  y.y 


SSE 

SST 


or 


r2  =  S(y..-  y.y  =  SSR 
{y-y.?  SST 

Where  y  —  observed  values  of  y 

y.  =  average  observed  value  of  y 
y..  ==  value  of  y  computed  from 
the  regression  equation 
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=  SST  =  “total  sum  of 
squares”: 
sum  of 
squares  of 
differences 
between  the 
observed  val¬ 
ues  of  yand 
the  average 
value  of  y. 

=  SSE  =  “error  sum  of 

squares”:  sum  of 
squares  of  differ¬ 
ences  between  the 
observed  values  of 
yand  the  corre¬ 
sponding  values 
computed  from 
the  regression 
equation,  and 

2(y.  "  y.)^  =  SSR  =  “regression  sum 
of  squares”:  sum 
of  squares  of  dif¬ 
ferences  between 
the  values  of  y 
on  the  regression 
line  and  the  aver¬ 
age  value  of  y. 

b.  In  simple  linear  regression,  the  coef¬ 
ficient  of  determination  measures  how 
much  closer  the  plot  points  are  to  the 
regression  line  than  they  are  to  a  line 
drawn  horizontally  through  the  average 
of  the  y  values.  This  is  illustrated  graphi¬ 
cally  in  Figure  E-2-3,  using  the  following 
data; 


Observed  Values  Calculated  Values 


SSE 

SST 

SSR 

X 

y 

y- 

(yy..P 

(y-y-P 

(y..-yP 

44 

46 

44 

4 

441 

529 

60 

47 

52 

25 

400 

225 

76 

62 

60 

4 

25 

49 

110 

79 

77 

4 

144 

100 

160 

101 

102 

1 

1156 

1225 

450 

335 

335 

38 

2166 

2128 

Fitting  a  least-squares  regression  line  to 
the  observed  values  shown  above  yields 
values  of  22  for  a  and  .5  for  b.  Therefore, 
the  values  of  y  are  equal  to  22  +.  5x.  The 


value  of  y  is  335  5  =  67.  Based  on  the 

above  totals  the  value  of  r^  is  as  follows: 


2166  2166 

c.  As  shown  in  the  equation  above,  the 
coefficient  of  determination  measures 
how  well  the  regression  fits  the  data.  The 
value  of  r2  compares  how  much  closer  the 
historical  values  of  y  are  to  the  regression 
line  than  they  are  to  the  average  value  of 
y.  The  coefficient  of  determination  is 
used  to  evaluate  the  relative  efficiency  of 
predicting  future  values  of  y  based  on  the 
regression  equation,  as  opposed  to  pre¬ 
dicting  that  future  values  of  y  will  equal 
the  average  value  of  y  in  the  historical 
data.  The  value  of  r^  is  not  indicative  of 
how  much  better  (or  worse)  predictions 
based  on  the  regression  line  will  be 
compared  with  predictions  based  on,  for 
example,  a  judgmental  evaluation  or  the 
contractor’s  most  recent  experience. 

d.  Even  if  the  historical  observations 
vary  significantly  about  the  regression 
line,  a  high  coefficient  of  determination 
will  be  obtained  if  the  variations  about 
the  mean  are  much  wider.  On  the  other 
hand,  if  the  independent  variable  has 
remained  fairly  constant  during  the  peri¬ 
od  covered  by  the  observations,  a  low 
coefficient  of  determination  can  be  ob¬ 
tained  even  though  all  observations  are 
close  to  the  regression  line. 

e.  It  may  be  seen  from  the  equation  for 
the  coefficient  of  determination  that  if  all 
of  the  observed  values  of  y  fall  on  the 
regression  line,  SSE  will  equal  zero,  SSR 
will  equal  SST  and  r^  will  equal  one, 
indicating  perfect  correlation.  This  result 
will  always  be  obtained  if  the  number  of 
observations  equals  the  number  of  coeffi¬ 
cients  in  the  regression  equation  (two  in 
the  case  of  simple  linear  regression); 
however,  it  will  rarely  occur  otherwise. 
On  the  other  hand,  if  the  regression 
equation  provides  no  better  fit  to  the 
historical  data  than  the  mean  of  the  y 
values,  then  SSE  will  equal  SST,  and  SSR 
and  r^  will  equal  zero.  This  result,  which 
would  produce  a  perfectly  horizontal 
regression  line  in  simple  linear  regres¬ 
sion,  is  also  very  unlikely,  regardless  of 
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whether  or  not  the  variables  are  correlat¬ 
ed. 

f.  The  principal  problem  encountered 
in  the  use  of  r^  derives  from  the  fact  that 
if  the  number  of  observations  is  small, 
regression  analysis  may  produce  a  high 
coefficient  of  determination  even  if  the 
variables  are  unrelated.  Instances  have 
been  noted  where  auditors  have  cited  a 
high  coefficient  of  determination  as  evi¬ 
dence  of  a  good  fit  when,  in  fact,  the 
coefficient  of  determination  provides  no 
evidence  of  correlation  and  could  easily 
have  occurred  by  chance.  When  there  are 
only  a  few  plot  points  on  a  scatter  dia¬ 
gram,  it  will  usually  be  possible  to  draw  a 
straight  line  at  an  angle  which  fits  the 


points  much  better  than  a  horizontal  line. 
Consequently,  a  high  coefficient  of  deter¬ 
mination  is  nearly  always  obtained  and 
the  only  use  ihat  can  be  made  of  the 
coefficient  of  determination  is  to  test 
whether  it  is  high  enough  to  provide 
statistical  support  for  an  assumption  that 
the  variables  are  actually  correlated  (E- 
205.2).  On  the  other  hand,  the  larger  the 
number  of  observations  used,  the  more 
remote  is  the  possibility  of  a  high  coeffi¬ 
cient  of  determination  occurring  by 
chance;  the  coefficient  of  determination 
can  then  be  regarded  as  a  measure  of  the 
extent  to  which  changes  in  the  y  values 
can  be  explained  by  changes  in  the  x 
values  (E-205.3). 
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FIGURE  E-2-3 

GRAPH  ILLUSTRATING  COMPUTATION 
OF  INDEX  OF  DETERMINATION  (R^) 


X-SCALE  (INDEPENDENT  VARIABLE) 


E-20S.2  Determining  the  Existence  of 
Correlation 

a.  Table  E-2-1  gives  significant  values 
of  at  the  75  percent  and  95  percent 
confidence  levels.  To  test  the  significance 
of  the  value  of  r^  obtained  from  a  regres¬ 
sion  a  lalysis,  the  auditor  selects  the  col¬ 
umn  correspionding  to  the  number  of 
coefficients  in  the  regression  equation 
and  the  row  corresponding  to  the  number 
of  observations  in  the  historical  data.  In 
simple  linear  regression,  there  are  two 
coefficients  (a  and  b).  Consequently,  in 
order  to  test  the  significance  of  the  .9825 
value  of  r2  obtained  in  the  example  cited 
in  E-205.1b.  at  the  95  percent  confidence 
level,  the  auditor  would  compare  it  with 
.772  obtained  from  Table  E-2-1.  The 
table  indicates  that  if  the  x  and  y  vari¬ 
ables  were  unrelated,  there  would  be  a  95 


percent  probability  that  the  coefficient  of 
determination  would  in  turn  be  less  than 
.772  and  a  5  percent  probability  that  it 
would,  by  chance,  be  greater  than  .772. 
Since  .9825  is  much  larger  than  .772,  the 
auditor  could  conclude  that  the  probabil¬ 
ity  of  the  X  and  y  values  being  correlated 
is  much  greater  than  95  percent. 

b.  Multiple  regression  analysis  usually 
employs  equations  with  three  or  more 
coefficients.  For  example,  the  model  y  = 
a  -F  bxi  -F  CX2  +  dx3  has  four  coefficients 
(a,  b,  c,  and  d).  If  there  were  16  observa¬ 
tions,  the  appropriate  value  from  Table 
E-2-1  for  testing  the  coefficient  of  deter¬ 
mination  would  be  .466.  If  the  coefficient 
of  determination  exceeds  .466,  the  audi¬ 
tor  could  conclude  that  there  is  more 
than  95  percent  probability  that  the  three 
independent  variables  (xi,  xa,  and  X3),  as  a 
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group,  could  influence  the  values  ob¬ 
tained  for  y. 

c.  As  discussed  in  DCAAP  7641.91,  E- 
Z-Quant  reports  a  statistic,  the  compari¬ 
son  assurance,  for  the  following  E-Z- 
Quant  options:  simple  (two  variables) 
regression,  multiple  regression,  and  im¬ 
provement  curve  regression  (Appendix 
F).  The  comparison  assurance  is  the  level 
of  confidence  (assurance)  associated  with 
the  value  of  the  coefficient  of  determina¬ 
tion  (r2).  Its  function  is  similar  to  that  of 
Table  E-2-1  which  helps  the  auditor 
decide  how  much  reliance  to  place  on  the 
estimated  regression  equation.  The  dif¬ 
ference  between  the  two  reference  values 
is  that  Table  E-2-1  shows  the  r^  value 
needed  to  achieve  a  specific  level  of 
confidence  while  the  comparison  assur¬ 
ance  indicates  the  level  of  confidence 
achieved  by  the  r^  value  produced  by  the 
regression. 

d.  It  should  be  clearly  understood  that 
simply  because  a  regression  analysis  pas¬ 
ses  the  test  described  in  this  section,  it 
does  not  follow  that  the  regression  equa¬ 
tion  will  provide  the  best  possible  esti¬ 
mates  of  future  y  values,  or  even  that  the 
estimates  will  be  reasonably  close.  It 
merely  means  that  a  statistical  analysis  of 
the  historical  data  provides  a  given  per¬ 
centage  assurance  that  the  equation  will 
provide  better  estimates  than  could  be 
obtained  by  meiely  averaging  the  histori¬ 
cal  values  of  y. 

e.  The  auditor  should  also  bear  in  mind 
that  the  test  considers  only  the  mathe¬ 
matical  relationship  between  the  vari¬ 
ables.  It  does  no»  take  into  account  the 
audit  significance  of  the  relationship  ex¬ 
pressed  in  the  regression  equation.  In  this 
connection,  the  logic  of  the  relationship 
is  most  important.  If  the  regression  equa¬ 
tion  expresses  a  relationship  which  can 
be  strongly  defended  by  logical  argu¬ 
ments,  and  only  a  few  observations  are 
available,  some  significance  can  be  at¬ 
tached  to  the  analysis  even  if  the  test  does 
not  provide  conclusive  statistical  evi¬ 
dence  that  the  values  are  correlated. 
However,  a  special  effort  shou'd  be  made 
in  such  cases  to  determine  why  the  corre¬ 
lation  is  not  close  and  whether  the  factors 
causing  the  observed  variation^  or  any 
other  unusual  conditions  are  likely  to  be 
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present  and  materially  affect  the  costs 
during  the  forecast  period. 

E-205.3  Evaluating  the  Extent  of 
Correlation 

a.  The  larger  the  number  of  observa¬ 
tions  that  are  included  in  a  regression 
analysis,  the  smaller  the  significant  val¬ 
ues  shown  in  Table  E-2-1  become  and  the 
more  remote  the  chance  of  a  high  coeffi¬ 
cient  of  determination  occurring  by  acci¬ 
dent  becomes.  Consequently,  the  coeffi¬ 
cient  of  determination  can  be  regarded  as 
a  measure  of  the  proportion  or  percent¬ 
age  of  the  total  variance  in  the  dependent 
variable(s).  The  larger  the  coefficient  of 
determination,  the  smaller  the  propor¬ 
tion  of  the  variance  that  is  attributed  to 
other  influences.  For  instance,  if  the 
coefficient  of  determination  obtained 
from  fitting  a  regression  equation  is  .92, 
it  may  be  concluded  that  approximately 
92  percent  of  the  variance  in  the  depen¬ 
dent  variable  is  associated  with  changes 
in  the  independent  variable(s)  and  8 
percent  of  the  variance  is  associated  with 
chance  or  other  influences. 

b.  Even  though  the  coefficient  of  deter¬ 
mination  may  be  large  enough  to  provide 
ample  assurance  that  the  variables  are 
related,  it  may  be  too  small  for  the 
auditor’s  purposes.  Assume,  for  example, 
that  a  simple  linear  regression  analysis 
based  on  20  observations  produced  a 
coefficient  of  determination  of  .3.  Refer¬ 
ence  to  Table  E-2-1  indicates  tha'  this 
coefficient  of  determination  prov  des 
substantially  greater  than  95  percent  as¬ 
surance  that  the  variables  are  related. 
However,  since  such  a  small  proportion 
of  the  variation  in  the  y  variable  is 
explained  by  variation  in  the  x  variable, 
the  auditor  would  generally  seek  a  more 
reliable  basis  for  predicting  y.  He  or  she 
may  be  able  to  identify  the  reasons  for 
substantial  deviations  from  the  regres¬ 
sion  line  and  improve  the  fit  by  appropri¬ 
ate  adjustments  to  the  data.  Alternative¬ 
ly,  he  may  be  able  to  identify  and  add  to 
the  regression  equation  another  indepen¬ 
dent  variable  which  is  influencing  the 
dependent  variable,  or  he  may  consider 
methods  of  prediction  other  than  regres¬ 
sion  analysis. 
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E-295.4  Comparing  Correlation  in  Two 
Analyses 

a.  The  index  or  coefficient  of  determi¬ 
nation  can  also  be  used  to  determine 
which  of  two  different  equations  or  inde¬ 
pendent  variables  provides  the  better  fit 
to  historical  data.  A  direct  comparison 
between  the  values  of  r^  obtained  in  two 
different  regression  analyses  is  valid  only 
if  both  analyses  employ  the  same  obser¬ 
vations  and  the  same  number  of  coeffi¬ 
cients.  Such  a  comparison  provides  an 
objective  means  of  choosing  between  two 
equally  logical  equations  or  independent 
variables.  The  greater  the  number  of 
observations  used  and  the  more  substan¬ 
tial  the  differences  between  the  values  of 
r2,  the  more  reliance  it  is  possible  to  place 
on  such  comparisons. 

b.  In  assessing  the  relative  efficiency  of 
two  regression  equations  or  independent 


variables  in  explaining  changes  in  the 
value  of  a  dependent  variable,  the  ratio  of 
the  values  for  1  —  r^  is  more  important 
than  the  difference  between  the  values 
obtained  for  r^  The  value  of  1  —  r^  called 
the  “coefficient  of  nondetermination,” 
measures  the  extent  to  which  variations 
in  the  historical  values  of  the  dependent 
variables  are  not  explained  by  a  regres¬ 
sion  equation.  The  greater  the  ratio  of  the 
larger  value  of  1  -  r^  to  the  smaller  value 
of  1  —  r2,  the  greater  is  the  confidence 
that  can  be  placed  on  the  superiority  of 
the  analysis  which  produced  the  larger 
value  of  r^and  hence  the  smaller  value  of 
1  —  r^).  However,  when  the  number  of 
observations  is  small,  the  value  of  1  - 
r^obtained  from  one  analysis  can  be  sev¬ 
eral  times  larger  than  the  value  obtained 
from  another  analysis,  without  providing 
conclusive  evidence  of  the  superiority  of 
the  second  analysis. 
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Table  E-2-1 

TABLE  OF  SIGNIFICANT  VALUES  OF  THE  COEFFICIENT  OF 
DETERMINATION  (R^) 

NUM-  AT  THE  95%  CONFIDENCE  NUM-  AT  THE  75%  CONFIDENCE 


BER 

OF 

OB- 

SER- 

VA- 

LEVEL 

BER 

OF 

OB- 

SER- 

VA- 

LEVEL 

NUMBER  OF 
COEFFICIENTS 

NUMBER  OF 
COEFFICIENTS 

TIONS 

2 

3 

4 

5 

6 

TIONS 

2 

3 

4 

5 

6 

3 

.994 

3 

.854 

4 

.903 

.998 

4 

.562 

.882 

5 

.772 

.951 

.999 

5 

.403 

.667 

.891 

6 

.659 

.865 

.967 

.999 

6 

.311 

.533 

.703 

.896 

7 

.57 

.777 

.903 

.975 

1 

7 

.253 

.444 

.586 

.721 

.898 

8 

.5 

.699 

.832 

.925 

.98 

8 

.213 

.382 

.506 

.614 

.732 

9 

.445 

.632 

.765 

.865 

.938 

9 

.184 

.335 

.447 

.541 

.632 

10 

.4 

.576 

.705 

.806 

.887 

10 

.161 

.298 

.401 

.486 

.564 

11 

.363 

.528 

.651 

.752 

.835 

11 

.144 

.269 

.364 

.443 

.513 

12 

.332 

.487 

.605 

.702 

.786 

12 

.13 

.245 

.334 

.407 

.472 

13 

.306 

.451 

.563 

.658 

.74 

13 

.118 

.225 

.308 

.377 

.437 

14 

.284 

.42 

.527 

.618 

.698 

14 

.109 

.208 

.286 

.351 

.409 

15 

.265 

.394 

.495 

.582 

.66 

15 

.1 

.193 

.267 

.329 

.383 

16 

.248 

.37 

.466 

.55 

.625 

16 

.093 

.181 

.251 

.31 

.362 

17 

,233 

.349 

.441 

.521 

.593 

17 

.087 

.17 

.236 

.292 

.342 

18 

.22 

.33 

.418 

.495 

.565 

18 

.082 

.16 

.223 

,277 

.325 

19 

.208 

.313 

.397 

.471 

.539 

19 

.077 

.151 

.212 

.263 

.309 

20 

.197 

.297 

.378 

.45 

.514 

20 

.073 

.143 

.201 

.251 

.295 

21 

.188 

.283 

.361 

.43 

.492 

21 

.069 

.136 

.192 

.24 

.282 

22 

.179 

.271 

.345 

.411 

.472 

22 

.066 

.13 

.183 

.229 

.27 

23 

.171 

.259 

.331 

.395 

.453 

23 

.062 

.124 

.175 

.22 

.26 

24 

.164 

.249 

.318 

.38 

.435 

24 

.06 

.119 

.168 

.211 

.25 

25 

.157 

.239 

.305 

.365 

.419 

25 

.057 

.114 

.161 

.203 

.241 

26 

,151 

.23 

.294 

.352 

.404 

26 

.055 

.109 

.155 

.196 

.232 

27 

.146 

.221 

.284 

.339 

.39 

27 

.053 

.105 

.15 

.189 

.224 

28 

.14 

.213 

.274 

.328 

.377 

28 

.051 

.101 

.144 

.'82 

.217 

29 

.135 

.206 

.265 

.317 

.365 

29 

.049 

.098 

.139 

.176 

.21 

30 

.131 

.199 

.256 

.307 

.354 

30 

.047 

.094 

.135 

.171 

.203 

31 

.127 

.193 

.248 

.297 

.343 

31 

.045 

.091 

.131 

.165 

.197 

32 

.123 

.187 

.241 

.288 

.333 

32 

.044 

.088 

.126 

.16 

.191 

E-206  Prediction  Intervals 

prediction  of 

the  independent  variable 

obtained  from  a  regression  equation, 
a.  In  addition  to  the  coefficient  of  This  interval  is  included  in  the  output  of 


determination,  several  other  statistics  are  many  standard  regression  software  pack- 

sometimes  used  to  measure  the  extent  of  ages.  The  mathematical  equation  used  to 

the  historical  correlation  between  the  calculate  the  interval  assumes  that  ( 1 )  the 

variables  and  the  reliability  which  can  be  relationships  between  the  variables  which 

placed  on  projected  values  computed  existed  in  the  period  covered  by  the 

from  the  regression  estimate.  One  such  historical  data  will  continue  into  the 

statistic  is  the  “prediction  interval.”  A  future  and  (2)  the  predicted  values  of  the 

confidence  interval  at  any  specified  con-  independent  variable  are  accurate.  For 

fidence  level  can  be  calculated  for  a  the  reasons  discussed  below,  prediction 
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intervals  have  limited  application  to  con¬ 
tract  audit  work. 

b.  Prediction  intervals  and  confidence 
I  intervals  (discussed  in  B-204  and  B-205) 
are  similar,  but  there  are  two  important 
differences  between  them.  First,  the  con¬ 
fidence  intervals  computed  in  '■'’mpling 
applications  relate  to  the  precisi(  n  of  the 
single  estimate  of  the  mean  or,  when  the 
mean  is  projected,  the  corresponding 
single  estimate  of  the  total  value  of  all 
items  in  the  universe.  A  prediction  inter¬ 
val  in  regression  analysis  relates  to  the 
precision  of  the  regression  estimate  of  the 
value  of  the  dependent  variable  that  is 
associated  with  given  values  for  each  of 
the  independent  variables.  Since  the  in¬ 
dependent  variable  values  can  vary  with¬ 
out  limit,  there  is  an  unlimited  number  of 
values  that  the  dependent  variable  might 
take,  hence  the  number  of  prediction 
intervals  is  unlimited.  Each  prediction 
interval  is  unique.  Second,  the  auditor 
can  reduce  the  range  of  a  confidence 
interval  by  increasing  the  sample  size, 
but  cannot  reduce  a  prediction  interval  if 
all  pertinent  historical  data  has  been 
properly  used.  As  a  result,  while  a  confi¬ 
dence  interval  can  help  the  auditor  deter¬ 
mine  the  adequacy  of  the  sample  size,  a 
prediction  interval  in  regression  analysis 
does  not  serve  a  similar  purpose. 

E-207  Adjustments  for  Economic 
Factors 

Many  contract  audit  applications  of 
regression  analysis  include  variables 
which  are  affected  by  changes  in  wage 
and  price  levels.  When  economic  changes 
have  significantly  affected  any  of  the 
variables  during  the  period  covered  by 
the  historical  data,  the  regression  analysis 
applied  to  the  raw  data  will  not  produce 
reliable  results.  In  such  cases  it  is  neces¬ 
sary  to  (1)  include  a  measure  of  economic 
change  as  a  separate  explanatory  variable 
in  multiple  regression  or  (2)  adjust  the 
data  to  eliminate  the  effects  of  the  eco¬ 
nomic  changes. 

a.  One  method  is  to  use  multiple 
regression  with  an  economic  index  as  one 
of  the  independent  variables.  For  exam¬ 
ple,  to  measure  the  effect  of  direct  labor 
volume  on  labor  costs,  changes  in  costs 
resulting  from  economic  factors  (such  as 


cost-of-living  allowances)  can  be  consid¬ 
ered  by  applying  the  following  multiple 
regression  equation: 

y  =  a  +  b\\+  c\2 

where  y  is  the  average  labor  rate;  xi  is  the 
number  of  employees;  X2  is  an  economic 
wage  index;  and  a,  b,  and  c  are  coeffi¬ 
cients  (constants)  which  minimize  the 
sum  of  the  squares  of  the  differences 
between  the  actual  values  of  y  and  values 
calculated  from  the  equation. 

(1)  Economic  indexes  that  can  be  used 
as  an  independent  variable  in  the  multi¬ 
ple  regression  are  discussed  in  Volume  1, 
Part  III,  DCAAP  7641.74,  Use  of  Eco¬ 
nomic  Indexes  in  Contract  Audits.  Salary 
and  wage  changes  generally  include  both 
inflation  (cost-of-living)  as  well  as  the 
effects  of  other  economic  changes.  The 
most  precise  cost-of-living  adjustments 
can  be  made  using  wage-related  econom¬ 
ic  changes  specific  to  a  particular  con¬ 
tractor  —  union  agreements  or  other 
labor  records.  However,  if  such  agree¬ 
ments  or  records  do  not  exist  or  it  is  too 
time  consuming  to  construct  the  data, 
economic  indexes  should  be  used  to 
make  the  adjustments.  If  wages  are  to  be 
adjusted  to  account  for  inflation  alone, 
the  Consumer  Price  Index,  Urban  Wage 
Earners  and  Clerical  Workers  (CPIW), 
should  be  used.  However,  if  labor  rates 
are  are  adjusted  for  all  wage-related  eco¬ 
nomic  changes  (including  inflation),  wage 
indexes  should  be  used.  Volume  1,  Part 
III,  DCAAP  7641.74,  provides  a  discus¬ 
sion  of  the  types  of  indexes  available  to 
make  such  adjustments. 

(2)  The  multiple  regression  option  of  E- 
Z-Quant  (described  in  DCAAP  7641.91) 
reports  several  statistics  that  are  used  to 
judge  the  adequacy  of  the  regression 
equation  that  was  fitted  to  unadjusted 
data.  When  accepted  by  the  auditor,  the 
multiple  regression  equation  can  be  used 
to  predict  future  costs. 

b.  A  second  method  to  perform  a  valid 
regression  analysis  is  to  adjust  the  cost 
data  to  eliminate  the  effects  of  economic 
changes.  For  example,  to  measure  the 
effect  of  direct  labor  volume  on  labor 
costs,  changes  in  costs  resulting  from 
economic  factors  (such  as  cost-of-living 
allowances)  must  be  removed  from  the 
data.  This  is  accomplished  by  removing 
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the  effects  of  the  changes  from  all  data 
during  the  historical  period,  thus  placing 
all  amounts  on  an  economic  level  compa¬ 
rable  to  the  earliest  observation  in  the 
historical  data.  Alternatively,  all  of  the 
data  may  be  updated  to  the  current 
economic  level  or  adjusted  to  some  other 
base  period.  Because  this  example  has 
one  independent  variable  (i.e.,  number  of 
employees),  the  simple  (two-variable)  re¬ 
gression  option  or  the  multiple  (with  a 
single  independent  variable)  regression 
option  of  E-Z-Quant  can  be  used  to  fit  a 
regression  equation  to  the  adjusted  cost 
data. 

(1)  When  adjusting  an  individual  cost 
clement  or  a  homogenous  grouping  of 
similar  costs,  an  economic  index  (com¬ 
modity,  industiy,  or  category)  that  is  the 
most  appropriate  disaggregate  index 
available  should  be  used.  When  adjusting 
a  group  of  costs,  either  a  composite  index 
should  be  developed  for  the  group,  or  the 
most  representative  disaggregate  index  of 
the  group  of  costs  should  be  used.  The 
method  for  placing  costs  on  a  common 
base  is  discussed  in  Volume  1,  Chapter  4, 
DCAAP  7641.74. 

(2)  When  the  regression  equation  is 
used  to  predict  future  costs,  the  antici¬ 
pated  effects  of  economic  changes  be¬ 
tween  the  base  period  and  the  prediction 
period  must  be  considered.  Economic 
data  are  used  to  adjust  the  results  of  the 
regression  so  that  realistic  future  costs 
can  be  estimated.  Predictions  of  future 
economic  conditions,  particularly  long- 
range,  can  best  be  made  by  qualified 
economists.  Volume  2,  DCAAP  7641.74, 
provides  information  on  the  forecasting 
services  purchased  by  DCAA,  including 
the  list  of  the  indexes  readily  available  to 
all  auditors  through  the  DCAA’s  Elec¬ 
tronic  Bulletin  Board  System. 

E-208  Other  Considerations  in  Using 
Regression  Analysis 

a.  Changes  in  facilities,  production 
methods,  and  accounting  procedures  gen¬ 
erally  limit  the  period  of  time  over  which 
consistent  cost  data  can  be  obtained 
without  extensive  adjustments.  Accord¬ 
ingly,  the  historical  data  included  in  a 
regression  analysis  should  normally  cover 
this  entire  period.  In  addition,  the  use  of 


quarterly  or  monthly  data  in  performing 
regression  analyses  is  usually  favored 
over  the  use  of  annual  data,  in  order  to 
provide  more  plot  points.  The  auditor’s 
selection  of  an  appropriate  period  for  the 
development  of  historical  cost  data  will, 
however,  be  governed  to  some  extent  by 
the  contractor’s  operations  and  account¬ 
ing  methods.  It  may  be  necessary  to  use 
annual  data  if  extensive  adjustments  to 
quarterly  or  monthly  data  would  be  re¬ 
quired  to  compensate  for  accruals  and 
seasonal  fluctuations  in  activity  or  costs. 
When  periods  of  a  month  or  less  are  used, 
it  may  be  necessary  to  adjust  the  data  for 
the  number  of  working  days  or  hours,  as 
discussed  in  E-309. 

b.  It  is  usually  necessary  to  purify 
historical  costs  and  bases  to  some  extent. 
Adjustments  for  economic  factors  are 
described  in  E-207.  Other  adjustments 
may  be  required  to  eliminate  unusual  or 
nonrecurring  costs  (e.g.,  costs  incurred 
during  interruptions  in  normal  activity 
because  of  strikes,  floods,  or  fires),  to 
compensate  for  accounting  system 
changes,  and  to  effect  transfers  of  costs 
recorded  in  a  period  to  which  they  do  not 
apply. 

c.  It  is  essential  that  the  equation  used 
in  a  regression  analysis  represent  the 
relationship  between  the  variables. 
When,  for  example,  the  auditor  uses  the 
equation  y  =  a  +  bx,  he  or  she  must  first 
establish  that  a  straight  line  best  de¬ 
scribes  the  relationship  between  the  two 
variables.  This  step  will  require  a  scruti¬ 
ny  of  the  scatter  diagram,  consideration 
of  how  changes  in  the  x  variable  can 
logically  be  expected  to  influence  the 
value  of  the  y  variable,  and  determina¬ 
tion  if  a  logical  meaning  can  be  ascribed 
to  each  of  the  a  and  b  coefficients. 

d.  Sometimes  the  sign  of  a  coefficient 
obtained  from  regression  analysis  is  the 
opposite  from  that  which  could  logically 
be  expected.  For  example,  in  using  the 
equation  y  =  a  +  bx  to  evaluate  the 
relationship  between  direct  labor  x  and 
overhead  y,  it  would  normally  be  expect¬ 
ed  that  both  the  a  and  b  coefficients 
would  be  positive.  A  negative  value  for  b 
would  indicate  that  increases  in  direct 
labor  are  accompanied  by  decreases  in 
overhead.  More  commonly,  a  negative 
value  of  a  would  indicate  a  negative 
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amount  of  fixed  overhead.  Under  these 
conditions  the  auditor  should  reexamine 
the  logic  of  the  association  between  the 
variables  and  determine  that  the  equa¬ 
tion  used  expresses  a  valid  relationship 
between  the  x  and  y  values.  He  should 
also  satisfy  himself  as  to  the  acceptability 
of  the  basic  data  used  in  the  correlation. 
In  some  instances  it  may  be  found  that 
the  data  require  further  purification  as 
described  in  paragraph  b.  When  the  data 
appear  to  be  correct  but  result  in  an 
illogical  negative  a  value,  consideration 
should  be  given  to  forecasting  the  value 
of  y  by  some  other  method,  such  as  the 
average  or  most  recent  ratio  of  the  y 
values  to  the  x  values. 

e.  In  the  application  of  statistical  meth¬ 
ods  to  regression  analysis,  there  is  a 
fundamental  assumption  that  the  dis¬ 
tance  of  each  y  value  from  the  underlying 
regression  line  is  independent  of  the 
other  y  values.  If  the  y  plot  points  are,  for 
example,  moving  averages  or  cumulative 
averages,  this  assumption  is  not  met. 
Consequently,  a  value  of  r^  obtained  in 
fitting  a  least-squares  line  to  such  data 
has  little  or  no  meaning  and  cannot  be 
tested  for  significance  as  described  in  E- 
205.2. 

f.  The  auditor  should  be  aware  of  the 
significance  of  a  “run  of  points”  in  the 
data.  A  run  consisting  of  a  long  series  of 
points  which  are  all  above  or  below  the 
regression  line  may  occur  when  the  his¬ 
torical  data  are  arranged  chronologically 
or  in  order  of  increasing  values  of  the 
independent  variable.  The  existence  of 
such  runs  may  indicate  that  (1)  some 
factor  not  considered  in  the  regression 
equation  is  influencing  the  dependent 
variable,  (2)  the  equation  being  used  in 
the  analysis  does  not  truly  represent  the 
underlying  relationship  between  the  vari¬ 
ables,  and/or  (3)  the  data  do  not  satisfy 


the  assumption  of  independence  cited  in 
paragraph  e.  Suppose,  for  example,  that 
all  of  the  earlier  values  of  the  dependent 
variable  are  below  the  regression  line  and 
all  of  the  later  values  are  above  the  line. 
This  condition  indicates  that  a  general 
rise  in  price  levels,  or  some  other  factor 
not  considered  in  the  regression  equa¬ 
tion,  may  have  caused  the  dependent 
variable  to  increase  over  the  period  o*' 
time  covered  by  the  analysis.  As  an 
example  of  the  second  condition,  suppose 
that  all  of  the  small  and  large  values  of 
the  independent  variable  are  below  the 
straight  line  of  best  fit,  while  those  for 
intermediate  values  are  above  the  line. 
This  condition  could  indicate  the  exis¬ 
tence  of  a  curvilinear  relationship  be¬ 
tween  the  two  variables. 

g.  Predictions  made  from  a  regression 
equation  will  be  most  reliable  (precise) 
when  the  independent  variable  values  are 
close  to  their  average  values  in  the  data. 
In  the  case  of  simple  linear  regression,  for 
example,  the  regression  line  passes 
through  the  point  corresponding  to  the 
average  observed  values  of  the  x  and  y 
variables.  Small  errors  in  the  slope  of  the 
line,  caused  by  random  fluctuations  in 
the  data,  can  result  in  large  errors  in 
predicted  values  far  away  from  this  point. 
When  the  predicted  values  of  the  inde¬ 
pendent  variable(s)  are  outside  the  range 
of  the  historical  data,  particular  care 
must  be  exercised.  A  regression  equation 
which  does  not  represent  the  true  under¬ 
lying  relationship  between  the  variables 
can  provide  a  reasonably  good  fit  to 
historical  data  within  a  limited  range,  but 
grossly  erroneous  predictions  outside  that 
range.  This  caveat  is  appropriate  when  an 
a  factor  outside  the  range  is  being  ana¬ 
lyzed  in  terms  of  representing  fixed  ex¬ 
penses. 
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E-300  Section  3  —  Time  Series  Charts 


E-301  Introduction 

This  section  presents  a  discussion  of 
the  use  of  time  series  analysis  in  the 
evaluation  of  contract  costs. 

E-302  Definition  and  Concept 

a.  Data  which  are  collected  and  classi¬ 
fied  by  successive  time  intervals  so  as  to 
reflect  changes  occurring  with  the  passage 
of  time  form  what  is  generally  called  a 
“time  series.”  The  graph  of  a  time  series 
is  in  effect  a  scatter  diagram  in  which  the 
independent  variable  has  been  replaced 
by  a  time  element,  such  as  years,  months, 
or  weeks.  An  illustration  of  indirect  labor 
plotted  as  a  time  series  is  given  in  Figure 
E-3-1.  As  shown  on  the  chart,  successive 
plotted  points  are  usually  connected  by  a 
series  of  straight  lines  to  show  more 
clearly  the  variations  in  the  data.  This 
usually  is  not  done  in  a  scatter  diagram 
because  the  plotted  points  are  seldom  in 
chronological  order.  A  type  of  situation 
in  which  it  would  be  informative  to  join 
the  points  is  discussed  in  E- 104.5. 

b.  The  graphs  of  few  time  series  ap¬ 
proximate  straight  lines,  a  few  others 
look  like  rough  curves,  but  the  majority 
give  the  impression  of  a  series  of  hills  and 
valleys.  For  this  reason,  time  series  analy¬ 
sis  is  used  to  bring  some  order  into  the 
irregular  pattern  and  seemingly  erratic 
appearance  of  a  time  series.  A  variety  of 
circumstances  and  conditions  acting  si¬ 
multaneously  and  with  their  effects  su¬ 
perimposed  give  the  time  series  its  irregu¬ 
lar  appearance.  It  is  customary  to  divide 
the  fluctuations  of  a  time  series  into  the 
following  four  general  classifications:  (1) 
chance  and  unusual  variations,  (2)  secu¬ 
lar  or  long-term  industry  and  company 
trends,  (3)  seasonal  variations,  and  (4) 
business  or  economic  cycles. 

E-303  Chance  and  Unusual 
Variations 

Chance  and  unusual  variations  of  time 
series  are  those  changes  which,  being 
caused  by  unusual  events  such  as  strikes, 
floods,  and  fires,  do  not  follow  the  nor¬ 


mal  pattern  of  business  operations.  To 
the  extent  that  variations  are  caused  by 
chance,  there  is  little  that  can  be  done  to 
predict  the  behavior  of  the  time  series. 
However,  changes  in  time  series  which 
are  due  to  unusual  events  may  be  corre¬ 
lated  with  the  events,  simply  by  inspect¬ 
ing  the  data.  The  primary  reason  for  the 
discovery  and  isolation  of  fluctuations 
due  to  rare  events  is  that  adjustment  can 
subsequently  be  made  for  these  varia¬ 
tions  in  the  investigation  of  secular 
trends  and  seasonal  patterns. 

E-304  Secular  Trends 

The  term  “secular  trend”  is  used  in  this 
appendix  for  any  long  term  industry  or 
company  trend  as  distinguished  from 
long  term  variations  in  the  business  data 
caused  by  the  business  or  economic  cycle. 

a.  Secular  trends  depict  the  gradual  and 
consistent  pattern  of  long  term  changes  in 
the  business  operations.  Whether  a  long 
term  trend  is  secular  or  a  phase  of  a 
longer  term  economic  cycle  is  often  diffi¬ 
cult  to  determine;  generally,  however,  it 
will  represent  a  combination  of  both.  It  is 
for  this  reason  that,  as  long  as  the  data 
are  comparable,  it  is  advisable  to  have 
data  covering  as  long  a  period  of  time  as 
practicable. 

b.  In  simple  analyses  and  evaluations 
of  time  series,  secular  trends  are  usually 
thought  of  as  straight  lines  fitted  to  the 
series  indicating  the  gradual  growth  or 
decline  of  the  variable.  For  example,  if 
wage  rates  increase  from  year  to  year,  we 
say  there  is  an  upward  trend.  Time  series 
trends  are  usually  shown  as  straight  lines 
on  regular  or  semi-logarithmic  graph  pa¬ 
per.  As  explained  in  E-203  and  illustrated 
in  Figure  E-3-4,  a  straight  line  on  semi- 
logarithmic  graph  paper  represents  an 
exponential  curve.  This  type  of  curve  is 
applicable  to  a  variable  which  tends  to 
increase  or  decrease  by  a  fixed  percentage 
from  one  period  to  the  next.  Few  time 
series  are  actually  of  such  a  simple  nature 
that  they  closely  follow  a  straight  line 
when  plotted  on  either  regular  or  semi- 
logarithmic  graph  paper.  For  example, 
national  indexes  of  wage  and  price  levels 
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generally  have  not  closely  followed  either 
a  simple  linear  or  exponential  curve.  For 
reasons  of  simplicity,  straight  line  trends 
are  the  most  commonly  used  and  this 
discussion,  also  for  simplicity,  will  be 
limited  to  their  use.  Nevertheless, 
straight  lines  should  be  used  only  if  they 


reasonably  represent  the  trend  for  the 
desired  period.  When  a  straight  line  does 
not  reasonably  approximate  the  trend, 
the  analysis  requirements  for  cost  audit¬ 
ing  purposes  can  usually  be  met  by  draw¬ 
ing  a  moving  average  line  as  described  in 
E-307. 


FIGURE  E-3-1 

NUMBER  CF  INDIRECT  EMPLOYEES  BY  CXIARTERS 


NUMBER  OF 
EkPLOYEES 


c.  As  in  the  case  of  a  scatter  diagram,  a  is  by  the  method  of  least-squares  de- 
convenient  means  for  obtaining  an  objec-  scribed  in  E-202.  An  illustration  of  the 
tively  fitted  trend  line  to  time  series  data  computation  of  such  a  trend  line  using 
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the  microcomputer  quantitative  methods 
software  package,  E-Z-Quant,  is  given  in 
E-3 1 1 .  This  approach  is  useful  in  study¬ 
ing  the  behavior  of  historical  data  when 
there  is  a  reasonable  degree  of  correlation 
between  the  passage  of  time  and  the 
growth  of  or  decline  of  a  variable.  Such 
correlation  is  only  likely  to  prevail  if 
there  are  few  changes  in  the  general 
direction  of  the  slope  and  if  the  approxi¬ 
mate  trend,  when  plotted  on  arithmetic 
paper,  is  a  straight  line.  However,  busi¬ 
ness  data  tend  to  result  from  the  synthe¬ 
sis  of  many  variable  factors  whose  effects 
cannot  be  isolated  or  measured,  so  that 
there  is  a  high  degree  of  variability  in  the 
resultant  data.  This  variability  may  make 
the  use  of  the  mathematical  precision  of 
the  least-squares  line  rather  pointless  for 
the  analysis  of  time  series;  hence,  when 
only  a  rou^h  idea  of  the  trend  is  needed,  a 
freehand  line  based  solely  on  judgment 
and  sight  is  sufficiently  accurate.  Extreme 
caution  should  be  exercised  in  using 


Mo. 

Year 

Mo. 

Value 

1975 

Jan 

3,800 

Feb 

3,900 

Mar 

4,400 

Apr 

3,600 

May 

3,100 

Jun 

4,000 

Jul 

5,500 

Aug 

4,400 

Sep 

3,900 

Oct 

4,300 

Nov 

6,600 

Dec 

4,700 

(2)  In  the 

above  table 

the  six-month 

totals  and  the  corresponding  monthly 
averages  are  listed  at  the  midpoint  of 
each  averaging  period;  that  is  between 
March  and  April  and  between  September 
and  October.  The  monthly  values  from 
this  table  are  then  plotted  at  the  midpoint 
of  each  month;  and  the  two  averages 
(3,800  and  4,900)  are  plotted  at  the 
midpoints  of  each  six-month  period.  The 
line  drawn  through  these  two  points  is 
the  semi-average  trend  line. 


trend  lines  fitted  to  time  series  data  as  a 
forecasting  technique.  Use  and  limita¬ 
tions  of  such  trend  lines  for  forecasting 
purposes  are  discussed  in  E-3 10. 

d.  A  method,  the  precision  of  which 
lies  between  the  method  of  least-squares 
and  the  freehand  drawing  of  a  line,  is  that 
of  semi-averages.  This  method,  which 
also  may  be  applied  to  several  partial 
averages,  requires  the  following  steps:  (1) 
divide  the  data  into  two  or  more  parts; 
normally,  two  equal  parts  are  used;  but,  if 
it  would  be  more  appropriate,  especially 
if  a  very  long  time  period  is  used,  the 
data  can  be  divided  into  three  of  more 
parts,  (2)  calculate  the  individual  average 
(mean)  for  each  part  of  the  data,  (3)  plot 
these  averages  at  the  midpoints  of  each 
part  of  the  data,  and  (4)  extend  a  smooth 
line  through  the  points.  If  only  two  points 
are  plotted,  the  line  will  be  straight. 

(1)  To  illustrate  the  method  of  semi¬ 
averages,  consider  the  following  data: 


6-Mo.  Mo. 

Total  Avg. 

<  Plot  Point  22,800  3,800 

<  Plot  Point  29,400  4,900 


E-305  Seasonal  Variations 

a.  The  type  of  variation  in  a  time  series 
easiest  to  understand  is  the  seasonal 
variation,  which  consists  of  regularly  re¬ 
peating  patterns  of  moderate  or  short 
duration  in  the  contractor’s  operation. 
Although  the  name  of  this  type  of  varia¬ 
tion  implies  a  connection  with  the  sea¬ 
sons  of  the  year,  it  is  used  to  indicate  any 
kind  of  variation  which  is  periodic  in 
nature,  provided  it  is  also  of  short  dura¬ 
tion. 
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b.  While  as  a  rule,  it  is  easy  to  deter¬ 
mine  the  length  or  period  of  seasonal 
cycles,  the  description  of  their  character¬ 
istics  is  more  involved.  There  are  a 
number  of  techniques  for  describing 
them,  including  some  which  involve  rath¬ 
er  tedious  calculation.  A  relatively  simple 


method  of  measuring  seasonal  patterns, 
which  may  be  called  the  simple  average 
method,  consists  of  constructing  a  sea¬ 
sonal  index.  This  is  a  descriptive  measure 
that  compares,  by  a  series  of  ratios,  the 
value  of  each  month  with  the  overall 
monthly  average  for  the  entire  period. 


SEASONAL  INDEX  OF  DIRECT  LABOR 


HOURS 

Direct 

Year 

Month 

Labor  Hours 

Seasonal  Index 

1974 

Jul 

38,414 

88 

Aug 

38,610 

89 

Sep 

45,203 

104 

Oct 

36,734 

84 

Nov 

31,368 

72 

Dec 

41,415 

95 

1975 

Jan 

55,556 

127 

Feb 

44,158 

101 

Mar 

34,545 

79 

Apr 

41,214 

95 

May 

68,252 

157 

Jun 

47,460 

109 

Total 

522,929 

Monthly  Average 

(522,929  - 

12) 

43,577 

The  seasonal  index  is  computed  by  divid¬ 
ing  the  labor  hours  for  the  month  by  the 
monthly  average  labor  hours  and  multi¬ 
plying  by  100.  For  example,  the  seasonal 
index  for  the  month  of  July  is  computed 
as  follows: 

X  100  =  88.15 

43,577 

rounded  to  88  in  the  table. 

c.  The  principal  use  of  the  seasonal 
index  in  contract  auditing  is  in  the  evalu¬ 
ation  of  the  relative  level  of  an  estimate 
for  an  interim  period.  To  illustrate  this 
use,  assume  that  the  seasonal  labor  hour 
index  for  the  month  of  May  is  157,  as 
shown  in  the  above  table,  and  that  this 
value  is  considered  typical.  This  would 
mean  that  based  on  the  seasonal  pattern 
the  number  of  labor  hours  for  May  could 
be  expected  to  be  approximately  157%  of 


the  monthly  average.  If  the  total  for  the 
year  were  estimated  at  600,000,  the  aver¬ 
age  monthly  estimated  hours  would  be 
50,000  (600,000  12)  and  the  estimated 

hours  for  May  would  be  78,500  (50,000  X 
157%). 

E-306  Business  Economic  Cycle 

a.  Generally  speaking,  the  economic 
cycle  consists  of  those  up  and  down 
movements  of  a  time  series  which  extend 
over  long  periods  of  time  and  originate 
from  and  are  associated  with  general 
economic  conditions  such  as  prosperity, 
inflation,  and  depression.  That  is,  the 
economic  cycle  for  a  particular  business 
would  be  those  variations  in  a  time  series 
for  that  business  which  would  remain  if 
the  trend,  the  seasonal  variation,  and  the 
chance  or  unusual  fluctuations  were  elim¬ 
inated. 
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b.  The  general  business  economic  cycle 
may  be  analyzed  into  a  number  of  differ¬ 
ent  types  of  cycles  associated  with  vari¬ 
ous  theories  which  endeavor  to  explain 
their  occurrence.  However,  since  most 
cost  evaluations  for  contract  auditing 
purposes  cover  relatively  short  periods  of 
time,  it  is  not  usually  feasible  to  apply  the 
refined  techniques  necessary  to  isolate 
the  business  economic  cycle. 

E-307  The  Moving  Average 

E-307.1  Description 

When  the  time  series  trend  is  not  a 
straight  line  and  when  in  evaluating  costs 
the  only  interest  is  in  the  general  move¬ 
ment  of  the  series,  it  is  customary  to 
study  the  behavior  of  the  series  by  means 
of  a  so-called  “moving  average.”  A  mov¬ 
ing  average  time  series  is  an  artificially 
constructed  series  composed  of  overlap¬ 
ping  averages  in  which  the  value  for  each 
period  is  replaced  by  the  average  (mean) 
value  for  two  or  more  adjacent  periods. 
In  computing  the  second  and  subsequent 
averages,  the  earliest  value  of  the  preced¬ 
ing  computation  is  dropped  and  the  next 
new  value  in  point  of  time  is  picked  up  to 
yield  the  new  overlapping  average.  In 
constructing  a  graph  of  a  moving  average 
time  series  each  average  value  is  plotted 
at  the  midpoint  of  its  respective  averag¬ 
ing  period.  The  moving  average  has  the 
effect  of  smoothing  the  minor  fluctua¬ 
tions  in  a  time  series.  In  fact,  a  perfectly 
regular,  periodic  pattern  can  be  eliminat¬ 
ed  from  the  series  by  the  use  of  the 
appropriate  moving  average.  The  moving 
average  method,  however,  will  yield  a 
smooth  trend  only  if  the  variations  to  be 
eliminated  are  essentially  stable  in  both 
duration  and  amplitude  and  if  the  trend 
is  basically  linear.  By  averaging  the  ef¬ 
fects  of  the  seasonal  and  other  short  term 
variations,  the  resultant  average  line  will 


primarily  express  the  approximate  gener¬ 
al  trend  of  the  longer  term  variations. 

E-307.2  Construction 

a.  The  first  step  in  the  construction  of  a 
moving  average  time  series  is  the  selec¬ 
tion  of  the  proper  averaging  period.  As  a 
general  rule,  it  should  correspond  to  the 
average  length  of  the  cycle  of  the  varia¬ 
tions  to  be  eliminated.  If  a  shorter  period 
is  selected,  then  influences  pertinent  to 
the  average  but  occurring  before  or  after 
the  averaging  period  will  be  disregarded 
and,  as  a  result,  part  of  the  cycle  will 
remain  in  the  moving  average.  On  the 
other  hand,  if  the  period  is  too  long, 
occurrences  which  in  point  of  time  are 
not  pertinent  to  the  average  will  be 
included  in  its  computation. 

b.  The  computation  of  the  moving 
average  is  illustrated  in  the  following 
table;  a  graph  showing  both  the  monthly 
and  moving  average  data  is  given  in 
Figure  E-3-2.  For  ease  and  clarity  of 
presentation,  an  averaging  period  of 
three  months  was  selected  and  data  for 
only  one  year  has  been  shown.  The 
moving  total,  column  4,  was  computed 
by  first  adding  the  values  for  the  first 
three  months  and  entering  the  amount 
opposite  the  midpoint  of  the  period,  the 
second  month.  Next  a  similar  total  is 
computed  by  adding  the  values  for  the 
second,  third,  and  fourth  months,  and 
entering  the  total  after  the  third  month. 
At  each  subsequent  shift  of  the  moving 
total  a  new  total  is  computed  dropping 
the  earliest  of  the  months  previously  used 
and  substituting  the  value  for  the  next 
succeeding  month.  The  final  total  (for 
February,  March,  and  April  1975)  is 
entered  opposite  March  1975.  The  mov¬ 
ing  average  values,  column  5,  are  com¬ 
puted  by  dividing  the  moving  total  by  the 
number  of  terms  in  the  average  period;  in 
this  case,  three. 
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Year 

1974 


1975 


COMPUTATION  OF  A  THREE-MONTH 
MOVING  AVERAGE  FOR  FIGURE  E-3-2 


Three- 

Three- 

Month 

Month 

Monthly 

Moving 

Moving 

Month 

Values 

Total 

Average 

May 

5 

Jun 

10 

27 

9 

Jul 

12 

30 

10 

Aug 

8 

33 

11 

Sep 

13 

36 

12 

Oct 

15 

33 

11 

Nov 

5 

33 

11 

Dec 

13 

39 

13 

Jan 

21 

45 

15 

Feb 

11 

42 

14 

Mar 

10 

39 

13 

Apr 

18 

E-307.3  General 

a.  As  shown  above  and  in  Figure  E-3-2, 
both  the  moving  total  and  moving  aver¬ 
age  are  entered  at  the  midpoint  of  the 
averaging  period.  The  reason  for  this  is 
that  an  actual  figure  or  a  calculated 
figure,  referring  to  a  given  period  of  time, 
refers  equally  to  all  portions  of  that 
period;  and  it  is  usually  best  to  show  the 
figure  as  applicable  to  the  middle  of  the 
period.  A  yearly  figure  is  referenced  to 
the  middle  of  the  year,  July  first,  a 
monthly  figure  to  the  fifteenth  of  the 
month,  and  a  figure  applying  to  an  odd 
number  of  terms  (weeks,  months,  or 
years)  is  referenced  to  the  midpoint  of 
the  middle  period.  From  this  reasoning 
an  average  for  an  even  number  of  terms 
would  be  located  between  the  data  for  the 
two  middle  periods,  and  it  may  be  so 
shown.  However,  it  is  usually  desirable  to 
show  the  average  in  its  customary  posi¬ 
tion,  as  applying  to  the  middle  rather 
than  the  end  of  a  period;  this  requires  one 


more  computation  to  shift  the  average 
one  half  term.  It  may  be  accomplished  by 
adding  in  turn  each  two  successive  mov¬ 
ing  averages  and  dividing  by  two.  This 
latter  average  is  then  centered  at  the 
midpoint  of  the  combined  periods.  This 
process,  known  as  “centering  the  moving 
average,”  is  applicable  to  any  situation 
where  the  moving  average  period  in¬ 
cludes  an  even  number  of  terms. 

b.  While  the  moving  average  will  indi¬ 
cate  the  general  direction  and  extent  of  a 
trend,  it  will  closely  portray  only  a  linear 
trend.  When  the  basic  trend  is  curviline¬ 
ar,  the  moving  average  line  will  follow  a 
path  which  is  inside  the  curve  of  data 
points.  In  effect,  in  a  curvilinear  situation 
the  moving  average  values  do  not  reflect 
the  full  swing  of  the  trend  variation,  but 
tend  to  somewhat  reduce  it.  Another 
limitation  on  the  use  of  moving  averages 
is  that  they  cannot  be  computed  for  time 
periods  nearer  to  the  end  of  the  series 
than  approximately  one-half  of  the  aver¬ 
aging  period. 
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FIGURE  E-3-2 

THREE-MONTH  MOVING  AVERAGE 


E-308  Adjustment  of  Data 

It  is  essential  that  the  data  be  compara¬ 
ble  item  by  item  throughout  the  analysis 
period.  Because  this  is  not  always  true  of 
the  raw  data,  it  is  frequently  necessa^  to 
adjust  the  figures  before  an  analysis  is 
undertaken.  Two  common  types  of  ad¬ 
justments  are  discussed  below; 

a.  Adjusting  for  Changes  in  Classifica¬ 
tion  Methods. 

Since  the  methods  of  classifying  and 
apportioning  costs  may  be  changed  from 


time  to  time,  the  contents  of  the  accounts 
to  be  analyzed  may  also  change  during 
the  analysis  period.  Occasionally,  these 
changes  are  not  significant  to  the  analysis 
and  may  be  disregarded.  This,  however, 
is  not  usually  true;  and,  to  the  extent  that 
the  changes  are  significant,  the  data  accu¬ 
mulated  before  the  change  are  not  com¬ 
parable  to  the  data  accumulated  after  the 
change.  For  evaluation  of  estimates,  the 
contract  auditor  is  interested  in  the  anal¬ 
ysis  of  only  that  data  which  were  devel¬ 
oped  under  current  procedures.  If  a  sig¬ 
nificant  change  in  procedures  is  made, 
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the  auditor  would  have  a  choice  of  using 
a  shorter  analysis  period,  or  adjusting  the 
data  to  place  it  on  a  comparable  basis, 
preferably  adjusting  the  first  part  of  the 
data.  Adjustment  of  the  data  is  the  better 
method  if  the  analysis  period  is  relatively 
short.  In  this  case,  any  further  shortening 
of  the  period  to  avoid  adjustment  of  the 
data  could  result  in  a  period  so  short  that 
the  full  pattern  of  the  variations  might 
not  be  reflected. 

b.  Adjusting  for  Periods  of  Various 
Length. 

(1)  Most  of  the  data  which  the  contract 
auditor  will  use  are  available  in  monthly, 
weekly,  or  daily  forms;  and  the  auditor 
must  recognize  that  the  work  month, 
work  week,  and  even  the  work  day  are 
variable  units  of  time.  The  shortest 
month  is  about  10%  less  than  the  longest; 
and  the  variation  may  be  even  greater  if 
holidays  are  taken  into  consideration. 
The  work  week  may  vary  from  one  to 
seven  days;  and  the  work  day  may  vary 
from  a  few  hours  to  one  containing 
considerable  overtime  or  to  one  com¬ 
posed  of  three  eight-hour  shifts.  The 
solution  to  the  problem,  usually,  is  to  put 
the  data  on  a  “per  standard  working  day” 
basis  by  dividing  the  total  for  each  period 
by  the  approximate  number  of  standard 
working  days  or  hours.  When  there  is 
considerable  overtime,  more  than  one 
shift,  or  an  abnormally  low  work  load, 
the  reduced  efficiency  of  these  abnormal 
operations  could  also  affect  the  compara¬ 
bility  of  the  data,  depending  on  the 
purpose  of  the  analysis.  For  example,  if 
the  object  of  the  analysis  is  to  determine 
the  normal  costs  for  the  operation  of  a 
production  center  at  normal  levels  of 
production,  reduction  of  the  data  to  a 
standard  working  day  basis  without  rec¬ 
ognition  of  the  extra  costs  due  to  the 
lowered  efficiency  of  extended  operations 
could  distort  the  results  of  the  analysis. 

(2)  The  adjustment  for  the  number  of 
working  days  is  necessary  for  any  series, 
like  that  of  monthly  production  and  cost 
totals,  where  each  individual  working  day 
means  a  more  or  less  proportionate  in¬ 
crease  in  the  data  values.  There  are, 
however,  two  kinds  of  data  which  do  not 
require  adjustment  to  a  working  day  or 
similar  basis:  those  involving  values  as  of 
certain  dates  and  those  stated  as  aver¬ 


ages.  For  example,  figures  showing  the 
number  of  workers  in  departments  are 
usually  based  on  the  number  on  the 
payroll  on  a  certain  day  of  the  month; 
and  inventory  quantities  and  values  are 
also  stated  as  of  a  specific  day.  On  the 
other  hand,  monthly  average  labor  rates, 
and  percentages,  and  index  numbers  are 
obviously  values  which  do  not  depend  in 
any  systematic  way  on  the  length  of  the 
period  to  which  they  are  applied. 

E-309  Length  of  the  Analysis  Period 

a.  The  length  of  the  selected  analysis 
period  can  greatly  affect  the  outcome  of  a 
trend  analysis.  Although  no  simple  rules 
can  be  given  for  determining  the  proper 
length,  the  period  normally  should  be 
sufficiently  long  to  reflect  the  full  pattern 
of  changes  that  may  be  pertinent  to  the 
purpose  of  the  review.  When  this  is  not 
possible  and  a  trend  analysis  is  prepared 
on  the  basis  of  a  few  observations,  the 
auditor  should  bear  in  mind  the  resulting 
limitations. 

b.  In  selecting  the  period  for  fitting  a 
trend  line  to  cyclical  data,  the  series 
should  normally  start  and  end  in  about 
the  same  phase  of  the  cycle.  For  example, 
if  it  is  to  end  during  a  period  of  high 
costs,  then  it  normally  should  also  start 
during  a  period  of  high  costs.  If  it  starts 
and  ends  at  different  points  in  the  cycle, 
then  the  slope  of  the  trend  line  is  apt  to 
be  steeper  or  more  shallow  than  condi¬ 
tions  warrant.  On  the  other  hand, 
changes  that  suddenly  reverse  a  trend  are 
not  uncommon;  and,  if  there  is  a  distinct 
or  abrupt  change  in  the  series,  it  is 
usually  best  to  break  the  series  into  two 
parts  and  fit  separate  trend  lines. 

E-310  Interpretation  and  Use 

The  time  series  chart  and  trend  lines 
have  been  used  for  a  number  of  years  in 
analyzing  costs  and  in  preparing  cost 
estimates.  While  in  most  instances  these 
devices  and  techniques  have  been  proper¬ 
ly  and  successfully  used,  a  number  of 
cases  reflect  a  lack  of  understanding  of 
the  purpose,  nature,  and  limitations  of 
time  series  analysis  in  the  evaluation  and 
estimation  of  costs.  Much  of  the  misuse 
appears  to  stem  from  a  confusion  of  the 
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devices  and  methods  of  time  series  analy¬ 
sis  with  those  of  correlation  analysis. 
Because  of  the  similarity  between  these 
two  techniques,  the  problems  involved  in 
the  interpretation  and  use  of  a  time  series 
from  the  contract  auditing  standpoint 
can  probably  be  best  visualized  in  con¬ 
trast  with  those  of  correlation  analysis. 

E-310.1  Comparison  of  Concepts 

a.  In  the  evaluation  of  contract  costs 
and  cost  estimates,  it  is  frequently  impor¬ 
tant  to  know  and  to  measure  the  interre¬ 
lationships  between  the  various  costs  and 
cost  factors;  to  know  whether,  with  what 
probability,  and  under  what  conditions  a 
change  in  one  cost  factor  will  be  accom¬ 
panied  by  a  change  in  another  cost  factor. 
These  facts  about  the  cost  factors  can 
only  be  determined  by  studying  their 
interrelationships  independently  of  all 
other  factors,  including  that  of  time.  The 
discovery  and  measurement  of  these  in¬ 
terrelationships,  without  reference  to  the 
sequence  of  the  events  in  which  these 
relationships  occur,  is  the  objective  of 
correlation  analysis. 

b.  Although  few  occurrences  in  busi¬ 
ness  are  functions  of  time,  the  amount  of 
cost  that  will  be  incurred  in  any  opera¬ 
tion  is  directly  dependent  on  the  nature 
and  extent  of  the  contractor’s  facilities 
and  the  skill  and  experience  of  its  work¬ 
ers.  These  capabilities  are  dynamic;  they 
are  constantly  changing  and  expanding 
with  time  as  new  facilities  are  acquired 
and  experience  is  gained.  Any  evaluation 
of  incurred  or  forecast  costs  must  take 
into  consideration  this  changing  pattern 
of  capability;  therefore,  any  analysis  of 
changes  in  costs  or  cost  factors  must  also 
t  ke  their  sequential  relationship  into 
atvOunt.  This  is  the  function  of  time 
series  analysis;  to  discover,  analyze  by 
type,  and  depict  in  sequence  the  changing 
values  of  a  variable  during  a  selected 
period  of  time. 

c.  Correlation  analysis  and  time  senes 
analysis  are  supplemental,  not  alternative 
procedures.  For  example,  the  growth  and 
decline  of  indirect  expense  may  be  relat¬ 
ed  to  the  changes  in  the  direct  labor  by 
correlation  analysis,  but  their  relation¬ 
ship  can  be  fully  understood  only  if  the 
changes  in  these  variables  are  also  con¬ 
sidered  in  relationship  to  time.  A  time 


series  chart  displaying  the  costs  of  both 
direct  labor  and  indirect  expense  might 
be  used  for  this  latter  purpose;  and  these 
in  turn  could  be  correlated  to  the  changes 
in  plant  capacity,  such  as  the  use  of  extra 
shifts  and  extra  production  lines. 

d.  A  time  series  is  a  succession  of 
periodically  measured  values  from  a  se¬ 
quence  of  individual  events.  The  time 
series  line  which  joins  the  otherwise 
disconnected  points  serves  only  to  make 
fluctuations  in  the  measured  values  and 
their  sequential  relationship  more  readily 
apparent.  As  a  result,  the  segments  of  the 
line  between  the  data  points  have  no 
meaning  in  regard  to  intermediate  values. 
Changes  in  the  measured  values  during  a 
period  of  time  are  associated,  except  in  a 
few  instances,  with  the  changing  events 
and  not  with  the  passage  of  time  per  se. 
Consequently,  the  trend  line  of  a  time 
series  does  not  portray  a  mathematical 
relationship  whereby  the  value  of  one 
variable  may  be  computed  from  the 
known  or  assumed  value  of  another  vari¬ 
able.  Instead,  it  indicates  the  general 
direction  of  the  variable  values  during 
the  total  time  period  being  analyzed. 

E-3I0.2  Application 
a.  The  fact  that  the  trend  line  generally 
cannot  be  used  as  a  regression  line  does 
not  mean  that  it  cannot  be  used  in 
making  or  evaluating  cost  forecasts.  The 
trend  line  and  the  moving  average  line 
may  be  projected  into  the  immediate 
future  to  the  extent  that  the  future  values 
will  develop  in  a  predictable  manner  out 
of  the  current  operating  position.  Their 
usefulness,  however,  diminishes  rapidly 
the  farther  they  are  extended;  and.  if  this 
extension  is  carried  beyond  the  point 
where  influences  may  be  evaluated,  un¬ 
known  factors  intervene  so  that  the  con¬ 
nection  from  the  current  to  the  future 
operating  status  becomes  tenuous  and 
unclear.  The  extended  lines  then  lose 
their  value,  and  their  use  in  making  or 
evaluating  an  estimate  is  hazardous.  The 
validuy  of  using  the  extended  trend  line 
or  moving  average  line  in  connection 
with  cost  forecasts  is  closely  associated 
with  the  lead  time  of  production  and 
production  planning,  with  industrial  and 
economic  conditions,  and  on  the  fore¬ 
caster’s  or  evaluator’s  knowledge  and 
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understanding  of  the  cost  factors  which 
will  determine  the  trend  of  the  costs  from 
the  present  through  the  forecast  period. 

b.  The  time  series  readily  reveals  limits 
within  the  historical  operations,  such  as 
the  highest,  lowest,  and  normal  values.  If 
similar  factors  can  be  expected  to  operate 
in  the  future  these  limits  may  be  used  as  a 
guide  to  the  audit  evaluation  of  forecast¬ 
ed  values.  This  use  of  time  series  must  be 
based  entirely  upon  judgment.  The  coef¬ 
ficients  of  correlation  and  determination 
cannot  be  statistically  evaluated  as  de¬ 
scribed  in  E-205.2.  The  reason  for  this  is 
that  a  time  series  has  only  one  variable 
whose  values  are  sequentially  related  and 
not  two  (or  more)  variables  whose  values 
tend  to  be  related  to  one  another,  as  in  a 
correlation. 

c.  Arranging  data  in  the  form  of  a  time 
series  facilitates  comparisons  between 
data  occurring  at  different  points  in  time 
and  thereby  gives  meaning  to  observa¬ 
tions  that  otherwise  would  signify  virtu¬ 
ally  nothing.  For  example,  it  is  possible  to 
ascertain  whether  the  data  reveals  a  trend 
in  the  movement  of  the  values  or  whether 
their  occurrences  are  erratic.  If  there  is  a 
trend,  and  it  disappears  and  reoccurs 
over  a  period  of  time,  it  is  usually  indica¬ 
tive  of  a  cyclic  operation,  and  it  would  be 
desirable  to  determine  its  nature  and 
causes.  A  study  of  the  interrelationships 
implied  by  coincident  troughs  or  peaks 
for  several  cost  factors  should  lead  to  a 
better  understanding  of  the  effects  of 
changes  in  production  methods  and  poli¬ 
cies.  On  the  other  hand,  lead  time  is 
frequently  indicated  by  changes  in  one 
cost  factor  regularly  preceding  those  of 
another  factor.  This  fact  will  often  enable 
the  auditor  to  anticipate  changes  before 
they  appear  as  historical  data. 

E-311  Illustration  of  Computation  of 
the  Least-Squares  Line  for  a  Time 
Series 

a.  The  values  required  for  computation 
of  the  least-squares  line  for  a  time  series 
study  of  material  prices  are  given  in  .he 
following  table.  In  this  example,  a  manu¬ 
facturer  of  electronic  components  publ¬ 
ishes  quarterly  price  lists.  A  newly-devel¬ 
oped  component  first  appears  in  the  list 


at  $10  and  nine  quarters  later  has  de¬ 
clined  in  price  to  $4. 


Year 

Quarter 

Unit  Price 

1974 

1st 

$10.00 

1974 

2nd 

9.00 

1974 

3rd 

8.00 

1974 

4th 

7.00 

1975 

1st 

7.00 

1975 

2nd 

5.50 

1975 

3rd 

5.50 

1975 

4th 

4.50 

1976 

1st 

4.50 

1976 

2nd 

4.00 

b.  The  manual  method  described  in  E- 
202.2  could  be  used  to  fit  a  least-squares 
line  to  the  linear  equation  y  -  a  -b  bx. 
However,  price  levels  often  tend  to  follow 
an  exponential  equation  more  closely 
than  a  linear  equation.  The  use  of  the 
simple  regression  analysis  option  of  E-Z- 
Quant  has  the  advantage  of  enabling  the 
auditor  to  fit  both  equations  to  the  data 
in  the  same  session  or  computer  run.  An 
objective  determination  as  to  which 
equation  provides  the  beitcr  fit  can  be 
made  by  comparing  the  indexes  obtained 
for  curve  types  1  and  2.  Curve  type  1  fits 
the  linear  equation  v  -  a  f  bx  to  the  data, 
while  curve  type  2  fits  an  exponential 
curve  to  the  data.  Further  information  on 
the  characteristics  of  this  exponential 
equation  and  the  use  of  the  simple  regres¬ 
sion  analysis  option  of  E-Z-Quant  is 
presented  in  E-203c.  and  d. 

c.  In  preparing  input  to  the  program 
the  periods  may  simply  be  numbered  in 
sequence  beginning  with  one.  Figure  E-3- 
3  shows  how  the  data  scheduled  in  para¬ 
graph  a.  could  be  run  against  the  pro¬ 
ram.  Since  curve  type  2  produced  a 

igher  index  than  curve  type  I,  it  was 

used  to  obtain  an  estimate  of  the  price  of 
the  component  in  the  2nd  quarter  of 
1977.  A  $2.60  estimate  was  accomplished 
by  typing  “14”  in  response  to  the  com¬ 
puter  inquiry  for  “x”.  The  number  14 
was  used  because  the  price  list  for  the 
2nd  quarter  of  1977  will  be  the  14th  in 
the  series. 

E-312  Selection  of  Appropriate 
Graph  Paper  and  Scales 

a.  Ordinary  arithmetic  graph  papei  can 
be  used  by  the  auditor  for  the  cbnstruc- 
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tion  of  most  time  series  charts.  On  an 
arithmetic  scale,  equal  distances  repre¬ 
sent  equal  values  or  an  equal  number  of 
units.  Changes  in  the  values  or  numbers 
of  units,  therefore,  are  portrayed  propor¬ 
tionately.  The  units  of  value,  which  are 
represented  on  an  arithmetic  scale  by 
equal  distances,  constitute  an  arithmetic 
progression,  such  as  2,  4,  6,  8,  10,  where 
each  succeeding  value  is  obtained  by 
adding  the  same  quantity  to  the  preced¬ 
ing  amount.  Arithmetic  scales  usually 
start  with  zero,  though  for  convenience 
the  lower  portion  of  the  y  scale  is  some¬ 
times  not  shown.  This  technique  is  dis¬ 
cussed  further  in  E-312b.  In  many  in¬ 
stances,  however,  it  is  desirable  to  em¬ 
phasize  the  rate  of  change  rather  than  the 
amount  of  change.  This  can  be  accom¬ 
plished  by  using  semi-logarithmic  graph 
paper.  On  this  type  of  graph  paper,  equal 
distances  on  the  vertical  scale  represent 
equal  ratios,  and  an  exponential  equation 
appears  as  a  straight  line.  Figure  £-3-4 
shows  how  the  data  and  exponential 
equation  obtained  in  Figure  £-3-3  woind 
appear  on  semi-logarithmic  graph  paper. 

b.  A  proper  interpretation  of  the  rela¬ 
tionships  between  series  of  data,  as  dis¬ 
played  in  most  charts,  depends  on  the 
scales  selected  and  on  the  manner  in 
which  the  data  are  shown  on  the  chart.  A 
poor  choice  of  scales  or  a  poor  method  of 
displaying  the  data  can  distort  the  per¬ 
spective  of  the  diagram  and  unfavorably 
influence  its  interpretation.  Figures  £-3-5 
and  £-3-6  illustrate  the  use  of  arithmetic 
graph  paper  for  the  presentation  of  iden¬ 
tical  data  on  two  time  series  charts  with 


different  vertical  scales.  Although  the 
data  are  correctly  plotted  in  each  case, 
the  figures  create  an  entirely  different 
impression  as  to  the  severity  of  the 
fluctuations  and  the  overall  rate  of  in¬ 
crease.  The  selection  of  proper  scales  is 
dependent  on  the  auditor’s  objective  and 
on  the  things  he  or  she  wishes  to  empha¬ 
size  on  the  chart.  Figure  £-3-5  depicts  the 
fluctuations  in  the  data  in  relationship  to 
the  total  volume.  In  Figure  £-3-6,  these 
same  factors  are  displayed  without  regard 
to  the  total  volume,  thus  focusing  atten¬ 
tion  on  the  changes  themselves.  The 
expansion  of  the  vertical  scale  in  Figure 
£-3-6  as  compared  to  Figure  £-3-5,  with¬ 
out  a  corresponding  change  in  the  hori¬ 
zontal  scale,  emphasizes  the  severity  of 
the  changes  and  the  apparent  overall  rate 
of  increase.  Figure  £-3-6  also  illustrates 
the  use  of  a  partial  scale;  in  this  case  a 
portion  of  the  scale  between  0  and  300 
has  been  suppressed.  In  another  form  of 
the  partial  scale  the  zero  also  could  be 
suppressed;  for  instance,  the  vertical 
scale  in  Figure  £-3-6  could  have  been 
shown  with  either  200  or  300  on  the  base 
line.  The  presentation  in  Figure  £-3-6  is 
preferable  because  the  use  of  a  partial 
scale  is  clearl/  brought  to  the  reader’s 
attention  by  the  wavy  lines.  Partial  scales 
are  useful  when  the  values  to  be  dis¬ 
played  are  restricted  to  a  limited  range 
that  is  well  removed  from  the  lower 
portion  of  the  scale  and  when  the  rela¬ 
tionship  of  the  changes  to  the  total  vol¬ 
ume  is  not  important  and,  therefore,  does 
not  need  to  be  graphically  displayed. 
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Figure  E-3-3 

COMPUTATION  OF  THE  LEAST-SQUARES  LINE 
FOR  A  TIME  SERIES 


LEAST-SQUARES  CURVE  FIT 
Two- Variables  Regression  Results 


Value  of 

Value  of 

Comparison* 

Curve 

a 

b 

r-sq 

Assurance 

1.  Y=a+(b*X)  (linear) 

10.1333333 

-.66060606 

.960 

99.9+  % 

2.  Y=a+(b*X)  (exponential) 

10.9372261 

.90242709 

.979 

99.9+  % 

3.  Y=a*(X‘b)  (power) 

11.5057716 

-.40739559 

.904 

99.9+  % 

4.  Y=a+(b/X)  (hyperbolic) 

4.61902238 

6.4219802 

.761 

99.9  % 

*  Assurance  that  the  curve  is 

a  better  predictor  of  dependent  variable  (Y)  values 

than  is  the  average  value  of  Y. 

Number  of  data  points: 

10 

Average  value  of  the  dependent  variable  (Y): 

6.5 

COMPARISON  OF  ACTUAL  AND  CALCULATED  VALUES 

Curve  2.  Y=a*(b"X)  (exponential) 

Item  X 

Calculated 

Actual 

Pet.  Difference 

No.  (Indep) 

Y  at  X 

Y 

(Act.-Calc.)/Act. 

1  1 

9.87005 

10 

1.2 

2  2 

8.907 

9 

1 

3  3 

8.037918 

8 

-.4 

4  4 

7.253635 

7 

-3.6 

5  5 

6.545877 

7 

6.4 

6  6 

5.907177 

5.5 

-7.4 

7  7 

5.330796 

5.5 

3 

8  8 

4.810655 

4.5 

-6.9 

9  9 

4.341266 

4.5 

3.5 

10  10 

3.917676 

2 

PROJECTIONS 

Curve  2.  Y=a*(b*X)  (exponential) 


Calculated 

Y 


2.59822638510 


Percent 

Y  to  X  X 


18.559  14 


i 
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Figure  E-3-4 


FIGURE  £-3-1 
TIME  SERIES  CURVE 
PLOTTING  OF  CURVILINEAR  DATA 
ON  SEMI -LOGARITHMIC  GRAPH  PAPER 


X-SCALE-  YEARS  BY  QUARTERS 
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FIGURE  E-3-5 

TlfcC  SERIES  CHART -COMPLETE  VERTICAL  SCALE 
VARIATIONS  IN  VALUES  ARE  THEREBY  SHOWN  IN 
GRAPHICAL  RELATIONSHIP  TO  TOTAL  VOLUME 
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FI6URE  E-3-6 

TIME  SERIES  CHART-BROKEN  VERTICAL  SCALE 
FLUCTUATIONS  ARE  EMPHASIZED  AND  THEIR  RELATIONSHIP 
TO  TOTAL  VOLUME  IS  NOT  BRAPHICALLY  PORTRAYED 


c.  While  it  is  preferable  to  use  only  one 
scale  on  an  arithmetic  line  chait,  time 
series  presentations  frequently  pose  the 
problem  of  comparing  the  growth  or 
decline  of  values  in  two  series  of  data  that 
differ  in  magnitude  or  that  are  measured 
in  different  units.  When  close  compari¬ 
son  is  desired,  the  two  series  of  data  may 
be  displayed  on  one  chart  if  a  separate 
vertical  scale  is  used  for  each  series. 
Preferably,  one  scale  should  be  shown  on 
the  left-hand  and  the  other  on  the  right- 
hand  side  of  the  chart  (Figure  E-4-1  is  an 
example).  Since,  however,  it  is  difficult  to 
obtain  a  proper  visual  impression  from 


two  series  of  data  plotted  against  differ¬ 
ent  scales  on  the  same  graph,  consider¬ 
able  caution  must  be  exercised  in  the  use 
and  choice  of  multiple  scales.  The  two 
scales  should  be  so  related  that  the 
change  in  magnitude  on  one  scale  is 
proportionate  to  the  change  in  magnitude 
on  the  other  scale.  In  addition,  from  a 
logical  point  of  view,  each  series  of  data 
should  be  shown  in  its  relative  position  of 
magnitude;  that  is,  with  the  one  of  greater 
magnitude  shown  above  the  one  of  lower 
magnitude.  The  most  common  correct 
usage  of  multiple  scales  is  to  depict 
changes  that  occur  in  two  or  more  related 
variables  over  a  period  of  time. 
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E-400  Section  4  —  Audit  Applications  of  Graphic  and  Computational 

Techniques 


E-401  Introduction 

This  section  presents  illustrations  of 
the  application  of  graphic  and  computa¬ 
tional  analysis  to  specific  problems  of 
cost  evaluation  in  the  field  of  contract 
cost  auditing. 

E-402  Identification  of  Departures 
from  Historical  Cost  Patterns 

E-402. 1  General 

a.  Both  time  series  analysis  and  scatter 
diagrams  are  easily  used  and  especially 
helpful  devices  in  focusing  attention  on 
costs  which  deviate  from  historical  pat¬ 
terns.  Regression  analysis  can  also  be 
used  for  this  purpose.  Whether  or  not  a 
specific  historical  trend  may  be  applica¬ 
ble  to  a  current  situation  can  be  deter¬ 
mined  by  a  direct  comparison  of  past  and 
current  data.  The  auditor  should  be 
aware  of  the  cost  patterns  which  are 
normal  to  the  contractor’s  operation.  He 
should  look  for,  recognize  and  investigate 
significant  departures  from  normal  pat¬ 
terns.  Special  attention  should  be  given 
to  the  impact  of  any  significant  changes 
in  products  or  production  methods. 

b.  The  analyses  can  and  should  be 
subjective  since  the  auditor’s  goal  is  to 
identify  those  accounts  which  have  devi¬ 
ated  significantly  from  experienced 
trends  and  thus  deserve  a  more  detailed 
review.  If,  for  example,  there  are  signifi¬ 
cant  changes  in  overhead  expenses  or 
rates  or  in  direct  labor  costs  which  cannot 
be  explained  by  a  corresponding  change 
in  the  level  of  production,  the  auditor 
will  want  to  know  the  reason.  Such 
changes  may  signal  lack  of  management 
control  over  cost  levels  or  a  change  in 
accounting  procedures.  This  does  not 
mean  that  costs  falling  within  the  normal 
pattern  are  automatically  acceptable  and 
need  not  be  examined.  The  auditor 
should  review  individual  expenditures 
which  are  so  large  that  they  have  a 
material  impact  on  government  contract 
costs.  In  addition,  samples  of  items  in 
cost  categories  which  account  for  large 
proportions  of  the  costs  under  review 


should  be  examined.  Appendix  B  pro-  I 
vides  guidance  on  the  determination  of 
appropriate  sample  sizes  for  this  purpose. 

c.  By  pinpointing  costs  that  need  spe¬ 
cial  examination,  by  establishing  a  pat¬ 
tern  within  which  costs  may  be  consid¬ 
ered  generally  acceptable  and  subject  to 
only  a  minimum  examination,  and  by 
indicating  the  trend  of  these  costs  in 
relation  to  some  base  of  recognized  ac¬ 
ceptability,  graphic  and  computational 
analysis  techniques  provide  the  auditor 
with  an  additional  and  quickly  usable 
tool  for  determining  both  the  direction 
and  extent  of  required  audit  effort. 

E-402.2  Compilation  of  Data 

The  data  to  be  collected  can  be  updat¬ 
ed  on  a  monthly  or  quarterly  basis  from 
the  contractor’s  accounts  and  operating 
statements.  Contractors  frequently  pre¬ 
pare  graphs  and  analyses  to  identify  cost 
trends  and  departures  from  historical 
patterns  for  attention  by  management. 
The  auditor  should  attempt  to  identify 
and  gain  access  to  these  documents  in 
order  to  avoid  duplication  of  effort.  The 
following  is  a  listing  of  basic  variables, 
accounts  and  groups  of  accounts  that 
may  be  useful  for  analysis  purposes.  In 
addition  to  collecting  and  analyzing  cur¬ 
rent  data  for  such  variables,  valuable 
information  can  be  gained  from  tracking 
budgeted  or  forecasted  amounts. 

a.  Overhead  expenses,  by  pool,  in  total 
and  segregated  by  account  or  homoge¬ 
neous  groups  of  accounts,  such  as: 

(1)  Indirect  labor 

(2)  Employee  benefits  and  payroll 
taxes 

(3)  Repairs  and  maintenance 

(4)  Marketing 

(5)  Bid  and  proposal  expense 

(6)  Allocations 

(7)  Other  variable  overhead  expenses 

(8)  Fixed  expenses  (depreciation, 
rent,  etc.) 

b.  Overhead  base  for  each  pool. 

c.  Direct  costs  and  other  variables 
related  to  volume,  such  as: 
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(1)  Direct  material  dollars 

(2)  Direct  labor  dollars  and/or  hours 

(3)  Other  direct  charges  (tooling, 
travel,  etc.) 

(4)  Sales 

(5)  Cost  of  sales  or  cost  input 

(6)  Employees  hired 

(7)  Number  of  employees,  direct  and 
indirect 

(8)  Square  feet  of  plant  space 


E-402.3  Analyzing  the  Data 

Some  examples  of  the  types  of  graphs 
that  the  auditor  may  wish  to  consider  in 
identifying  departures  from  normal  cost 
patterns  follow.  The  more  points  of  data 
included  in  an  analysis,  the  more  useful 
the  analysis  will  be  for  identifying  devia¬ 
tions  from  historical  patterns. 

a.  Time-Series  Analysis. 

(1)  Overhead  rates  by  month.  Both  the 
actual  monthly  and  year-to-date  rates 
should  be  plotted  on  a  time-series  graph. 
The  current  estimating  rate  should  also 
be  plotted  for  comparison.  These  graphs 
will  enable  the  auditor  to  become  aware 
of  within-the-year  trends  and  evaluate 
whether  the  current  estimating  rate  is 
acceptable  for  the  remainder  of  the  year. 
If  rates  from  prior  years  are  also  plotted 
this  will  enable  the  auditor  to  identify 
months  which  deviate  from  experienced 
trends. 

(2)  Relationship  cr  estimated  amounts 
of  key  variables  tc  actual  amounts.  The 
objective  of  these  analyses  is  to  deter¬ 
mine  if  there  is  any  pattern  of  under-  or 
overestimation  by  the  contractor.  For 
example,  does  the  contractor  consistently 
underestimate  sales,  the  number  of  em¬ 
ployees,  or  the  amount  of  the  overhead 
base?  Does  the  contractor  overestimate 
certain  expenses  which  are  not  particular¬ 
ly  susceptible  to  audit  review?  Over  a 
period  of  time,  such  patterns,  if  they 
exist,  will  show  up  and  the  auditor  can 
consider  them  in  his  review  of  future 
estimating  rates.  The  analyses  can  be 
accomplished  by  plotting  the  estimates 
on  graphs  used  to  track  the  actual  data. 

b.  Scatter  Diagrams. 

( 1 )  Relationship  of  overhead  dollars  to 
the  base  of  allocation.  The  total  overhead 
dollars  are  plotted,  preferably  monthly  or 
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quarterly,  on  a  scatter  diagram  on  which 
overhead  dollars  are  scaled  on  the  y 
(vertical)  axis  and  the  base  is  scaled  on 
the  X  (horizontal)  axis.  This  type  of  graph 
can  also  be  used  to  compare  individual 
accounts  or  groups  of  accounts  with  the 
base.  Such  graphs  will  assist  the  auditor 
in  determining  when  overhead  costs  for  a 
period  are  out  of  pattern.  In  addition,  it 
will  give  the  auditor  some  insight  into 
whether  the  overhead  costs  are  depen¬ 
dent  on  the  base  of  allocation  or  whether 
they  are  controlled  by  other  factors. 

(2)  Relationship  of  overhead  expenses 
to  other  variables.  For  example,  scatter 
diagrams  relating  total  overhead  ex¬ 
penses  to  sales,  cost  of  sales,  or  direct 
labor  will  enable  the  auditor  to  evaluate 
whether  overhead  costs  are  increasing  or 
decreasing  consistently  with  changes  in 
business  volume.  A  scatter  diagram  relat¬ 
ing  indirect  labor  dollars,  hours  or  em¬ 
ployees  to  direct  labor  dollars,  hours  or 
employees  will  indicate  whether  indirect 
lauor  is  increasing  or  decreasing  dispro¬ 
portionately.  A  graph  relating  rent,  de¬ 
preciation  and/or  maintenance  expense 
to  floor  space  may  be  helpful  in  deter¬ 
mining  the  reasonableness  of  these  ex¬ 
penses.  A  graph  relating  the  expenses  of 
the  payroll  and/or  personnel  operations 
to  the  number  of  employees  is  helpful  in 
evaluating  the  reasonableness  of  the  ex¬ 
penses  of  these  operations.  Other  poten¬ 
tially  useful  graphs  are  the  relationship  of 
bid  and  proposal  expenses  to  sales,  cost 
of  sales,  cr  the  value  of  new  contracts;  the 
relationship  of  employee  benefit  costs  to 
the  total  labor  dollars;  the  relationship  of 
recruitment  and  personnel  costs  to  the 
number  of  employees  hired;  the  relation¬ 
ship  of  material  handling  costs  to  materi¬ 
al  costs;  and  the  relationship  of  allocated 
expenses  to  the  appropriate  allocation 
bases. 

c.  Regression  Analysis. 

(1)  Scatter  diagrams  are  adequate  to 
detect  significant  departures  from  histor¬ 
ical  relationships  between  two  variables. 
Consequently,  regression  analysis  should 
be  used  for  this  purpose  only  in  applica¬ 
tions  which  are  sufficiently  mechanized 
to  avoid  the  expenditure  of  excessive 
auditor  time.  Either  the  contractor’s 
computer  or  a  E-Z-Quant  can  be  used  for 
this  purpose.  Where  it  is  important  to 
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evaluate  the  reasonableness  of  a  cost  in 
terms  of  more  than  one  independent 
variable,  multiple  regression  will  be  re¬ 
quired. 

(2)  Regression  equations  developed 
from  historical  data  can  be  stored  in  a 
computer  file.  The  computer  can  then  be 
programmed  to  accept  current  monthly 
or  quarterly  data  on  the  actual  amounts 
of  the  dependent  and  printout  compari¬ 
sons  of  the  actual  amounts  of  the  depen¬ 
dent  variables  with  amounts  calculated 
from  the  equations.  The  following  varia¬ 
tions  on  this  basic  procedure  can  be 
incorporated  in  more  advanced  applica¬ 
tions: 

(a)  Instead  of  merely  storing  the  regres¬ 
sion  equations,  the  historical  data  can  be 
stored  and  the  regression  equations  auto¬ 
matically  recomputed  by  the  program  as 
new  data  becomes  available. 

(b)  Instead  of  inputting  current  data  on 
punched  cards  or  paper  tape,  the  data  can 
be  automatically  read  in  from  the  con¬ 
tractor’s  computer  files. 

(c)  Instead  of,  or  in  addition  to,  print¬ 
ing  out  all  actual  and  calculated  amounts 
of  each  dependent  variable,  the  computer 
can  be  programmed  to  identify  those 
which  deviate  significantly  from  histori¬ 
cal  patterns. 

E-403  Evaluation  of  Proposed 
Overhead  Costs 

a.  One  of  the  most  important  applica¬ 
tions  of  regression  analysis  is  an  analyti¬ 
cal  means  of  testing  the  reasonableness  of 
estimated  overhead  costs.  Overhead  rates 
vary  in  response  to  many  causes  but 
because  many  overhead  costs  are  fixed  or 
semi-fixed,  the  level  of  operations  is  one 
of  the  most  important  factors.  Overhead 
rates  generally  are  lowest  when  a  plant  is 
operating  at  capacity  and  increase  sub¬ 
stantially  when  production  levels  are  re¬ 
duced.  This  relationship  becomes  in¬ 
creasingly  significant  in  evaluating  bid 
proposals  for  large  contracts  which  will 
involve  production  over  extended  peri¬ 
ods  of  time.  In  these  cases  it  is  necessary 
to  predict  overhead  rates  many  years  in 
advance  on  the  basis  of  operating  levels 
projected  for  these  years. 

b.  The  simplest  way  of  using  regression 
analysis  to  evaluate  proposed  overhead 


costs  is  to  fit  a  least-squares  line  to  the 
historical  amounts  of  an  overhead  pool 
(the  dependent  variable)  and  the  base  of 
allocation  or  some  other  predictable  mea¬ 
sure  of  the  level  of  operations  (the  inde¬ 
pendent  variable).  An  example  is  present¬ 
ed  in  E-202.2  and  E-202.3.  This  proce¬ 
dure  assumes  that  the  overhead  pool 
consists  of  (1)  fixed  expenses  which  re¬ 
main  approximately  the  same  at  all  oper¬ 
ating  levels,  (2)  variable  expenses  which 
tend  to  be  directly  proportionate  to  the 
base  and  (3)  semi-fixed  expenses  which 
cannot  be  reduced  below  a  certain  level 
while  the  plant  is  in  operation,  and  which 
increase  above  this  level  in  proportion  to 
the  base.  The  value  obtained  for  the  a 
parameter  will  then  represent  the  average 
value  of  the  fixed  expense  plus  the  fixed 
portion  of  semi-fixed  expenses  during  the 
period  covered  by  the  historical  data.  The 
value  obtained  for  b  will  represent  the 
average  ratio  of  the  variable  expenses 
plus  the  variable  portion  of  the  semi¬ 
fixed  expenses  to  the  base.  Estimates  of 
the  a  and  b  parameters  can  also  be 
obtained  by  judgmentally  segregating 
fixed  and  variable  expenses  based  on  a 
review  of  each  account  in  the  overhead 
pool.  However,  many  overhead  accounts 
consist  of  semi-fixed  expenses  and  it  is 
difficult  to  judgmentally  determine  the 
amount  of  fixed  ano  'ariable  expense  in 
each  such  account.  Consequently,  regres¬ 
sion  analysis  may  be  an  easier  means  of 
estimating  the  total  amount  of  fixed  and 
variable  expenses  in  an  overhead  pool. 
For  reasons  discussed  in  E-208g,  caution 
should  be  exercised  in  the  use  of  the  a 
value  obtained  from  a  regression  analysis 
as  the  total  amount  of  fixed  expense. 
However,  in  many  contract  audit  applica¬ 
tions,  the  use  of  simple  linear  regression 
as  described  in  this  paragraph  has  been 
found  to  provide  sufficiently  accurate 
and  reliable  predictions  of  overhead 
costs.  The  following  paragraphs  describe 
refinements  to  this  basic  procedure  which 
may  be  needed  to  improve  predictions  of 
overhead.  The  extent  to  which  these 
refinements  are  appropriate  in  any  given 
audit  situation  depends  on  the  extent  to 
which  departures  from  the  assumptions 
cited  earlier  in  this  paragraph  can  be 
expected  to  affect  government  contract 
prices. 
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c.  If  the  variables  included  in  the 
regression  analysis  have  been  significant¬ 
ly  affected  by  changes  in  major  economic 
factors  (such  as  inflation  or  wage  levels), 
adjustments  of  the  type  described  in  E- 
207  will  be  required.  As  discussed  in  E- 
208a.  and  b.,  adjustments  may  also  be 
required  to  eliminate  unusual  or  nonre¬ 
curring  costs  and  to  compensate  for  ac¬ 
counting  system  changes. 

d.  Some  overhead  expenses  can  often 
be  predicted  more  accurately  by  methods 
other  than  regression  analysis.  For  exam¬ 
ple,  future  depreciation  expense  may  be 
obtained  from  depreciation  schedules  for 
existing  facilities  and  planned  acquisi¬ 
tions.  Likewise,  future  rental  expenses 
may  be  predicted  based  on  existing 
leases.  Acceptable  research  and  develop¬ 
ment  and  bid  and  proposal  expenses  may 
be  predictable  based  on  advance  agree¬ 
ments.  Changes  in  union  agreements, 
management  policies  and  payroll  tax  laws 
can  cause  significant  deviations  from 
past  patterns  of  employee  benefit  costs. 
Consequently,  it  may  be  necessary  to 
predict  employee  benefits  based  on  a 
judgmental  consideration  of  these  factors 
in  conjunction  with  anticipated  employ¬ 
ment  levels. 

e.  In  some  situations  management  may 
be  planning  to  institute  changes  which 
will  result  in  greater  operating  efficien¬ 
cies  and  lower  costs.  The  auditor  should 
adjust  projections  based  on  historical 
data  accordingly. 

f.  Some  overhead  expenses  may  vary  in 
response  to  a  factor  other  than  the  base  of 
allocation.  If  the  factor  is  predictable, 
better  forecasts  of  the  related  costs  may 
be  obtained  by  applying  regression  analy¬ 
sis  to  the  historical  amounts  of  these 
costs  and  the  factor.  In  some  cases  more 
than  one  factor  can  be  identified  as 
influencing  certain  expenses.  For  exam¬ 
ple,  maintenance  costs  may  vary  in  re¬ 
sponse  to  both  floor  space  and  direct 
labor.  Multiple  regression  analysis  should 
be  considered  as  a  means  of  forecasting 
such  expenses. 

g.  The  use  of  regression  analysis  as¬ 
sumes  that  overhead  costs  will  be  the 
same  in  the  future  as  the  past  except  for 
predictable  changes  in  the  independent 
variable(s).  If  a  change  in  the  basic  pat¬ 
tern  of  an  expense  is  anticipated,  regres- 
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sion  analysis  applied  to  historical  data 
will  obviously  not  provide  useful  results 
and  some  other  method  of  prediction 
should  be  employed.  When  significant 
changes  in  production  capacity  are 
planned,  it  generally  will  not  be  reason¬ 
able  to  assume  that  past  patterns  will 
continue.  However,  if  no  drastic  changes 
in  operating  methods  are  planned,  it  may 
be  possible  to  compensate  for  the  changes 
by  adjusting  the  amount  of  the  a  factor 
obtained  from  the  application  of  regres¬ 
sion  analysis  to  historical  data. 

h.  In  some  cases,  it  may  not  be  practi¬ 
cal  to  adjust  prior  data  to  compensate  for 
the  creation  of  new  overhead  pools  and 
transfers  of  functions  among  pools.  In 
such  cases,  the  application  of  regression 
analysis  to  the  combined  expenses  in  two 
or  more  pools  should  be  considered.  Of 
course,  when  this  is  done,  some  means  of 
breaking  out  predictions  of  overhead 
costs  among  pools  must  be  devised. 

E-404  Evaluation  of  Allocation  Bases 

a.  While  there  will  never  be  a  perfect 
correlation  between  any  overhead  pool 
and  any  available  base  of  allocation, 
some  bases  of  allocation  will  provide  a 
greater  degree  of  correlation  than  others. 
The  higher  the  correlation,  the  more 
likely  it  is  that  a  base  will  provide  an 
equitable  distribution  of  overhead.  One 
of  the  principal  arguments  that  can  be 
presented  to  support  an  audit  recommen¬ 
dation  for  a  change  in  a  contractor’s  base 
of  allocation  is  an  analysis  which  shows 
that  variations  in  the  overhead  pool  have 
historically  been  more  closely  related  to 
variations  in  the  base  recommended  by 
the  auditor  than  that  being  used  by  the 
contractor.  An  objective  evaluation  of 
the  relative  efficiency  of  alternative  bases 
of  allocation  can  be  obtained  by  compar¬ 
ing  the  coefficients  (indexes)  of  determi¬ 
nation  obtained  as  a  result  of  fitting  a 
least-squares  line  to  the  pool  and  each 
base.  A  discussion  of  such  comparisons  is 
presented  in  E-205.4.  In  order  to  main¬ 
tain  comparability  between  the  coeffi¬ 
cients,  data  for  the  same  periods  must  be 
included  in  each  analysis.  The  relation¬ 
ship  between  each  base  and  the  overhead 
pool  should  be  tested  over  a  sufficient 
period  of  time  to  establish  its  historic 
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stability.  Both  conditions  tending  to  pro¬ 
duce  stability  and  the  causes  of  any 
material  deviation  should  be  evaluated. 

b.  As  noted  in  E-403f.,  better  predic¬ 
tions  of  some  expenses  in  an  overhead 
pool  may  be  obtained  by  correlating  them 
with  some  factor  other  than  the  base  of 
allocation.  When  this  situation  is  encoun¬ 
tered,  consideration  should  be  given  to 
recommending  that  these  expenses  be 
included  in  a  separate  pool  for  allocation 
based  on  this  factor. 

E-405  Evaluation  of  Proposed  Labor 
Rates 

E-405. 1  General 

a.  In  recent  years  labor  rates  have 
generally  increased  from  one  period  to 
the  next.  However,  it  must  be  remem¬ 
bered  that  this  pattern  of  increase  applies 
only  to  individuals  with  the  same  qualifi¬ 
cations  doing  the  same  job.  In  analyzing 
labor  rates  projected  for  a  government 
contract,  the  auditor  must  be  sure  that 
the  types  of  employees  whose  wages  are 
being  projected  are  the  same  as  those  to 
be  assigned  to  the  contract.  It  would  not 
be  proper,  for  example,  to  project  engi¬ 
neering  department  labor  costs  based  on 
average  departmental  rates,  if  a  proposed 
contract  will  require  a  disproportionate 
amount  of  time  by  lower  paid  draftsmen. 
In  addition  to  the  category  of  work 
required,  the  auditor  must  consider 
changes  in  the  projected  level  of  produc¬ 
tion,  e.g.,  if  new  workers  are  to  be  hired, 
they  will  probably  start  at  wage  rates 
lower  than  the  current  average, 

b.  In  the  usual  application  of  regression 
analysis  to  the  prediction  of  labor  rates, 
average  historical  rates  are  first  adjusted 
to  eliminate  the  effect  of  changes  in  wage- 
related  economic  factors,  as  discussed  in 
E'207b.  The  adjusted  wage  rates  are  then 
correlated  with  the  plant  population  or 
the  number  of  labor  hours.  The  logic 
underlying  this  procedure  is  that  as  the 
number  of  employees  increases,  new  em¬ 
ployees  will  be  hired  at  rates  below  the 
plant  average,  thereby  reducing  the  aver¬ 
age  labor  rate.  Conversely,  when  the 
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plant  population  is  reduced,  the  employ¬ 
ees  with  the  least  seniority  and  experi¬ 
ence  will  be  released  first,  thereby  in¬ 
creasing  the  average  labor  rate.  This 
procedure  has  produced  excellent  results 
in  many  contract  audit  applications. 
However,  it  does  have  limitations.  It  is 
most  appropriate  when  the  historical 
data  included  in  the  regression  analysis  is 
relatively  recent,  so  that  the  auditor  can 
be  reasonably  sure  that  manufacturing 
techniques  and  conditions  have  not 
changed  substantially  during  the  period 
of  time  covered  by  the  data.  It  is  also  best 
when  the  projected  plant  population  falls 
within  or  close  to  the  range  of  population 
levels  included  in  the  data.  A  possible 
complication  is  that  although  a  plant’s 
population  may  vary  at  times,  average 
seniority  and  hence  labor  rates  may  tend 
to  rise  during  extended  periods  (say  sev¬ 
eral  years)  of  stable  plant  population. 
Under  such  circumstances,  an  evaluation 
based  on  estimates  of  the  number  of 
employees  to  be  hired  and  separated  and 
the  average  wage  rates  of  the  employees 
in  each  category  may  be  required.  In  any 
projection  of  labor  rates,  the  impact  of 
expected  changes  in  economic  factors 
and  employee  mix  must  be  considered 
along  with  the  impact  of  expected 
changes  in  the  number  of  employees. 

c.  Cautions  set  forth  in  E-310.1  in 
regard  to  limitations ^  time  series  analy¬ 
sis  are  pertinent  to  the  forecast  of  labor 
rates  using  multiple  regression  analysis. 
In  other  words,  wherever  time  is  not 
appropriate  as  an  independent  variable 
in  a  simple  regression  analysis,  it  is 
equally  not  appropriate  when  combined 
with  another  independent  variable  in  a 
multiple  regression  analysis. 

£-405.2  Illustration  of  the  Use  of 
Graphic  and  Computational  Analysis  in 
the  Evaluation  of  Labor  Rates 
a.  The  time  series  chart  in  Figure  E-4-1 
graphically  portrays  hypothetical  data  on 
the  number  and  average  hourly  rate  of  a 
contractor’s  direct  manufacturing  em¬ 
ployees  for  an  1 8-month  period  starting 
July  1,  1991  and  ending  December  31, 
1992.  The  data  are  shown  in  Table  E-4-1 . 
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Table  E-4-1 

TABLE  FOR  CURVES  A,  B,  AND  C 
Average  Monthly  Direct  Labor  Hourly  Rates 
and  Number  of  Direct  Workers 

July  1991  to  December  1992 


Month 

Average 

Hourly 

Labor 

Rate 

Cumulative 

Rate 

Increases 

Adjusted 

Hourly 

Labor 

Rate 

Number 

of 

Employees 

S 

$ 

(y) 

Jul 

6.76 

- 

6.76 

1,289 

Aug 

6.80 

6.80 

1,227 

Sep 

6.88 

- 

6.88 

1,143 

Oct 

7.15 

.26 

6.89 

1,128 

Nov 

7.20 

.26 

6.94 

1,053 

Dec 

7.22 

.26 

6.96 

1,022 

Jan 

7.60 

.71 

6.89 

1,117 

Feb 

7.52 

.71 

6.81 

1,244 

Mar 

739 

.71 

6.68 

1,419 

Apr 

7.56 

.90 

6.66 

1,532 

May 

7.50 

.90 

6.60 

1,564 

Jun 

7.48 

.90 

6.58 

1,617 

Jul 

7.76 

1.17 

6.59 

1,652 

Aug 

7.74 

1.17 

6.57 

1,682 

Sep 

7.78 

1.17 

6.61 

1,613 

Oct 

8.01 

1.39 

6.62 

1,568 

Nov 

8.05 

1.39 

6.66 

1,513 

Dec 

8.06 

1.39 

6.67 

1,452 

b.  Three  lines  and  two  scales  are  shown 
on  the  chart.  The  right-hand  scale  applies 
to  Curve  A,  which  indicates  the  number 
of  workers  employed  each  month,  while 
the  left-hand  scale  is  used  with  Curve  B, 
which  shows  the  average  direct  labor  rate 
per  hour  exclusive  of  premium  pay.  The 
dotted  line,  Curve  C,  represents  a  replot¬ 
ting  of  Curve  B  to  eliminate  the  effect  of 
general  pay  increases  granted  during  the 
period.  The  example  assumes  that  the 
union  contract  provides  for  quarterly 
cost-of-living  adjustments  to  wage  rates 
and  that  a  general  wage  increase  was 
negotiated  as  part  of  a  2-year  contract 
effective  in  January  1992.  These  pay 
increases,  the  effective  dates  of  which  are 
indicated  on  the  graph  by  arrows,  total 
Si. 39.  The  peak  month  of  employment 
occurred  in  August  1992  when  there  were 
1,682  workers.  The  cumulative  pay  in¬ 
creases  up  to  that  time  totaled  Si.  17. 
Adding  this  increase  to  the  July  1991 


starting  rate  of  $6.76  would  make  a 
prospective  average  rate  of  $7.93  ($6.76 
+  $  1 . 1 7)  as  of  August,  1 992.  The  average 
rate  excluding  overtime  at  that  time  was 
however,  only  $7.74.  The  decline  of  19 
cents  ($7.93  =  $7.74)  resulted  from  other 
causes,  primarily  the  increase  in  the 
number  of  direct  workers  from  1,289  in 
July  1991  to  1,682  in  August  1992. 
During  the  following  four  months  when 
the  number  of  workers  declined  to  1,452, 
the  trend  was  reversed  and  the  wage  rate 
increased  32  cents,  of  which  only  22  cents 
was  accounted  for  by  wage  increases.  A 
projection  line  has  been  constructed  indi¬ 
cating  an  expected  increase  in  the  average 
hourly  labor  cost  over  the  next  year  of  8 
cents  per  month.  This  represents  a  pro¬ 
jection  made  by  the  contractor  and  corre¬ 
sponds  to  the  average  experience  for  the 
last  18  months.  Two  defects  in  this 
projection  are  apparent:  (1)  the  projected 
rate  of  increase  reflects  the  general  wage 
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increase  granted  in  January,  1992  al-  (2)  it  gives  no  consideration  to  any  antici- 
though  only  cost-of-living  increases  are  pated  changes  in  the  number  of  direct 
provided  under  the  union  contract  during  employees, 
the  period  covered  by  the  projection  and 
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FIGURE 

AVERAGE  MONTHLY  DIRECT  LABOR 
RATES  AMO  NUMBER  OF 
DIRECT  WORKERS 
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c.  It  is  apparent  from  a  comparison  of 
curves  A  and  C  that  changes  in  the 
number  of  employees  have  had  an  impact 
on  hourly  rates.  However,  the  precise 
relationship  between  these  two  variables 
cannot  be  determined  from  the  graph. 
Figure  E-4-2  illustrates  the  use  of  the 
weighted  two-variable  regression  option 
of  E-Z-Quant  to  estimate  the  relationship 
between  the  number  of  employees  and 
the  average  labor  rate.  The  weighted 
regression  option  was  selected  over  the 
unweighted  option  because  each  observa¬ 
tion  is  to  be  weighted  proportionally  to 


the  number  of  workers.  Based  on  the 
analysis  in  Figure  E-i-2  it  is  concluded 
that  the  adjusted  labor  rate  tends  to 
follow  the  following  equation: 

Rate  =  $.<5.95763  -f  {1039.71/No.  of 
workers) 

d.  The  following  computation  illus¬ 
trates  how  the  foregoing  analysis  might 
be  used  in  the  evaluation  of  proposed 
direct  labor  costs.  It  is  assumed  that  the 
contract  will  be  performed  in  the  second, 
third  and  fourth  quarters  of  1993  with 
employment  reaching  peak  in  the  third 
quarter. 


Year  1993 


2nd  Qtr 

3rd  Qtr 

4th  Qtr 

Estimated  No.  of  employees 

1,500 

1,650 

1,450 

Estimated  average  rates  based  on  regression 
analysis  in  Figure  E-4-2  (base  Jul  1991) 

$6.65 

$6.59 

$6.67 

Estimated  cumulative  increases  since  Jul 

1991 

($1.39  in  4th  Qtr  1992,  plus  $.27,  $.30 
and  $.31  for  each  respective  Qtr  thereaf¬ 
ter) 

$1,66 

$1.96 

$2.27 

Estimated  hourly  labor  rate 

$8.31 

$8.55 

$8.94 

Estimated  direct  labor  hours  for  proposed 

62,000 

119,000 

31,500 

contract 

Estimated  total  direct  labor  cost  for  proposed  $515,220  $1,017,450  $281,610 
contract 


E-405.3  Alternative  Methods 

a.  In  the  preceding  example,  the  adjust¬ 
ment  of  historical  data  for  pay  increases 
was  simplified  by  the  fact  that  the  union 
contract  provided  for  uniform  increases 
for  all  workers.  If  the  increases  had  not 
been  uniform,  a  more  detailed  computa¬ 
tion  based  on  the  amount  of  the  raise 
granted  to  each  class  of  worker  and  the 
number  of  workers  in  each  class  would 
have  been  necessary.  When  the  number 
of  workers  in  each  class  is  not  readily 
available,  estimates  may  be  based  on 
samples  of  the  workers, 
b.  At  some  contractor  locations,  union 
pay  increases  are  granted  to  non-union 
workers.  In  such  cases,  the  union  agree¬ 
ment  can  be  used  to  adjust  the  rates  paid 


to  non-union  personnel.  Even  at  some 
plants  which  are  not  unionized,  manage¬ 
ment  grants  across-the-board  increases  to 
employees  to  compensate  for  changes  in 
economic  levels.  Adjustment  of  historical 
data  for  such  increases  can  be  accom¬ 
plished  in  the  same  manner  as  for  union 
increases. 

E-406  Other  Applications 

a.  An  application  of  graphic  and  com¬ 
putational  analysis  techniques  to  the 
evaluation  of  proposed  material  prices  is 
illustrated  in  E-312. 

b.  Correlation  techniques  may  also  be 
used  in  evaluating  standards,  such  as  (1) 
material  handling  costs,  (2)  scrap,  re- 
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work,  and  spoilage,  (3)  export  packaging 
costs,  and  (4)  field  service  warranty  or 
guarantee  expense.  As  indicated  in  Chap¬ 
ter  9,  contractors  frequently  use  loading 
factors  based  on  such  standards  in  devel¬ 
oping  cost  estimates.  Before  accepting 
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such  a  standard,  the  auditor  should  know 
(1)  the  relationship  between  the  costs 
included  in  the  standard  and  the  costs  to 
which  the  standard  is  applied  and  (2)  the 
causds  of  any  material  deviations  from 
this  relationship. 
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Figure  E-4-2 

CORRELATION  OF  HOURLY  LABOR  RATES 
AND  NUMBER  OF  EMPLOYEES 


WEIGHTED  LEAST-S9UARES  CURVEFIT 
Rate  Regression  Results 


Curve 

Value  of 
a 

Value  of 
b 

r-sq 

Comparison' 

Assurance 

1.  Y=a+(b*X)  (linear) 

7.54123702 

-.00058692 

.982 

99.9+  % 

2.  Y=a*(b"X)  (exponential) 

7.58839167 

.99991301 

.983 

99.9+  % 

3.  Y=a*(X'b)  (power) 

15.6946846 

-.11732849 

.990 

99.9+  % 

4.  Y=a+(b/X)  (hyperbolic) 

5.95220256 

1046.8882 

.990 

99.9+  % 

*  Assurance  that  the  curve  is  a  better  predictor  of  dependent 
than  is  the  average  value  of  Y. 

variable  (Y)  values 

Number  of  data  points:  18 

Average  value  of  the  dependent  variable  (Y):  6.71097 


COMPARISON  OF  ACTUAL  AND  CALCUALTED  VALUES 
Curve  4.  Y=a+{b/X)  (hyperbolic) 


X 

Calculated 

Actual 

Pet.  Difference 

Item  No. 

(Indep.) 

Y  at  X 

Y 

(Act.-Calc.)/Act. 

6 

1022 

6.976555 

6.96 

-.2 

5 

1053 

6.946398 

6.94 

0.0 

7 

1117 

6.889435 

6.89 

0.0 

4 

1128 

6.880295 

6.89 

.1 

3 

1143 

6.868115 

6.88 

.1 

2 

1227 

6.805412 

6.8 

0.0 

8 

1244 

6.793753 

6.81 

.2 

1 

1289 

6.764373 

6.76 

0.0 

9 

1419 

6.689968 

6.68 

-.1 

18 

1452 

6.6732 

6.67 

0.0 

17 

1513 

6.644131 

6.66 

.2 

10 

1532 

6.63555 

6.66 

.3 

11 

1564 

6.621569 

6.6 

-.3 

16 

1568 

6.619861 

6.62 

0.0 

15 

1613 

6.601234 

6.61 

.1 

12 

1617 

6.599629 

6.58 

-.3 

13 

1652 

6.585912 

6.59 

0.0 

14 

1682 

6.574609 

6.57 

0.0 

PROJECTIONS 

Curve  4.  Y=a+(b/X)  (hyperbolic) 

Calculated 

Calculated 

Base 

Rate  (Y) 

Total  (X*Y) 

(X) 

6.65012809467 

9975.19214200 

1500 

6.58668031937 

10868.0225270 

1650 

6.67419449220 

9677.58201369 

1450 
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F-000  IMPROVEMENT  CURVE  ANALYSIS  TECHNIQUES 
F-OOl  Scope  of  Appendix 

As  explained  later  in  this  appendix,  the  regular  and  constant  for  any  given  prod- 
improvement  (or  learning)  curve  is  a  uct.  By  stating  these  concepts  as  generali- 
generalization  of  the  concept  that,  within  zations,  a  valuable  technique  of  graphical 
certain  reasonable  limits,  the  knowledge,  and  computational  analysis  and  a  tool  for 
skills,  and  techniques  employed  in  the  evaluating  production  requirements  and 
production  of  a  product  will  improve  as  costs  has  been  made  available  to  produc- 
production  of  the  product  continues  tion  planners,  analysts,  and  contract  au- 
without  material  change  and  that  this  ditors.  This  appendix  discusses  the  meth- 
improvement  will  result  in  corresponding  ods  of  using  these  techniques  in  the 
reduction  in  the  time  and  material  re-  evaluation  of  contract  production  costs, 
quired  to  produce  the  product  and,  there-  The  principles  underlying  these  tech- 
fore,  in  the  cost  of  the  product.  The  niques  and  their  use  in  analyzing  costs 
generalization  also  postulates  that  the  arc  extensions  of  the  principles  discussed 
rate  of  improvement  will  be  relatively  in  Appendix  E. 

F-lOO  Section  1  —  The  Improvement  Curve  Theory 

F-101  Introduction  “improvement  curve”  is  derived  from 

the  fact  that  the  curve  reflects  this  de- 
This  section  discusses  the  improve-  crease.  Because  the  reduction  is  largely  a 
ment  curve  theory  including  its  concept,  result  of  increased  knowledge  and  skill, 
description,  and  characteristics.  the  curve  and  its  theory  are  sometimes 

referred  to  as  the  learning  curve,  the 
F-102  Concept  experience  curve,  or  the  progress  curve. 

b.  The  principles  of  a  gradual  reduction 
a.  The  improvement  curve  is  a  statisti-  'P  t:ost  of  a  product  as  produc- 

cal  device  used  in  predicting  production  tion  continues  has  long  been  accepted  but 
costs  and  as  an  aid  in  planning  and  the  use  of  the  improvement  curve  as  a 
controlling  production.  The  theory  of  the  management  and  auditing  tool  for  evalu- 
curve  assumes  a  predictable  correlation  ating  and  forecasting  costs,  and  for  plan- 
between  the  number  of  manhours  (or  the  "mg  ""d  controlling  production,  is  an 
labor,  material,  or  other  cost)  necessary  outgrowth  of  research  in  the  fields  of 
to  produce  a  particular  unit  or  a  particu-  defense  procurement  and  production 
lar  production  lot  of  units  and  the  num-  conducted  primarily  by  the  airframe  in- 
ber  of  such  units  or  lots  successively  dustry  and  the  government.  The  correla- 
produced.  The  term  is  also  applied  to  the  tion  of  production  quantities  and  direct 
line  graph  which  depicts  this  correlation  labor  requirements  for  the  production  of 
and  to  the  computational  procedures  for  airplanes  disclosed  for  the  firms  studied 
estimating  the  cost  or  man-hour  require-  that  as  production  of  a  particular  product 
ments  under  the  improvement  curve  continued  there  was  a  relatively  constant 
theory.  The  line  graph  and  improvement  percentage  reduction  in  the  labor  require- 
curve  theory  are  both  based  on  the  prin-  ments  for  doubled  quantities  of  produc- 
ciple  that  the  time  required  to  produce  tion.  For  example,  a  study  of  production 
(and,  therefore,  other  things  being  equal,  costs  incurred  by  various  airframe  con- 
the  cost  of  producing)  successive  quanli-  tractors  during  World  War  11  revealed 
ties  of  a  product  decreases  with  aduition-  that  the  average  rate  of  improvement 
al  experience  and  the  introduction  of  (that  is,  the  average  rate  of  reduction  in 
improved  methods  and  tools.  The  term  labor  requirements)  for  all  companies 
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studied  was  20%  between  successive  dou¬ 
bled  quantities.  In  other  words,  the  labor 
required  to  build  the  second  plane  was 
approximately  80%  of  that  required  to 
build  the  first;  the  labor  required  for  the 
fourth  plane  was  approximately  80%  of 
that  to  build  the  second;  the  labor  for  the 
eighth,  approximately  80%  of  that  for  the 
fourth;  and  so  on  for  each  successive 
doubling  of  production.  During  this  same 
period,  the  calculated  rate  of  improve¬ 
ment  for  individual  companies  in  the 
airframe  industry  varied  from  2%  to 
approximately  35%.  Expressed  in  anoth¬ 
er  manner,  the  cost  of  successive  doubled 
quantities  of  production  varied  from  98% 
to  65%  of  the  cost  of  the  preceding 
quantities.  The  improvement  curve  theo¬ 
ry  as  presently  used  by  the  industry  and 
the  government  assumes  this  basic  rela¬ 
tionship:  that  there  will  be  a  relatively 
constant  percentage  reduction  in  the  cost 
for  doubled  quantities  of  production. 
“Cost”  as  used  in  this  paragraph  and  in 
all  subsequent  references  to  the  cost- 
quantity  relationship  refers  to  a  cost  that 
may  be  expressed  in  terms  of  dollars  or 
where  appropriate,  in  terms  of  a  quantity 
such  as  labor-hours.  This  latter  method  of 
expressing  the  cost  of  a  product,  especial¬ 
ly  of  direct  labor,  is  frequently  preferred 
because  it  eliminates  the  effect  of  extra¬ 
neous  factors  such  as  changes  in  labor 
rates. 

c.  The  original  studies  and  applications 
of  the  improvement  curve  were  confined 
to  the  direct  labor  requirements  for 
building  airplanes,  but  subsequent  expe¬ 
rience  indicates  that  there  are  similar 
patterns  of  improvement  for  other  pro¬ 
duction  costs  (such  as  material  costs)  and 
in  other  industries,  especially  where  hand 
or  line  operations  are  involved.  Thus, 
today  the  improvement  curve  theory  may 
be  applied  in  the  audit  evaluation  of  costs 
and  cost  estimates  in  any  industry,  pro¬ 
vided  that  the  basic  assumption  of  a 
relatively  constant  rate  of  improvement 
can  be  shown  to  be  true  for  the  particular 
cost-quantity  relationships  being  studied. 
When  this  relationship  is  valid  for  any 
element  of  the  cost  of  producing  an  item, 
the  improvement  curve  pattern  experi¬ 
enced  in  the  production  of  the  item  in  the 
past  can  be  extended  to  obtain  predic¬ 
tions  of  the  costs  which  will  be  required 


to  produce  additional  units  in  the  future. 
A  further  assumption  relative  to  these 
elements  may  sometimes  be  made;  name¬ 
ly,  that  the  rate  of  improvement  experi¬ 
enced  by  a  particular  contractor  on  a 
prior  product  may  be  indicative  of  the 
rate  of  improvement  which  can  be  ex¬ 
pected  on  a  new  product  of  similar  size, 
complexity,  and  construction.  When  both 
of  these  assumptions  are  valid,  the  use  of 
the  improvement  curve  simplifies  the 
problem  of  evaluating  an  estimated  cost 
for  a  new  product  and  permits  a  more 
sound  evaluation  than  is  possible  without 
the  use  of  the  curve.  Without  the  im¬ 
provement  curve  technique,  the  auditor 
must  attempt  to  evaluate  directly  either 
the  total  cost  or  the  overall  average  cost 
for  the  entire  future  production.  This 
direct  evaluation  of  an  estimate  is  diffi¬ 
cult  if  the  estimate  covers  an  extended 
period  of  time  even  though  past  cost 
experience  is  available.  It  is  more  diffi¬ 
cult  for  a  new  product.  Where  the  im¬ 
provement  curve  assumptions  are  valid, 
however,  the  auditor  can  first  evaluate 
the  actual  or  estimated  initial  cost  of 
manufacture  and  from  this  information 
he  or  she  can  evaluate  both  the  expected 
total  and  the  average  costs  for  the  pro¬ 
duction  period  by  using  the  improvement 
curve  theory. 

d.  A  number  of  factors,  such  as  those 
listed  below,  contribute  toward  a  progres¬ 
sive  increase  in  efficiency  as  production 
of  a  given  product  continues  and  thus 
account  for  a  corresponding  and  progres¬ 
sive  decline  in  unit  costs.  Their  effect  on 
the  improvement  curve  is  discussed  more 
fully  in  F-106b. 

(1)  Job  familiarization  by  both  produc¬ 
tion  workers  and  supervisory  personnel. 

(2)  Changes  in  product  design  which  do 
not  materially  affect  the  product,  but 
result  in  increased  ease  and  speed  of 
production. 

(3)  Changes  in  tooling,  machinery,  and 
equipment  which  simplify  or  speed  up 
the  production  process. 

(4)  Improved  production  planning  and 
scheduling,  and  improvements  in  pro¬ 
duction  techniques  and  operational 
methods. 

(5)  Improvements  in  shop  organiza¬ 
tion,  and  in  engineering  coordination  and 
liaison. 
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(6)  Improvements  in  the  handling  and 
flow  of  materials,  and  in  the  materials 
and  parts  supply  systems,  with  an  atten¬ 
dant  reduction  in  lost  time. 

F-103  Description  of  the 
Improvement  Curve 

a.  Figure  F-1-1  is  an  illustration  of  an 
idealized  80%  improvement  curve  (a  20% 
rate  of  improvement)  plotted  on  arithme¬ 
tic  graph  paper  and  based  on  the  man¬ 
hour  data  contained  in  the  following 
table.  For  simplicity,  the  table  is  based  on 
the  assumption  that  the  first  unit  re¬ 
quired  100  person-hours  to  produce.  It 
will  be  observed  that  the  table  indicates  a 
constant  rate  of  reduction  of  20%  for 
each  doubling  of  the  unit  number;  the 
value  of  the  second  and  each  succeeding 
item  in  the  table  is  80%  of  the  value  of 
the  preceding  item.  The  curve  drawn 
through  the  plotted  points  in  Figure  F-1-1 
dramatically  reveals  this  reduction  in 
person-hours  as  succeeding  units  are  pro¬ 
duced.  At  first  it  dips  sharply  because  the 


amount  of  reduction  per  unit  is  large.  As 
production  continues  the  reduction  per 
unit  becomes  smaller,  and  the  line  begins 
to  slope  downward  more  gently  as  the 
distance  between  doubled  quantities  be¬ 
comes  progressively  larger.  Thus,  as  pro¬ 
duction  continues,  the  curve,  when  plot¬ 
ted  on  arithmetic  paper,  tends  to  ap¬ 
proach  the  horizontal  but  theoretically 
does  not  actually  become  horizontal. 

TABLE  FOR  FIGURES  F-1-1  and 
F-1-2 


Unit 

Unit 

No. 

Person-hours 

1 

100.00 

2 

80.00 

4 

64.00 

8 

.51.20 

16 

40.96 

32 

32.77 

64 

26.21 
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b.  An  improvement  curve  plotted  on 
arithmetic  paper  has  the  advantage  of 
displaying  the  pattern  of  costs  incurred  in 
normal  perspective.  This  is  particularly 
useful  in  assessing  the  effects  of  engineer¬ 
ing  changes  and  other  descriptions.  How¬ 
ever,  it  is  difficult  to  determine  from  a 
graph  drawn  on  arithmetic  paper  if  there 
is  a  constant  reduction  for  doubled  quan¬ 
tities;  and  it  is  difficult  to  measure  the 
rate  of  reduction.  Further,  as  each  unit  is 
represented  by  an  equal  distance,  a  graph 
showing  a  series  of  several  hundred  or 
several  thousand  units  would  be  exces¬ 
sively  long  and  impractical.  Construc¬ 
tion,  interpretation,  and  projection  of  a 
curve  on  arithmetic  paper  are  also  diffi¬ 
cult,  especially  for  the  portion  of  the 
curve  pertaining  to  early  production 
quantities  where  the  slope  of  the  curve 
changes  rapidly.  For  these  reasons  the 
improvement  curve  should  be  plotted  on 
full  logarithmic  scale  (log-log)  paper 
where,  as  will  be  shown  later,  the  curve 
becomes  a  straight  line. 

c.  On  an  arithmetic  scale  equal 
amounts  are  represented  by  equal  dis¬ 
tances  (Figure  F-1-1).  In  contrast,  on  a 
logarithmic  scale  the  distances  between 
doubled  amounts  are  equal  (Figure  F-I- 
2).  An  improvement  curve,  therefore, 
which  very  closely  follows  the  improve¬ 
ment  curve  theory  will  be  approximately 
a  straight  line  when  plotted  on  log-log 
paper;  a  fact  which  facilitates  interpreta¬ 
tion  and  projection  of  the  curve.  Figure 
F-1-2  illustrates  an  improvement  curve 
drawn  on  log-log  paper.  The  solid  portion 
of  the  curve  was  plotted  from  the  data 
previously  used  in  constructing  Figure  F- 
1-1.  A  projection  of  the  curve  through 
unit  500  is  shown  by  a  broken  line. 
Improvement  curves  of  60%,  70%,  80%, 
and  90%  drawn  on  log-log  paper;  are 
illustrated  in  Figure  F-1-3.  These  curves 
show  that  the  more  rapid  the  rate  of 
improvement,  the  steeper  the  curve;  and, 
conversely,  the  more  gradual  the  im¬ 
provement,  the  flatter  the  curve.  A  100% 
curve,,  indicating  no  improvement,  would 
be  horizontal.  Portions  of  a  curve  which 
slope  upward  indicate  a  loss  of  produc¬ 
tion  efficiency.  It  should  be  noted  that 
the  improvement  curve  is  referred  to  by 
the  complement  of  the  rate  of  improve¬ 
ment  and  not  by  the  rate  itself  A  60% 


improvement  curve,  therefore,  reflects  a 
40%  rate  of  improvement. 

d.  An  improvement  curve  can  be  ex¬ 
pressed  mathematically  as  well  as  graphi¬ 
cally.  The  basic  model  is  expressed  by  the 
equation: 


y  =  ax'’ 

where  y  is  the  man-hours  or  cost  to 
produce  the  xth  unit.  The  parameter  a 
represents  the  cost  of  the  first  unit  and 
the  parameter  b  indicates  the  rate  of 
improvement.  The  relationship  between 
b  and  the  improvement  curve  percentage 
(P)  is  expressed  by  the  following  equa¬ 
tions: 


P  =  100(2'’) 
and 

h  =  loR(P) -  IpRdOO) 


The  curve  shown  in  Figure  F-1-1  was 
plotted  from  the  equation 

y  =  100  X  -.321928 

The  value  of -.321928  for  b,  was  calcu¬ 
lated  as  follows: 


b  -  log(80)  -  log(lOO)  _ 

log(2) 


-.321928 


The  basic  improvement  curve  model  can 
also  be  expressed  by  the  following  equa¬ 
tion,  which  is  obtained  by  taking  the 
logarithms  of  both  sides  of  the  first 
equation, 

y  =  ax'’:  log(y  )  =  log(a)  +  b  log(A-) 

It  may  be  seen  that  this  equation  is  in  the 
same  basic  form  as  the  simple  linear 
regiession  equation  which,  as  discussed 
in  E-202.1,  may  be  represented  by  a 
straight  line  on  arithmetic  graph  paper. 
The  only  difference  is  that  the  logarithms 
of  y,  X,  and  a  replace  the  values  of  y,  x, 
and  a  in  the  simple  linear  model.  The 
effect  of  using  log-log  paper  is  to  convert 
the  values  of  x  and  y  to  the  logarithms  of 
x  and  y,  and  it  is  for  this  reason  that  the 
improvement  curve  model  becomes  a 
straight  line  when  plotted  on  log-log 
paper. 

e.  As  illustrated  in  the  above  discussion 
and  throughout  this  appendix,  the  im- 
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provement  curve  can  be  depicted  both 
graphically  and  mathematically.  Hence, 
projections  of  anticipated  performance 
can  be  attained  graphically  by  extending 
the  line  or  by  computation.  While  graph¬ 
ics  facilitate  analysis  and  presentation  in 


audit  reports,  and  are  encouraged  for 
these  purposes,  the  mathematical  ap¬ 
proach  provides  more  precise  estimates 
and  should  be  used  to  obtain  estimates 
presented  in  audit  opinions. 
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F-104  Fitting  an  Improvement  Curve 
to  Data 

a.  The  data  for  the  hypothetical  im¬ 
provement  curve  shown  in  Figure  F-1-2 
were  selected  to  follow  the  improvement 
curve  theory;  that  is,  the  values  were 
calculated  so  that  the  cost-quantity  rela¬ 
tionship  was  perfectly  linear  for  succes¬ 
sive  doubled  quantities.  As  a  result,  the 
graph  of  that  relationship  on  log-log 
paper  is  a  straight  line.  In  actual  practice, 
a  strictly  linear  relationship  is  seldom 
present;  instead,  the  pattern  is  usually 
somewhat  irregular.  As  a  result,  it  is 
generally  necessary  to  fit  a  line  to  the  data 
as  shown  in  Figure  F-1-4. 

b.  Before  fitting  a  line  to  the  data,  the 
auditor  must  determine  whether  or  not  a 
clear  trend  exists.  This  can  be  determined 
by  plotting  the  data  on  appropriate  giaph 
paper  and  reviewing  the  resultant  dia¬ 
grams.  If  the  improvement  curve  theory 
IS  to  be  applied,  the  data  pattern  plotted 
on  log-log  paper  should  be  approximately 
linear. 

c.  Frequently,  the  auditor  may  find 
that  improvement  curve  assumptions  are 
not  valid  in  particular  circumstances.  For 
example  the  rate  of  cost  reduction  may 
not  be  constant,  or  it  nay  be  constant 
only  for  relatively  short  periods.  In  cer¬ 
tain  operations,  unit  production  costs 
may  reach  a  plateau  where  they  may 
remain  unchanged  for  a  significant  peri¬ 
od  of  time  or  tend  to  vary  in  an  erratic 
manner.  Because  the  basic  assumptions 
of  the  curve  are  not  always  valid,  the 
auditor  cannot  assume  their  validity  in 
any  particular  situation;  to  do  so  may 
lead  to  invalid  conclusions. 

d.  When  the  preliminary  study  shows 
that  the  cost-quantity  relationships  are 
not  sufficiently  linear,  no  attempt  should 
be  made  to  apply  the  improvement  curve 
techniques  to  the  forecasting  of  costs. 
Instead,  the  auditor  should  use  other 
analytical  procedures  such  as  those  dis¬ 
cussed  in  Appendix  E.  There  are  excep¬ 
tions  to  this  general  prohibition.  Data 
patterns  that  are  otherwise  approximate¬ 
ly  linear  may  contain  significant  varia¬ 
tions.  For  example,  engineering  changes 
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often  result  in  such  variations,  or  the  data 
may  be  affected  by  breaks-in-production 
or  the  retention  of  learning  from  the 
manufacture  of  similar  items.  Methods  of 
treating  these  types  of  cost  fluctuations  as 
part  of  the  improvement  curve  theory  are 
discussed  in  F-600. 

e.  When  the  cost-quantity  relationships 
are  sufficiently  linear  on  a  logarithmic 
graph  to  permit  the  application  of  the 
learning  curve  theory,  an  improvement 
curve  can  be  fitted  to  the  plotted  data. 
The  preferred  and  widely  accepted  meth¬ 
od  of  fitting  an  improvement  curve  to 
data  is  the  least-squares  method  dis¬ 
cussed  in  Section  2,  Appendix  E.  Com¬ 
puter  software  prepared  for  the  purpose 
of  providing  least-squares  fits  of  im¬ 
provement  curves  to  data  are  described 
m  F-405. 

F-105  Characteristics  of  the 
Improvement  Curve 

In  comparing  rates  of  improvement 
experienced  by  various  contractors  in  the 
production  of  a  common  item,  it  may 
appear  that  a  contractor  operating  on  a 
70%  or  75%  curve  is  doing  a  better  job 
than  one  operating  on  a  90%  or  95% 
curve.  On  the  other  hand,  it  may  be 
contended  that  a  high  slope  rate  (a  low 
improvement  rate)  is  indicative  of  effec¬ 
tive  planning  and  efficient  operation 
while  a  low  percentage  curve  (a  high  rate 
of  improvement)  is  indicative  of  poor 
planning  and  inefficient  operation.  The 
total  contract  cost,  in  any  event,  is  the 
deciding  factor  in  judging  the  economy  of 
a  particular  operation.  Effective  planning 
and  efficient  operation  from  the  start  of  a 
production  cycle  tends  to  keep  costs  at  a 
relatively  low  level;  but  it  does  not  fol¬ 
low,  as  will  be  shown  later,  that  either  low 
initial  cost  or  operation  on  a  low  percent¬ 
age  curve  will  assure  the  lowest  cost. 
From  the  standpoint  of  the  improvement 
curve  theory,  three  factors  affect  the  total 
production  run  cost:  (1)  the  slope  of  the 
improvement  curve,  (2)  the  level  of  costs 
at  the  start  of  operations,  and  (3)  the 
length  of  the  production  run.  These  fac¬ 
tors  will  be  considered  in  the  paragraphs 
which  follow. 
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F-105.1  Slope 

a.  The  improvement  curve  slope,  ex¬ 
pressed  in  percentage  terms,  is  the  pri¬ 
mary  characteristic  by  which  a  curve  is 
identified.  As  previously  discussed,  it  is 
actually  the  complement  of  the  rate  of 
cost  reduction  that  occurs  as  production 
progresses.  It  is  also  the  ratio  (in  percent¬ 
age  terms)  of  the  unit  cost  of  any  given 
quantity  to  the  unit  cost  of  half  of  that 
same  quantity.  For  example,  the  slope  of 
the  curve  shown  in  Figure  F-1-2  can  be 
computed  from  the  curve  data  given  in  F- 
103a.  Using  the  hours  for  units  32  and  16 
(32.77  and  40.97),  the  slope  would  be 

32.77/40.97  or  80% 

b.  The  slope  of  an  improvement  curve 
also  can  be  determined  by  graphical 
methods.  The  simp'est  of  these  methods 
involves  the  use  of  a  protractor.  The 
protractor  is  placed  with  its  straight  edge 
on  a  vertical  line  and  the  center  of  the 
straight  edge  on  the  intersection  of  the 
vertical  line  with  the  trend  line.  The 
angle  between  the  two  lines  is  measured 
in  a  counterclockwise  direction  from  the 
vertical  line  to  the  trend  line.  The  reading 
in  degrees  is  divided  by  .9  to  obtain  the 
slope  percentage.  If  a  protractor  is  not 
available,  another  graphic  method  can  be 
used.  A  line  is  first  drawn  parallel  to  the 
trend  line  and  in  such  a  position,  either 
above  or  below  the  trend  line,  that  it 
intersects  the  left-hand  vertical  (y)  axis 
(the  unit  number  one  line)  at  the  start  of 
a  vertical  cycle  (point  A  in  Figure  F-1-5). 
The  units  of  the  vertical  scale  may  be 
read  as  percentages  with  100%  at  the  end 
of  the  cycle  where  the  parallel  line  inter¬ 
sects  the  scale  (point  A).  The  percentage 
value  of  the  point  at  which  the  parallel 
line  intersects  the  vertical  axis  for  unit 
two  (point  B)  will  be  the  slope  of  the 
curve  (80%  in  the  example).  There  are 
two  methods  by  which  the  parallel  line 
may  be  constructed:  (1)  by  measurement, 
or  (2)  by  use  of  a  triangle  and  straight 
edge. 

(1)  To  construct  the  parallel  line  by 
measurement,  the  trend  line  first  should 
be  extended,  if  necessary,  to  intersect  the 
left-hand  axis  (point  B  in  Figure  F-1-6). 
The  distance  from  this  point  to  the  start 
of  the  next  vertical  cycle  (point  A)  is 
measured,  and  this  distance  (1  inch  in  the 
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illustration)  is  laid  out  vertically  from 
any  second  point  on  the  trend  line;  in 
Figure  F-1-6  this  was  arbitrarily  done  at 
unit  10  (point  C).  A  straight  line  is  then 
drawn  from  the  point  thus  determined 
(point  D)  to  the  start  of  the  vertical  cycle 
(point  A);  this  line  is  parallel  to  the 
improvement  curve  trend  line,  and  the 
percentage  value  of  the  point  where  it 
crosses  the  unit  two  line  indicates  the 
slope  of  the  curve. 

(2)  To  draw  the  parallel  line  using  a 
triangle  and  a  straight  edge,  the  triangle  is 
placed  on  the  graph  with  one  edge  (called 
the  leading  edge)  lying  along  the  trend 
line  (position  1,  Figure  F-1-7).  The 
straight  edge  is  placed  against  the  left- 
hand  edge  of  the  triangle;  and  the  triangle 
is  then  moved  to  the  left  alon^  the 
straight  edge  until  its  leading  edge  inter¬ 
sects  the  vertical  axis  at  the  start  of  a 
cycle  (position  2).  The  parallel  line  is 
then  drawn  through  this  point  along  the 
leading  edge  of  the  triangle  (points  x  and 
y).  The  curve  is  thus  determined  to  be  a 
76%  curve  (point  y). 

c.  The  degree  of  precision  attainable  by 
these  methods  is  directly  dependent  on 
the  skill  and  care  exercised  by  the  estima¬ 
tor,  especially  in  constructing  the  curves 
and  in  reading  values  from  the  curves. 
For  example,  a  small  variation  in  placing 
a  point  or  a  line,  or  in  reading  a  value 
from  a  trend  line  may  have  little  signifi¬ 
cance,  numerically,  at  the  lower  end  of 
the  logarithmic  scale.  At  the  upper  end  of 
the  scale,  however,  the  same  physical 
amount  of  variation  can  have  a  signifi¬ 
cant  effect  even  though  the  relative  de¬ 
gree  of  error  would  be  the  same.  This  is 
evident  from  the  fact  that  the  distances 
between  the  values  2  and  4,  200  and  400, 
and  2,000  and  4,000  are  equal  on  a 
logarithmic  scale.  Thus,  a  deviation  that 
may  appear  small  may  represent  a  sizable 
variation  in  the  upper  end  of  the  scale; 
even  the  width  of  a  pencil  line  may  make 
a  material  difference. 

d.  By  using  the  above  techniques  in  a 
reverse  manner,  the  estimated  cost  of  any 
subsequent  unit  or  group  of  units  may  be 
computed  (1)  from  the  slope  of  the  im¬ 
provement  curvv.  and  the  known  or  esti¬ 
mated  cost  of  any  unit  or  lot  of  produc¬ 
tion,  or  (2)  from  the  costs  of  any  two 
units  from  the  same  production  run. 
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(1)  The  validity  of  this  procedure  will 
be  directly  dependent  on  the  validity  of 
the  under'.,  ing  assumptions  and  the  skill 
of  the  estimator.  The  cost-quantity  rela¬ 
tionships,  both  and  in  the  future,  must 
warrant  the  use  of  the  improvement 
curve  technique;  and  the  assumed  im¬ 
provement  curve  rate  must  be  valid  for 
both  the  known  cost  and  for  the  produc¬ 
tion  throughout  the  forecast  period.  The 
auditor  should  assess  the  validity  of  these 
assumptions  before  applying  this  tech¬ 
nique  or  before  accepting  any  estimates 
based  on  its  use. 

(2)  The  technique  of  using  the  cost  of  a 
single  unit  or  lot  and  the  slope  of  the 
improvement  curve  as  a  base  for  estimat¬ 
ing  future  costs  is  frequently  used  in 
pricing  new  or  modified  products.  In 
these  cases,  the  cost  used  may  be  the 
estimated  cost  of  the  first  unit  or  lot  and 
the  improvement  curve  rate  may  be  the 
average  for  the  plant  or  for  comparable 
previous  production.  In  addition  to  com¬ 
putation  by  graphical  means,  the  cost  for 
doubled  quantities  could  be  computed  by 
multiplication  in  the  same  manner  that 
the  table  for  Figure  F-1-1  (F-103a.)  was 
computed.  The  costs,  however,  usually 
will  be  computed  by  use  of  improvement 
curve  tables  or  improvement  curve  soft¬ 
ware,  as  discussed  in  section  4. 

F-105.2  The  Vertical  Position  of  the 
Improvement  Curve  and  Length  of  the 
Production  Run 

For  convenience,  these  two  factors  are 
discussed  under  one  heading, 

a.  The  commonly  used  index  of  the 
cost  level  or  vertical  position  of  the  curve 
is  the  value  assigned  to  the  point  where 
the  improvement  curve  crosses  the  verti¬ 
cal  (y)  axis,  the  actual  or  calculated 
theoretical  cost  of  the  number  one  unit. 
In  Figure  F-1-8,  the  first  or  irregular 
portion  of  the  solid  line  connects  the  first 
three  plotted  points  of  a  typical  set  of 
improvement  curve  data.  The  straight 
portion  of  the  line  portrays  the  trend  for 
units  4  through  80.  The  broken  line 
extends  this  trend  line  backward  to  inter¬ 
sect  the  vertical  axis  at  the  190  man-hour 
point.  This  number,  the  index  of  the 
vertical  position  of  the  curve,  is  referred 
to  as  the  computed  or  theoretical  value  of 
the  number  one  unit  because  it  is  the 


amount  that  the  number  one  unit  would 
have  cost  had  the  subsequent  cost-quanti¬ 
ty  relationship  existed  from  the  start  of 
production.  In  practice,  the  computed  or 
theoretical  cost  of  the  number  one  unit 
often  differs  materially  from  the  actual 
cost  of  the  unit  when  a  constant  rate  of 
improvement  does  not  develop  immedi¬ 
ately.  In  the  example  in  Figure  F-1-8,  this 
constant  rate  of  improvement  begins  only 
with  the  fourth  unit.  Many  factors  can 
cause  this  difference  and  at  times,  as 
when  the  early  production  is  performed 
in  the  pilot  shop,  two  distinct  curves  may 
be  apparent;  for  example,  a  steep  one  for 
the  pilot  shop  production  and  a  more 
shallow  one  for  production  in  the  regular 
shop. 

b.  The  length  of  the  production  run 
(that  is,  the  number  of  units  or  produc¬ 
tion  lo'.s  of  a  particular  product  to  be 
successively  produced)  frequently  must 
be  considered  as  a  fixed  factor  in  the 
evaluation  of  cost  estimates  for  a  particu¬ 
lar  contract,  if  production  is  to  be  con¬ 
fined  to  the  requirements  of  that  con¬ 
tract.  However  when  there  will  be  pro¬ 
duction  for  several  contracts,  government 
or  commercial,  for  the  same  or  relatively 
the  same  product,  evaluation  must  be 
made  on  the  basis  of  the  total  production 
requirements. 

c.  As  illustrated  by  curves  A  and  B  in 
Figure  F-1-9,  all  curves  which  have  the 
same  slope  are  parallel.  It  follows,  that 
for  curves  of  the  same  slope,  the  one 
occupying  the  lowest  position  with  refer¬ 
ence  to  the  vertical  axis  will  yield  the 
lowest  total  cost  for  any  given  quantity  of 
production.  The  same  general  prediction 
may  be  made  if  the  curves,  though  not 
parallel,  are  so  positioned  that  they  can¬ 
not  cioss  (curves  C  and  D)  or  will  not 
cross  within  the  production  period  for  a 
particular  quantity  of  product  (curves  E 
and  F,  projection  period  No.  1).  How¬ 
ever,  if  production  were  continued  for 
curves  E  and  F,  they  would  eventually 
cross,  and  the  cost  of  units  produced 
thereafter  and  in  time  the  total  cost  of  all 
units  produced  would  be  lower  for  the 
curve  with  the  higher  starting  cost  and 
the  lower  slope  rate  (curve  E,  projection 
period  No.  2).  The  three  factors  of  slope, 
initial  cost,  and  the  number  of  units  to  be 
successively  produced  are  interdependent 
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FIGURE  F-l-9 

COMPARISON  OF  CURVES  DIFFERING  IN  SLOPE  AND  POSITION 
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FIGURE  F-l-9 
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and  must  be  considered  together  in  deter¬ 
mining  the  overall  economy  of  produc¬ 
tion  operations.  For  any  given  number  of 
units,  however,  the  level  of  the  curve  with 
reference  to  the  vertical  axis  and  the 
slope  of  the  curve  determine  the  total 
cost. 

F-106  Signiflcance  of  Vertical 
Position  and  Slope 

a.  A  number  of  factors  determine  the 
overall  level  of  costs  and  the  rate  of 
improvement  and,  thereby,  the  vertical 
position  and  slope  of  the  curve.  Whether 
a  given  change  will  affect  the  level  or  the 
slope,  or  both,  is  dependent  not  only  on 
the  type  and  extent  of  the  change,  but 
also  and  primarily  on  the  timing  and 
manner  of  its  implementation.  For  exam¬ 
ple,  improvements  made  in  tooling,  if 
introduced  gradually  during  production, 
will  tend  to  affect  the  slope  of  the  curve, 
whereas  a  major  change  made  at  any  one 
time  could  shift  the  subsequent  cost  level. 
A  change  in  product  design  resulting  in  a 
major  simplification  of  production  can 
have  a  similar  effect,  reducing  the  subse¬ 
quent  cost  level.  Major  changes  are  com¬ 
monly  made  at  the  start  of  the  production 
cycle,  and  their  effect  is  reflected  in  the 
cost  level  of  the  number  one  unit.  How¬ 
ever,  when  major  changes  are  introduced 
during  production,  the  overall  level  of 
subsequent  costs  may  change  materially, 
as  illustrated  in  Figure  F-1-10.  When  this 
situation  is  encountered  in  the  historical 
period,  predictions  of  future  costs  should 
be  based  on  the  straight  portion  of  the 
curve  after  the  change.  An  attempt  to  fit 
an  over-all  trend  line  that  would  integrate 


the  two  sections  of  the  curve  would  lead 
in  most  cases  to  incorrect  cost  estimates. 

b.  Factors  which  affect  the  slope  of  the 
curve  were  listed  in  paragraph  F-102d. 
Some  of  these  and  oth.ers  which  also 
affect  the  vertical  position  of  the  curve 
are  discussed  below.  Neither  the  listing  of 
items  nor  the  discussion  of  those  listed  is 
exhaustive,  rather,  the  purpose  of  the 
discussion  is  to  suggest  avenues  of  inves¬ 
tigation  for  determining  the  importance 
of  any  abnormalities  in  the  cost  trends. 
Possibly  because  the  curve  integrates  the 
effects  of  so  many  operational  factors,  it 
frequently  exhibits  a  considerable  degree 
of  stability. 

(1)  The  relative  amount  of  manual 
labor  to  machine  time.  In  general,  the 
higher  the  ratio  of  manual  labor  to  ma¬ 
chine  time,  the  greater  may  be  the  rate  of 
improvement  and  the  smaller  the  slope 
value  of  the  improvement  curve,  con¬ 
versely,  the  higher  the  degree  of  automa¬ 
tion,  the  less  the  opportunity  for  im¬ 
provement  by  the  individual  operator. 
With  the  increased  complexity  and  cost 
of  automation,  changes  may  tend  to 
become  less  frequent  and  of  relatively 
major  significance.  Thus,  highly  auto¬ 
mated  processes,  after  the  shakedown 
period  when  improvement  is  rapid,  may 
exhibit  relatively  little  improvement  for 
an  extended  period. 

(2)  The  complexity  of  the  product. 
Generally,  as  complexity  increases,  more 
man-hours  are  required  and  the  vertical 
position  of  the  curve  becomes  higher. 
Complexity  also  affords  more  opportuni¬ 
ties  for  improvement  and  steeper  slopes 
are  typically  encountered. 
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FIGURE  F-l-10 
REDUCTION  IN  COST  LEVEL 
RESULTING  FROM  MAJOR  SIlil’LIFICATION 


(3)  The  experience  and  skill  of  manage¬ 
ment  and  the  work  force.  Inexperience 
usually  results  in  higher  first  unit  costs 
than  would  be  expected  with  more  expe¬ 
rienced  personnel,  but  it  can  also  result  in 
higher  observed  rates  of  improvement 
since  the  opportunities  for  improvement 
are  greater.  The  fact  that  more  experi¬ 
enced  personnel  might  start  at  a  lower 
first  unit  cost  and  proceed  at  a  lower 
observed  rate  of  improvement  can  be 
attributed  to  prior  applicable  experience 
gained  elsewhere. 

(4)  Number  of  shifts  and  amount  of 
overtime.  Multi-shift  operations  and  ex¬ 
cessive  overtime  tend  to  reduce  efficien¬ 
cy,  with  a  resulting  adverse  effect  on  the 
vertical  position  of  the  curve. 

(5)  Plant  capacity.  Operation  at  other 
than  optimum  plant  capacity  may  ad¬ 
versely  affect  the  vertical  position  of  the 
curve  and,  frequently,  the  slope. 

(6)  The  costs  of  experimental  models, 
prototypes,  and  pilot  shop  production. 
The  cost  of  production  in  model  and 
pilot  shops  tends  to  be  higher  than  the 
cost  of  subsequent  production  in  the 
regular  shop.  Whether  or  not  the  costs  of 
these  operations  can  be  used,  even  with 
adjustment,  as  a  basis  for  forecasting 


subsequent  production  costs  in  the  regu¬ 
lar  production  shop,  can  be  determined 
only  by  careful  analysis  of  the  contrac¬ 
tor’s  experience.  Further,  when  these 
costs  are  used  as  a  basis  for  developing  a 
forecast,  the  auditor’s  report  should  in¬ 
clude  comments  on  this  fact  and  all 
pertinent  findings  as  to  the  historical 
reliability  of  this  procedure.  These  prob¬ 
lems  arise  primarily  from  a  contemplated 
transfer  of  production  from  the  model  or 
pilot  shop  to  the  regular  production  facil¬ 
ities.  They  will  not  exist,  as  a  rule,  it 
production  is  to  be  completed  in  the 
model  or  pilot  shop. 

(7)  The  stability  of  the  work  force. 
When  labor  turnover  is  high,  production 
efficiency  and  hence  labor  costs  will  be 
adversely  affected.  The  vertical  position 
of  the  curve  usually  will  be  higher  than  it 
otherwise  would  have  been.  The  effect  on 
the  slope  of  the  curve  will  depend  on  the 
rate  of  turnover  and  on  the  stability  of 
that  rate;  for  example,  a  consistent  but 
excessive  rate  of  turnover  may  substan¬ 
tially  reduce  overall  improvement. 

(8)  Period  between  production  units. 
When  an  extensive  period  elapses  be¬ 
tween  the  production  of  successive  units, 
the  rate  of  improvement  will  tend  to  be 


DCAA  Contract  Audit  Manual 


January  1995 


F19 

Figure  F-1-10 


low  because  of  the  lapse  of  time  between 
when  a  worker  performs  the  identical 
operation  on  successive  units.  For  exam¬ 
ple,  the  rates  of  improvement  in  the 
construction  of  large  ships  are  generally 
less  than  in  the  manufacture  of  other  end 
items  which  employ  extensive  manual 
labor  but  over  much  shorter  periods  of 
time. 

(9)  Documentation.  Records  should  be 
maintained  of  problems  encountered  in 
past  production  and  work  methods, 
schedules,  and  layouts  devised  to  allevi¬ 
ate  these  problems  and  improve  future 
efficiency.  In  this  manner,  the  lessons  of 
the  past  will  not  be  forgotten.  If  substan¬ 
tial  periods  elapse  between  the  produc¬ 
tion  of  successive  units,  the  extent  of 
such  documentation  will  affect  the  rate  of 
improvement.  When  there  is  a  break  in 
production,  the  extent  of  such  documen¬ 
tation  will  affect  the  amount  of  improve¬ 
ment  retained  when  production  is  re¬ 
sumed. 

(10)  Engineering  changes.  Major  engi¬ 
neering  changes  usually  tend  to  disrupt 
normal  improvement  curve  patterns.  Be¬ 
cause  of  the  importance  of  these  changes, 
they  are  separately  discussed  in  F-502. 

(.'  1)  Make-or-buy  practices.  Because  a 
company’s  make-or-buy  practices  can 
have  a  significant  effect  on  the  work 
being  performed,  on  the  capacity  level  at 
which  the  company  operates,  and  on  unit 
labor  requirements,  they  can  also  materi¬ 
ally  affect  the  vertical  position  and  slope 
of  the  improvement  curve.  A  major 
change  during  the  production  cycle  can 
have  an  effect  somewhat  similar  to  an 
engineering  change.  A  major  change  from 
make  to  buy  may  cause  a  rapid  drop  in 


cost,  possibly  followed  by  a  change  in 
slope.  A  major  change  from  buy  to  make 
may  cause  a  rapid  increase  in  cost  and 
can  also  be  followed  by  a  change  in  slope. 

(12)  Prior  experience  in  producing  sim¬ 
ilar  items.  If  a  contractor  produces  an 
item  similar  to  items  previously  pro¬ 
duced  in  the  same  facility  with  the  same 
work  force,  it  can  be  expected  that  some 
of  the  improvement  gained  on  prior 
production  will  be  carried  over  to  the 
new  item.  The  same  effect  is  generally 
obtained  when  a  contractor  makes  an 
item  which  has  previously  been  produced 
by  another  contractor,  and  documenta¬ 
tion  on  the  lessons  learned  by  the  first 
contractor  is  made  available  to  the  sec¬ 
ond.  In  either  case,  it  will  appear  that 
initial  improvement  is  less  than  that 
experienced  later  in  production,  when  the 
data  are  plotted  normally.  The  appropri¬ 
ate  adjustment  is  to  reposition  the  data 
several  units  to  the  right  in  order  to 
compensate  for  the  number  of  units  of 
retained  improvement.  This  adjustment 
is  discussed  in  F-503. 

(13)  Breaks-in-producticn.  Resump¬ 
tion  of  production  after  an  inordinate 
interval  between  units  or  lots  will  ad¬ 
versely  affect  the  pattern  of  improvement 
and  the  vertical  position  of  the  curve  can 
be  expected  to  be  higher  than  it  was  prior 
to  the  disruption.  Breaks-in-production 
are  discussed  in  some  detail  in  F-504. 

(14)  Fluctuations  in  volume.  When 
manloading  requirements  are  not  propor¬ 
tional  to  the  number  of  units  being 
produced,  there  will  be  instances  when 
the  volume  of  production  impacts  the 
production  efficiency.  A  complete  discus¬ 
sion  of  this  factor  is  presented  in  F-505. 
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F-200  Section  2  —  Types  of  Improvement  Curves 


F-201  Introduction 

This  section  discusses  and  compares 
the  two  basic  theories  underlying  im¬ 
provement  curves. 

F-202  General 

As  has  been  previously  stated,  the  basic 
concept  of  the  improvement  curve  as¬ 
sumes  that  there  will  be  a  relatively 
constant  rate  of  reduction  in  the  unit  cost 
for  each  successive  doubling  of  the  total 
production.  This  general  concept  has 
been  expressed  in  two  slightly  different 
ways:  (1)  as  the  unit  curve  theory  and  (2) 
as  the  cumulative  average  curve  theory. 
For  each  of  these  theories,  two  types  of 
improvement  curves  may  be  constructed: 
a  unit  cost  curve  and  a  cumulative  aver¬ 
age  cost  curve.  Thus,  there  are  four 
improvement  curves:  a  unit  cost  curve 
and  a  cumulative  average  cost  curve  for 
the  unit  curve  theory,  and  a  unit  cost 
curve  and  a  cumulative  average  cost 
curve  for  the  cumulative  average  theory. 


The  methods  of  constructing  these  four 
curves,  their  similarities  and  differences, 
and  the  difference  between  the  two  im¬ 
provement  curve  theories,  are  discussed 
in  the  following  paragraphs. 

F-203  The  Unit  Curve  Theory 

The  unit  curve  theory  is  based  on  the 
assumption  that  as  production  quantity 
is  doubled  from  any  level,  the  cost  of  the 
last  unit  of  the  doubled  quantity  is  a 
constant  percentage  of  the  cost  of  the  last 
unit  before  doubling.  That  is,  the  cost  of 
the  fourth  unit  is  assumed  to  be  the  same 
percentage  of  cost  of  the  second  unit  as  is 
the  cost  of  the  eighth  unit  is  to  the  cost  of 
the  fourth.  This  is  the  improvement 
curve  theory  discussed  in  section  1.  It 
was  illustrated  with  an  80%  curve  in 
Figure  F-1-2.  Based  on  the  data  given  in 
the  following  table,  an  80%  unit  cost 
curve  and  an  80%  cumulative  average 
cost  curve  computed  under  the  unit  curve 
theory  are  illustrated  in  Figure  F-2-t. 


Table  for  Figure  P'-2-l 
80%  Unit  Curve  Theory 


Cumulative 

Cumulative 

Cumulative 

Unit 

Unit 

No.  of 

Total 

Average 

No. 

Man-hours 

Units 

Man-hours* 

Man-hours 

1 

100.00 

1 

100.00 

100.00 

2 

80.00 

2 

180.00 

90.00 

4 

64.00 

4 

314.21 

78.55 

8 

51.20 

8 

534.59 

66.82 

16 

40.96 

16 

892.01 

55.75 

32 

32.77 

32 

1,467.86 

45.87 

64 

26.21 

64 

2,392.45 

37.38 

100 

22.71 

100 

3,265.08 

32.65 

1000 

10.82 

1000 

15,867.09 

15.87 

*The  totals  include  the  values  of  omitted  units. 


The  data  in  columns  1  and  2  of  this  table 
are  the  same  through  unit  64  as  the  data 
given  in  the  table  for  Figures  F-1-1  and  F- 
1-2  (F-103a.).  As  a  result,  the  unit  curve 
in  Figure  F-2-1  and  the  curve  in  Figure  F- 
1-2  are  identical.  Because  the  assumed 
uniform  rate  of  reduction  applies  to  the 
cost  of  specific  units,  the  unit  cost  line  is 


linear.  On  the  other  hand,  the  cumulative 
average  data,  which  are  derived  from  the 
unit  cost  data,  do  not  reflect  a  constant 
rate  of  improvementt  linear.  However, 
the  curvature  in  this  line  decreases  rapid¬ 
ly,  so  that  it  becomes  approximately 
linear  and  parallel  to  the  unit  cost  li.r; 
after  the  first  20  to  30  units. 
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F-204  The  Cumulative  Average  Cu'  e 
Theory 

The  hypothesis  for  the  cumulative  av¬ 
erage  curve  theory  assumes  that  as  the 
total  number  of  units  successively  pro¬ 
duced  is  doubled,  the  cumulative  average 


cost  of  each  doubled  quantity  of  produc¬ 
tion  (that  is,  the  average  cost  of  units  1 
and  2,  of  units  1  through  4,  1  through  8,  1 
through  16,  etc.)  will  decline  by  some 
constant  percentage.  The  operation  of 
this  theory  is  illustrated  in  the  following 
table  and  in  Figure  F-2-2. 


Trble  for  Figure  F-2-2 
80%  (Cumulative  Average  Curve  Theory) 


Cumulative 

Cumulative 

Cumulative 

Unit 

Unit 

No.  of 

Total 

Average 

No. 

Man-hours 

Units 

Man-hours* 

Man-hours 

1 

100.00 

1 

100.00 

100.00 

2 

60.00 

2 

160.00 

80.00 

3 

50.63 

3 

210.63 

70.21 

4 

45.37 

4 

256.00 

64.00 

5 

4i.82 

5 

297.82 

59.56 

6 

39.19 

6 

337.01 

56.17 

7 

37.13 

7 

374.14 

53.45 

8 

35.46 

8 

409.60 

51.20 

16 

28.06 

16 

655.36 

40.96 

32 

22.33 

32 

1,048.58 

32.77 

64 

17.82 

64 

1,677.70 

26.21 

100 

15.42 

100 

2,270.62 

22.71 

iOOO 

7.34 

1000 

10,819.71 

10.82 

■"Totals  include  values  of  omitted  units. 


The  data  in  the  last  column  of  this  table, 
the  <’umulative  average  man-hours,  is 
identical  with  that  in  the  unit  man-hours 
columns  in  the  table  for  Figure  F-2-1  (F- 
203).  Both  tables  reflect  a  20%  improve¬ 
ment  for  doubled  quantities  (80% 
curves).  In  Figure  F-2-2  it  is  the  cumula¬ 


tive  average  cost  line  which  is  linear,  and 
the  unit  line  which  is  curved.  Again,  the 
rate  of  curvature  becomes  negligible  after 
the  first  few  units  and  the  unit  cost  line 
becomes  approximately  linear  and  paral¬ 
lel  to  the  cumulative  average  cost  line. 
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F-205  Comparison  of  the  Unit  Curve 
and  the  Cumulative  Average  Curve 
Theories 

a.  The  auditor  should  understand  from 
the  discussion  in  the  first  part  of  this 
appendix  that  the  improvement  curve 
theory  is  not  an  expression  of  an  exact  or 
absolute  principle.  It  is  a  generalization 
based  on  observed  relationships  between 
the  production  cost  and  the  quantity 
produced  which  has  been  found  to  be 
sufficient!''  true  to  permit  broad  usage  in 
the  an;  md  forecasting  of  product 
costs.  1 1  ’cept  expresses  an  approxi¬ 
mation.  jiKi  many  variations  in  the 
method  of  application  have  been  devel¬ 
oped  to  meet  the  needs  and  ideas  of 
users.  These  differences  repre.sent  vary¬ 
ing  methods  of  interpreting  the  general 
concept  and  the  two  theories  of  the 
improvement  curve.  The  auditor  must 
determine  the  appropriateness  of  the 
methods  used  by  the  contractor.  He  or 
she  will  not  find  it  a  difficult  task  if  he  or 
she  understands  the  basic  principles  and 
interrelationships  underlying  and  inte¬ 
grating  the  two  slightly  different  expres¬ 
sions  of  the  basic  concept. 

b.  A  comparison  of  the  curves  in  Figure 
F-2-1  and  F-2-2  will  disclose  a  number  of 
similarities  and  differences  that  are  sig¬ 
nificant  to  their  construction  and  inter¬ 
pretation.  To  facilitate  this  comparison 
the  four  curves  have  been  combined  in 
Figure  F-2-3. 

(1)  It  should  be  evident  that  the  unit 
cost  line  for  the  unit  curve  theory  and  t.he 
cumulative  average  cost  line  for  the  cu¬ 
mulative  average  curve  theory  are  identi¬ 
cal  for  any  given  slope:  an  identity  that  is 
postulated  in  the  two  curve  theories.  As 
result,  these  curves  are  represented  by  a 
single  line  in  Figure  F-2-3.  Although  the 
two  lines  are  identical  for  any  given 
slope,  the  basic  data  resulting  in  identical 
slopes  is  different.  For  example,  if  unit 
one  requires  100  man-hours  and  unit  two 
requires  80  man-hours,  under  the  unit 
curve  theory  this  would  be  represented  by 
an  80  percent  unit  curve,  but  under  the 
cumulative  average  curv,3  theory  this 
would  be  represented  by  a  90  percent 
cumulative  average  curve,  i.e.,  in  order 


for  the  cumulative  average  curve  under 
the  cumulative  average  curve  theory  to 
be  80  percent,  unit  number  two  must 
require  60  man-hours. 

(2)  Except  for  the  curvature  in  the  first 
portion  of  the  cumulative  average  line  for 
the  unit  curve  theory  and  in  the  first 
portion  of  the  unit  line  for  the  cumula¬ 
tive  average  curve  theory,  which  result 
primarily  from  the  construction  methods 
used,  the  only  difference  between  curves 
of  the  same  slope  lies  in  the  level  or 
relative  vertical  positions  of  the  unit  and 
cumulative  average  lines.  Regardless  of 
the  curve  theory  being  followed,  the 
cumulative  average  cost  curve  lies  above 
the  unit  cost  curve  (occupies  a  higher 
position  in  relation  to  the  vertical  axis). 
This  difference  in  position  arises  from 
the  fact  that  each  cumulative  average  cost 
is  an  average  of  all  costs  from  the  first 
unit  through  a  given  point  of  production 
and  thus  includes  a  portion  of  the  high 
cost  of  the  early,  less  efficient  production; 
while  the  unit  cost  curve  presents  only 
the  costs  of  individual  units.  However, 
because  of  the  lack  of  linearity  in  the  first 
part  of  the  curves,  the  use  of  the  cumula¬ 
tive  average  curve  for  the  unit  curve 
theory  and  of  the  unit  curve  for  the 
cumulative  average  curve  theory  is  not 
practical  for  forecasting  the  early  cost  of 
production.  Beyond  the  first  few  units, 
however,  the  relationship  between  the 
unit  and  the  cumulative  average  curves 
for  either  theory  becomes  relatively  con¬ 
stant  and  either  curve  could  be  used. 

(3)  In  practice,  it  is  customary  to  plot 
the  unit  curve  of  the  unit  curve  theory 
and  the  cumulative  average  curve  of  the 
cumulative  average  curve  theory.  This 
representation  of  the  cumulative  average 
curve  can  be  misleading  since  the  averag¬ 
ing  process  tends  to  smooth  out  the  data 
pattern,,  concealing  and  suppressing  sig¬ 
nificant  deviations  in  unit  costs.  For  this 
reason,-  the  auditor  should  plot  a  unit 
curve  as  part  of  the  analysis,  regardless  of 
whether  the  unit  curve  theory  or  the 
cumulative  average  curve  theory  is  used. 

c.  Although  the  cumulative  average 
theory  was  developed  first,  the  unit  curve 
theoiy'  is  most  commonly  used.  Further¬ 
more,  studies  of  Defense  production  data 
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have  generally  provided  more  support  for  tor’s  experience  has  consistently  followed 
the  unit  curve  theory.  Accordingly,  audi-  the  pattern  predicated  by  the  cumulative 
tors  should  use  the  unit  curve  theory  average  curve  theory, 
unless  there  is  evidence  that  the  contrac- 
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F-300  Section  3  —  Fitting  Improvement  Curves  to  Lot  Data 


F-301  Introduction 

This  section  discusses  the  application 
of  the  improvement  curve  theory  to  data 
accumulated  in  lots  rather  than  by  indi¬ 
vidual  units. 

F-302  General 

a.  The  accounting  systems  maintained 
by  the  majority  of  manufacturers  accu¬ 
mulate  costs  by  production  lots  rather 
than  by  production  units.  Both  the  unit 
cuivt  a.id  the  cumulative  average  curve 
theories  can  be  applied  to  lot  data. 

b.  Plotting  a  cumulative  average  curve 
presents  no  problem  because  the  cumula¬ 
tive  averages  are  simply  plotted  at  the 
last  unit  number  for  each  lot.  However, 
in  plotting  a  unit  curve  under  either 
theory,  it  will  be  necessary  to  locate  the 
unit  number  at  which  the  average  unit 
cost  of  each  lot  is  plotted.  This  lot 
midpoint  represents  the  unit  number  to 
which  the  average  lot  cost  could  be 
expected  to  apply  if  cost  data  were  avail¬ 
able  on  each  unit  in  the  lot.  In  conso¬ 
nance  with  the  improvement  curve  theo¬ 
ry,  it  may  be  assumed  that  the  first  unit  a 
production  lot  would  normally  cost  more 
to  produce  than  the  average  for  the  lot 
and  the  last  unit  less.  Some  unit  within 
the  lot,  however,  would  cost  approxi¬ 
mately  the  same  as  the  lot  average.  The 
true  lot  midpoint  will  not  usually  be  a 
whole  number,  although  rule-of-thumb 
methods  may  result  in  whole  numbers 
being  used.  For  example,  if  a  lot  consists 
of  units  1  and  2  on  an  80%  unit  theory 
curve,  the  midpoint  will  obviously  be 
between  1  and  2.  Even  if  the  lot  consists 
of  units  1  and  3,  the  midpoint  will  not  be 
exactly  2  because  the  average  unit  cost  of 
the  first  three  units  under  an  80%  unit 
theory  curve  is  about  83.4%  of  the  first 
unit  cost,  whereas  the  cost  of  the  second 
unit  is  80%  (Table  F-4-1).  In  general,  a  lot 
midpoint  will  be  less  than  the  mean  of 
the  first  and  last  unit  numbers  in  the  lot. 
However,  it  will  be  quite  close  to  the 
mean  if  (1)  many  units  were  produced  in 
prior  lots  and/or  (2)  the  slope  of  the  curve 
is  shallow. 


c.  Another  consideration  when  an  im¬ 
provement  curve  is  fitted  to  lot  data  is 
the  weight  to  be  given  to  each  lot.  Both 
theoty  and  logic  dictate  that  more  weight 
be  given  to  larger  lots.  Computer  pro¬ 
grams  are  available  which  provide  the 
correct  weighting  of  lots,  as  well  as  pre¬ 
cise  calculations  of  lot  midpoints. 

F'303  Locating  Lot  Midpoint  by 
Rule-of-Thumb 

Many  short-cut  methods  of  obtaining 
lot  midpoints  have  been  developed.  The 
following  rule-of-thumb  is  simple  and 
fairly  accurate  in  most  applications:  (1) 
for  the  first  lot  multiply  the  number  of 
units  by  .3  and  add  one,  (2)  for  all 
subsequent  lots,  divide  the  lot  size  by  two 
and  add  the  number  of  units  in  the 
preceding  lots.  An  example  of  a  unit 
curve  theory  graph  constructed  by  this 
rule-of-thumb  is  presented  in  Figure  F-3- 
1. 

F-304  Computation  of  Lot  Midpoints 
from  Tables 

Improvement  curve  tables  (excerpts 
are  shown  in  Tables  F-4-1  and  F-4-2) 
may  be  used  to  compute  lot  midpoints. 
This  method  is  more  precise  than  rule-of- 
thumb  methods  (F-303).  The  lot  mid¬ 
point  is  determined  in  this  method  by 
finding  the  number  of  that  unit  within 
the  lot  whose  factor  is  equal  to  the 
cumulative  average  factor  for  the  lot.  The 
method  is  illustrated  below. 

a.  In  this  illustration  it  is  assumed  that 
the  tables  for  an  80%  curve  under  the 
unit  curve  theory  (F-203)  will  be  used 
and  that  the  midpoint  of  a  first  lot  of  10 
units  will  be  computed.  From  the  cumu¬ 
lative  total  column  of  Table  F-4-1  the 
cumulative  average  factor  is  found  to  be 
.631537  (6.315373  divided  by  10).  In  the 
unit  factor  column,  this  falls  between 
units  4  and  5.  By  interpolation,  it  is 
found  that  a  unit  factor  of  .63 1 537  corre¬ 
sponds  to  unit  no.  4.19.  Therefore,  4.19 
is  considered  the  lot  midpoint  for  a  first 
lot  of  10  units. 
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b.  Table  F-3-1  shows  exact  first  lot  slopes.  The  table  should  not  be  used  for 
midpoints  for  selected  lot  sizes  and  second  and  subsequent  lots. 


Table  for  Figure  F-3-1 

Lot  Average  Cost  Curve  (Unit  Curve  Theory) 


Lot  No. 

No.  of 
Units 
in  Lot 

Cumulative 
No.  of 

Units 

Plotting 

Point 

Lot 

Hours 

Average 
Hours 
Per  Unit 

1 

6 

6 

2.8 

480 

80 

2 

16 

22 

14 

1,024 

64 

3 

6 

28 

25 

354 

59 

4 

14 

42 

35 

784 

56 

5 

4 

46 

44 

216 

54 

FIGURE  F-3-1 
LOT  AVERAGE  COST  CURVE 
(UNIT  CURVE  THEORY) 


SOURCE  F-3WB. 
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Table  F-3-1 

FIRST  LOT  MIDPOINTS 
FOR  SELECTED  QUANTITIES  AND 
CURVES 

(Unit  Curve  Theory) 


Units  in 

70% 

80% 

90% 

1st  Lot 

Curve 

Curve 

Curve 

2 

1.37 

1.39 

1.40 

3 

1.72 

1.75 

1.79 

4 

2.06 

2.12 

2.17 

5 

2.39 

2.47 

2.54 

6 

2.71 

2.82 

2.91 

7 

3.03 

3.16 

3.28 

8 

3.34 

3.50 

3.64 

9 

3.65 

3.83 

4.00 

10 

3.95 

4.17 

4.36 

15 

5.44 

5.82 

6.14 

25 

8.32 

9.03 

9.65 

50 

15.25 

16.90 

18.30 

100 

28.65 

32.36 

35.43 

500 

131.71 

15.3.76 

171.31 

1000 

258.15 

304.43 

340.67 

10000 

2495.48 

3002.85 

3384.18 

F-305  Computer  Programs  and  Lot 
Data 

The  preceding  discussion  is  presented 
to  provide  a  basic  understanding  of  lot 
midpoints  and  to  aid  the  auditor  when 
computer  facilities  are  not  readily  avail¬ 
able.  However,  the  preferred  method  of 
fitting  improvement  curves  and  project¬ 
ing  future  costs  is  with  the  Agency’s 
computer  software  designed  specifically 
for  this  purpose.  Unit  and  cumulative 
average  improvement  curve  options  are 
available  on  E-Z-Quant  (discussed  in 
DCAAP  7641.91)  for  curve  estimation 
and  cost  projection. 


F-306  Use  of  Equivalent  Units 

a.  In  some  situations  contractors  may 
not  segregate  costs  by  units  or  lots.  If, 
however,  data  are  available  on  the  actual 
labor  hours  charged  to  the  production  of 
an  item  during  each  month  (or  other 
period)  and  labor  standards  are  used,  it  is 
often  possible  to  determine  the  equiva¬ 
lent  number  of  units  produced  during  the 
period.  The  following  tabulation  illus¬ 
trates  computations  for  an  item  for  which 
the  standard  hours  per  unit  is  150. 
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Computation  of  Equivalent  Units  and  Related  Hours 


Standard 

Equivalent 

Actual 

Actual  Hrs. 

Month 

Hours 

Units* 

Hours 

Per  Unit** 

Col.  1 

Col.  2 

Col.  3 

Col.  4 

Col.  5 

Jan 

6,037 

40.24 

8,624 

214.31 

Feb 

17,058 

113.72 

15,972 

140.45 

Mar 

36,307 

242.05 

16, m 

1 10.42 

Apr 

48,973 

326.49 

27,851 

85.30 

May 

51,207 

341.38 

26,528 

77.71 

Jun 

51,853 

345.69 

25,630 

74.14 

*  Col.  2  -r-  150 
♦♦Col.  4  -  Col.  3 


b.  Even  if  labor  standards  are  not  used, 
this  same  general  procedure  can  be  fol¬ 
lowed  if  (1)  records  are  maintained  of  the 
number  of  units  in  process  at  various 
stages  of  production  at  the  end  of  each 
payroll  period,  and  (2)  there  are  estimates 
of  the  number  of  labor  hours  required  for 
the  work  performed  between  stages.  Such 
estimates  could,  for  example,  be  obtained 
from  the  bill  of  labor  submitted  by  the 
contractor  in  support  of  the  bid  proposal. 
To  illustrate  the  procedure,  suppose  the 
contractor’s  records  show  the  following 
status  of  production  at  the  end  of  a 
payroll  period: 


Cumulative 

Number 

Total 

Completed 

100 

100 

In  process 

through 

Operation  3 

10 

110 

Operation  2 

30 

140 

Operation  ! 

20 

160 

The  equivalent  number  of  units  produced 
through  the  end  of  the  period  could  be 
calculated  as  follows; 


Operation 

Total 

Units 

Processed 

Estimated 

Unit 

Labor 

Hours 

Extended 

Amount 

1 

160 

10 

1,600 

2 

140 

30 

4,200 

3 

110 

40 

4,400 

4 

100 

20 

2,000 

Total 

100 

12,200 

This  would  mean  the  equivalent  of  122 
units  (12,200  -  100)  had  been  produced 
through  the  end  of  the  period.  By  apply¬ 
ing  this  analysis  to  the  status  of  opera¬ 
tions  at  the  end  of  each  period,  the 
equivalent  number  of  units  produced  in 
each  period  can  be  obtained. 
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F-400  Section  4  —  Improvement  Curve  Techniques 


F-401  Introduction 

This  section  sets  forth  the  methods  of 
applying  improvement  curve  theories. 

F-402  General 

As  mentioned  earlier,  the  methods  or 
techniques  of  applying  improvement 
curves  are  as  follows: 

a.  The  graphical  method,  in  which  the 
forecast  values  are  derived  from  a  graph 
upon  which  historical  data  have  been 
plotted  or  one  point  is  plotted  and  an 
improvement  curve  slope  is  drawn 
through  the  plot  point.  This  method  is 
satisfactory  for  exploratory  purposes  or 
where  a  high  degree  of  accuracy  is  not 
required.  Although  this  method  is  not 
desirable  for  expressing  an  audit  opinion, 
inclusion  of  a  graph  in  an  audit  report  to 
depict  the  visual  representation  of  the 
audit  recommendation  is  desirable,  and 
graphic  analysis  should  always  be  utilized 
in  conjunction  with  mathematical  analy¬ 
sis. 


b.  The  computational  method,  in 
which  the  forecast  values  are  computed 
directly  from  the  curve  derived  from  the 
data.  To  eliminate  the  cumbersome  pro¬ 
cedure  of  manually  computing  projected 
costs,  two  methods  of  streamlined  calcu¬ 
lation  are  available:  (1)  tables  of  im¬ 
provement  curve  factors  and  (2)  specially 
developed  computer  software  in  E-Z- 
Quant  (DCAAP  7641.91).  The  second 
option  is  the  best  method  for  both  im¬ 
provement  curve  estimation  and  cost 
projection.  In  addition  to  the  significant 
savings  in  time  and  the  superior  accuracy 
of  computer-based  analysis,  the  comput¬ 
erized  approach  permits  more  complete 
and  in-depth  analysis  than  is  possible  by 
any  other  means. 

F-403  Graphical  Projection 

a.  Figure  F-4-1  illustrates  the  graphical 
method  of  estimating  the  hours  required 
to  produce  units  401  through  600  of  a 
given  product.  The  production  data  upon 
which  the  projection  is  to  be  based  is 
given  in  the  table  which  follows: 


Table  for  Figure  F-4-1 


Cumulative 

Cumulative 

Lot 

Total 

Average 

Average 

Hours 

Hours 

Unit 

Unit 

From 

from 

No. 

Hours 

Unit  1 

Unit  1 

75 

43.6 

4,199 

56.0 

80 

42.9 

4,415 

55.2 

90 

41.8 

4,838 

53.8 

100 

40.8 

5,250 

52.5 

150 

37.0 

7,187 

47.9 

200 

34.6 

8,975 

44.9 

250 

32.9 

10,660 

42.9 

400 

29.4 

15,308 

38.3 
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FIGURE  F-A-\ 
COST  REDUCTION 


SOURCE  F-<183A. 


UNITS 


b.  After  plotting  the  lot  average  unit 
hour  and  cumulative  average  hour  data, 
two  trend  lines  were  fitted  to  the  plotted 
points.  These  lines  were  then  extended  to 
unit  600.  The  values  necessary  for  esti¬ 
mating  the  labor-hour  cost  of  units  401 
through  600  may  be  read  from  either  line. 
To  use  the  lot  average  unit  line,  the  200 
units  (from  401  through  600)  are  treated 
as  a  single  lot  and  the  desired  value  is 
read  from  the  midpoint  of  this  lot.  Using 
the  rule-of-thumb,  which  assumes  for 
second  and  subsequent  lots  that  the  mid¬ 
point  is  midway  in  a  lot  (F-303),  the 
desired  value  is  read  at  unit  500.  This 
value,  28  hours,  is  the  unit  hour  average 
for  the  lot;  and  the  total  hours  required  to 
produce  the  lot  of  200  units  is  200  X  28 
or  5600  hours.  To  use  the  cumulative 
average  curve,  the  auditor  would  proceed 
as  follows; 

(1)  The  cumulative  average  value  of  all 
units  is  read  from  the  cumulative  average 
curve  at  unit  600,  the  last  unit  in  the  lot; 
and  this  reading,  35  hours  is  multiplied 
by  600  to  obtain  the  total  cumulative 
hours,  i.,000. 

(2)  The  desired  answer  is  the  difference 
between  the  cumulative  hours  for  the  600 


and  the  400  units,  as  shown  in  F-403a., 
(21,000  -  15,308)  or  5,692  hours. 

c.  This  graphical  method  has  several 
disadvantages.  Construction  of  the 
graphs  with  any  degree  of  precision  re¬ 
quires  care  and  is  time  consuming,  and 
the  precision  attained  may  be  relatively 
low.  More  important,  is  the  fact  that  the 
degree  of  precision  is  not  known  or 
predictable  because  it  is  largely  depen¬ 
dent  on  the  care  and  skill  of  the  estima¬ 
tor. 

F-4C4  Use  of  Improvement  Curve 
Factors 

a.  Many  contractors  have  developed 
tables  of  improvement  curve  factors 
which  permit  the  computation  of  fore¬ 
casted  values  to  several  more  significant 
places  than  is  possible  by  graphic  means. 
Portions  of  two  tables  for  both  the  unit 
curve  theory  and  for  the  cumulative 
average  curve  theory  are  shown  as  Table 
F-4-1  and  Table  F-4-2. 

b.  Comparison  of  the  tables  developed 
by  various  companies  will  disclose  a 
number  of  differences  resulting,  primari¬ 
ly,  from  the  adaptation  of  the  tables  to 
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the  needs  and  specific  methods  of  the 
developer.  A  principal  difference  is  to  be 
found  in  the  unit  number  to  which  a 
value  of  unity  is  assigned.  Several  manu¬ 
facturers,  for  example,  assign  the  value  of 
one  to  the  number  one  unit.  At  least  one 
assigned  this  value  to  unit  350  and  anoth¬ 
er  assigned  it  to  unit  1,000.  In  each  of 
these  latter  cases,  the  developers  worked 
forward  and  backward  from  this  point. 
Because  of  such  differences,  the  values 
given  for  any  particular  unit  in  the  differ¬ 
ent  tables  are  not  necessarily  the  same. 
Nevertheless,  except  for  the  very  first 
units,  the  differences  in  the  construction 
of  the  tables  should  not  materially  affect 
the  answers  to  any  given  problem,  pro¬ 
vided  that  the  instructions  for  using  the 
tables  are  followed. 


c.  The  tables  are  constructed  on  either 
the  “unit  curve  theory”  (F-203)  or  the 
“cumulative  average  theory”  (F-204),  de¬ 
pending  on  which  concept  the  contractor 
believes  will  best  meet  his  or  her  needs. 
The  tables  usually  contain  a  series  of 
factors  for  both  the  unit  and  cumulative 
average  curves  under  the  selected  curve 
theory  and  for  each  percent  of  slope  from 
51%  to  99%.  The  tables  are  bulky  and  to 
keep  their  size  to  a  minimum,  cumulative 
total  factors,  rather  than  cumulative  av¬ 
erage  factors,  are  usually  given.  Cumula¬ 
tive  average  factors  may  be  readily  ob¬ 
tained  by  dividing  the  cumulative  total 
factor  by  the  corresponding  cumulative 
number  of  units. 
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Computation  of  Equivalent  Units  and  Related  Hours 


Standard 

Equivalent 

Actual 

Actual  Hrs. 

Month 

Hours 

Units* 

Hours 

Per  Unit** 

Col.  1 

Col.  2 

Col.  3 

Col.  4 

Col.  5 

Jan 

6,037 

40.24 

8,624 

214.31 

Feb 

17,058 

113.72 

15,972 

140.45 

Mar 

36,307 

242.05 

26,728 

110.42 

Apr 

48,973 

326.49 

27,851 

85.30 

May 

51,207 

341.38 

26,528 

17.11 

Jun 

51,853 

345.69 

25,630 

74.14 

♦  Col.  2  150 

♦*Col.  4  -  Col.  3 


b.  Even  if  labor  standards  are  not  used, 
this  same  general  procedure  can  be  fol¬ 
lowed  if  (1)  records  arc  maintained  of  the 
number  of  units  in  process  at  various 
stages  of  production  at  the  end  of  each 
payroll  period,  and  (2)  there  are  estimates 
of  the  number  c-f  labor  hours  required  for 
the  work  performed  between  stages.  Such 
estimates  could,  for  example,  be  obtained 
from  the  bill  of  labor  submitted  by  the 
contractor  in  support  of  the  bid  proposal. 
To  illustrate  the  procedure,  suppose  the 
contractor’s  records  show  the  following 
status  of  production  at  the  end  of  a 
payroll  period: 


Cumulative 

Number 

Total 

Completed 

100 

100 

In  process 

through 

Operation  3 

10 

110 

Operation  2 

30 

140 

Operation  ! 

20 

160 

The  equivalent  number  of  units  produced 
through  the  end  of  the  period  could  be 
calculated  as  follows: 


Operation 

Total 

Units 

Proce.ssed 

Estimated 

Unit 

Labor 

Hours 

Extended 

Amount 

1 

160 

10 

1,600 

2 

140 

30 

4,200 

3 

no 

40 

4,400 

4 

100 

20 

2,000 

Total 

100 

12,200 

This  would  mean  the  equivalent  of  122 
units  (12,200  -  100)  had  been  produced 
through  the  end  of  the  period.  By  apply¬ 
ing  this  analysis  to  the  status  of  opera¬ 
tions  at  the  end  of  each  period,  the 
equivalent  number  of  units  produced  in 
each  period  can  be  obtained. 
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F-405  E-Z-Quant  Computer 
Programs 

Comprehensive  guidance,  on  the  use  of 
E-Z-Quant  is  given  in  DCAAP  7641.91. 
E-Z-Quant  includes  the  following  im¬ 
provement  curve  models: 

a.  Estimated  least  squares  curve  fits  to 
data  using  the  unit  curve  theory  and  the 
cumulative  average  theory  models. 

b.  Models  to  project  values  on  an 
improvement  curve  defined  by  a  percent¬ 
age  slope  and  the  cost  of  any  unit  or  lot. 

c.  Special  application  improvement 
curve  models  which  account  for  engineer¬ 
ing  design  changes,  production  breaks, 
retained  prior  improvement,  or  varia¬ 
tions  in  production  rates.  'i  hese  addition¬ 
al  procedures  are  discussed  in  section  5. 

F-406  Coefficient  of  Determination 

a.  The  least  squares  improvement 
curves  fitted  to  the  data  by  the  E-Z- 
Quant  options  discussed  in  DCAAP 
7641.91  generally  satisfy  the  require¬ 
ments  of  regression  analysis.  According¬ 
ly,  the  coefficient  of  determination  (r- 
squared)  is  included  in  the  output.  This 
statistic  measures  the  extent  to  which 
variations  in  unit  costs  can  be  explained 
by  difference  in  unit  numbers.  Paragraph 
E-205  discussed  correlation  analysis  and 
provides  guidance  on  interpreting  the 
index  of  determination  and  determining 
the  existence  of  correlation.  In  using 
Table  E-2-1,  it  should  be  noted  that 


mathematical  models  for  the  standard 
unit  curve  theory  and  cumulative  average 
have  two  parameters.  However,  each  of 
the  more  advanced  models  discussed  in 
F-503,  F-504,  and  F-505  has  three. 

b.  Certain  improvement  curve  options 
of  E-Z-Quant  determine  the  comparison 
assurance  (or  confidence)  that  is  associ¬ 
ated  with  the  coefficient  of  determination 
for  the  regression  equation.  This  correla¬ 
tion  analysis  statistic  is  discussed  in 
paragraph  E-205.2. 

F-407  Selection  of  a  Curve 

The  best  possible  source  of  improve¬ 
ment  curve  data  is  the  records  of  the 
contractor  who  is  to  produce  an  item.  If 
the  contractor  has  produced  the  same 
item  in  the  past,  its  records  can  usually  be 
used  to  obtain  both  the  percentage  slope 
and  the  theoretical  first  unit.  Even  if  the 
contractor  has  not  produced  the  item 
before,  its  experience  in  producing  other 
items  at  the  facilities  planned  for  the  new 
item  will  generally  provide  a  more  reli¬ 
able  percentage  than  the  experience  from 
another  contractor.  It  should  also  be 
noted  that  while  improvement  curves  can 
best  be  fitted  to  direct  labor  hours  or 
costs  which  have  been  segregated  by  unit 
or  lot,  it  is  often  possible  to  develop 
satisfactory  improvement  curves  from 
monthly  or  weekly  costs  and  equivalent 
units  of  production  (F-306),  or  even  from 
cost  recorded  against  successive  con¬ 
tracts. 
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Other  Factors  Which  Affect  Improvement 


F-500  Section  5 

F-501  Introduction 

This  section  describes  factors  which 
may  cause  departures  from  normal  im¬ 
provement  curve  patterns.  It,  also  dis¬ 
cusses’ methods  of  measuring  ,  and  com¬ 
pensating  for  the  effects  of  these  factors. 

F-502  Engineering  and  Other  Major 
Changes 

a.  Changes  in  a  product  and  in  the 
method  of  its  manufacture  will  affect  the 
unit  cost  of  the  product  and,  therefore, 
the  slope  and  vertical  position  of  the 
improvement  curve.  Most  of  these 
changes  are  relatively  minor;  and,  be¬ 
cause  they  are  constantly  taking  place, 
they  form  a  continuing  and  repetitive 
pattern  of  change.  Their  combined  and 
continuing  impact  on  product  unit  cost  is 
one  of  the  principal  improvement  factors 
that  the  curve  is  designed  to  measure. 
The  use  of  the  improvement  curve  to 
measure  a  rate  of  change  is  a  dynamic 
method  of  analyzing  costs.  Where  other 
methods  assume  a  constancy  in  composi¬ 
tion  of  a  product  and  in  the  technology  of 
its  production,  the  thcc-ry  of  the  improve¬ 
ment  curve  assumca  the  constancy  of 
change.  It  assumes  that  the  rate  of  change 
is  the  factor  that  will  be  constant.  To  the 
extent  that  this  assumption  is  true,  the 
curve,  appropriately  plotted,  will  be  lin¬ 
ear;  and  the  slope  of  the  curve  will  be 
constant. 

b.  It  must  be  recognized  that  these 
improvement  curve  assumptions  encom¬ 
pass  only  those  changes  which  compose 
the  normal,  continuing,  repetitive  pattern 
of  change.  There  are,  however,  other 
changes,  occasional  in  frequency,  that 
have  an  abrupt  and  major  impact  on  unit 
costs.  These  changes  tend  to  produce  a 
sharp  and  material  deviation  in  the  slope 
and  vertical  position  of  the  improvement 


curve,  as  shown  between  lots  5  and  6  in 
Figure  F-5-1.  Major  changes  in  the  design 
of  a  product,  commonly  known  as  engi¬ 
neering  changes,  are  one  of  the  most 
common  causes  of  these  sharp  deviations 
in  the  level  and  trend  of  the  curve.  There 
are,  however,  a  number  of  other  causes 
which  can  have  the  same  or  a  similar 
effect,  such  as  a  major  change  in  tooling 
and  equipment,  a  major  shift  towards 
automation,  or  the  production  of  a  major 
component  previously  purchased. 

c.  The  difficulty  of  forecasting  from  a 
curve  that  reflects  an  engineering  or  other 
major  change  may  be  seen  from  the 
example  given  in  Figure  F-5-1.  In  this 
example,  a  major  change  was  made  in  a 
component  in  lot  6.  As  a  result,  a  sharp 
rise  in  the  vertical  position  of  the  curve 
occurred  between  lots  5  and  6.  Though 
the  curve  slopes  back  sharply  thereafter, 
it  does  not  begin  to  reflect  a  stabilized 
trend  until  lot  10,  when  it  becomes 
asymptotic  to  the  trend  before  the 
change.  Projection  of  the  basic  trend  at 
lot  6  to  forecast  lots  7  to  10  would  be 
meaningless,  as  would  a  projection  of  any 
segment  of  the  line  connecting  any  of 
these  points. 

d.  The  first  step  in  appraising  the  full 
impact  of  engineering  changes  should  be 
the  segregation  of  costs  between  compo¬ 
nents  affected  by  the  change  and  those 
not  affected.  When  unit  cost  or  lot  costs 
by  components  are  available,  there  is 
usually  no  problem  in  securing  this  segre¬ 
gation.  When  appropriate  data  is  not 
readily  available,  the  auditor  may  segre¬ 
gate  costs  on  some  other  basis  provided  it 
measures  the  relative  effort  in  the 
changed  portion  to  that  in  the  whole 
product. 

Asymptote:  A  curve  always  approach¬ 
ing  but  never  meeting  a  straight  line; 
tangent  at  infinity. 
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Table  for  Figure  F-5-1 


Lot 

Total 

Lot  Mid- 

Lot  Plot¬ 

Total  Hours 

Average 

Hours 

No. 

Units  Per  Lot 

Units 

Point 

ting. Point 

Per  Lot 

Per  Lot 

1 

10 

10 

4.0 

4.0 

2000 

200 

2 

10 

20 

5.0 

15.0 

1100 

no 

3 

20 

40 

10.0 

30.0 

1600 

80 

4 

20 

60 

10.0 

50.0 

,  1240 

62 

5 

20 

80 

10.0 

70.0 

1080 

54 

6 

8 

88 

4.0 

84.0 

720 

90 

7 

12 

100 

6.0 

94.0 

840 

70 

8 

30 

130 

15.0 

115.0 

1680 

56 

9 

40 

170 

20.0 

150.0 

1840 

46 

10 

40 

210 

20.0 

190.0 

1600 

40 

11 

80 

290 

40.0 

250.0 

2800 

35 

12 

80 

370 

40.0 

330.0 

2400 

30 

13 

80 

450 

40.0 

410.0 

2160 

27 

14 

120 

570 

60.0 

510.0 

2880 

24 

15 

120 

690 

60.0 

630.0 

2640 

22 

16 

120 

810 

60.0 

750.0 

2400 

20 

e.  The  data  for  a  simplified  example  etc.  By  computing  and  then  combining 
showing  the  plotting  of  separate  curves  separate  evaluations  for  Component  A, 
for  the  changes  and  unchanged  compo-  and  for  all  other  components,  an  evalu- 
nents  are  shown  in  the  following  table  ation  for  the  entire  product  may  be 
and  graphically  displayed  in  Figures  F-5-  obtained. 

2  and  F-5-3.  Curve  A  in  Figure  F-5*2  f.  When  unit  or  lot  costs  for  the 
reflects  the  impact  of  an  engineering  changed  work  are  not  available,  it  may  be 
change  in  Component  A.  Figure  F-5-3  possible  to  obtain  a  reliable  engineering 
reflects  an  uninterrupted  and  uniform  estimate  of  the  proportion  of  direct  labor 
rate  of  improvement  for  all  other  compo-  for  the  lots  prior  to  the  change  which  is 
nents.  Figure  F-5-3  therefore  presents  no  accounted  for  by  the  unchanged  work, 
special  evaluation  problem,  but  the  This  proportion  is  applied  to  the  hours 
changed  segment  of  Curve  A  should  be  for  each  lot  prior  to  the  change.  The 
replotted  as  though  it  were  a  new  unit,  as  improvement  curve  is  fitted  to  the  resul- 
shown  in  Curve  B  of  Figure  F-5-2.  It  may  tant  data  to  estimate  the  proportion  of 
be  seen  in  Figure  F-5-2  that  Curve  B  labor  hours  in  subsequent  lots  which  are 
curves  downward  slightly.  This  indicates  related  to  the  unchanged  work.  This 
there  is  some  retention  of  learning  in  the  portion  is  deducted  from  the  total  hours 
production  of  Component  A.  Use  of  the  per  unit  for  these  subsequent  lots  to 
retained  prior  improvement  curve  option  obtain  estimates  of  the  hours  applicable 
of  E-Z-Quant  as  described  in  F-503,  to  the  changed  work.  If,  in  the  foregoing 
indicates  that  this  retained  improvement  example,  an  estimated  70%  of  the  work 
(or  learning)  is  equivalent  to  the  produc-  prior  to  the  change  related  to  unchanged 
tion  of  5  units.  Accordingly,  the  data  operations,  the  following  analysis  would 
should  be  replotted  at  unit  nos.  9, 19, 40,  be  made: 
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Average  Hours  per  Lot 
Unchanged  Operations 


t  No. 

Total 

Historic 

Projected 

Changed 

Dl.  1 

Col.  2 

Col.  3 

Col.  4 

Col.  5 

1 

200 

140 

2 

llO 

77 

3 

80 

56 

4 

62 

43.4 

5 

54 

37.8 

6 

90 

34.49 

55.51 

7 

70 

32.76 

37.24 

8 

56 

29.91 

26.09 

9 

46 

26.47 

19.53 

10 

40 

23.73 

16.27 

11 

35 

20.95 

14.05 

12 

30 

18.41 

11.59 

13 

27 

16.65 

10.35 

14 

24 

15.07 

8.93 

15 

22 

13.66 

8.34 

16 

20 

12.60 

7.40 

Table  for  Figures  F-5-2  and  F-5>3 
ENGINEERING  CHANGES 
Component  A  and  All  Other  Components 


Component  A 

Replotted  As  Average  Hours  Per  Lot 


Units 

Com- 

Lot 

Per 

Lot  Mid- 

Lot  Plot- 

ponent 

All  Other 

No. 

Lot 

Point 

ting  Point  Lot  No. 

At  Unit  No. 

A 

Components  Total 

1 

10 

4.0 

4.0 

70.0 

130.0 

200.0 

2 

10 

5.0 

15.0 

44.0 

66.0 

110.0 

3 

20 

10.0 

30.0 

32.0 

48.0 

80.0 

4 

20 

10.0 

50.0 

24.0 

38.0 

62.0 

5 

20 

10.0 

70.0 

20.0 

34.0 

54.0 

6 

8 

4.0 

84.0 

1 

3.4 

59.0 

31.0 

90.0 

7 

12 

6.0 

94.0 

2 

14 

40.0 

30.0 

70.0 

8 

30 

15.0 

115.0 

3 

35 

29.0 

27.0 

56.0 

9 

40 

20.0 

150.0 

4 

70 

22.0 

24.0 

46.0 

10 

40 

20.0 

190.0 

5 

110 

18.0 

22.0 

40.0 

11 

80 

40.0 

250.0 

6 

170 

15.4 

19.6 

35.0 

12 

80 

40.0 

330.0 

7 

250 

12.8 

17.2 

30.0 

13 

80 

40.0 

410.0 

8 

330 

11.2 

15.8 

27.0 

14 

120 

60.0 

510.0 

9 

430 

10.0 

14.0 

24.0 

15 

120 

60.0 

630.0 

10 

550 

9.0 

13.0 

22.0 

16 

120 

60.0 

750.0 

11 

670 

8.0 

12.0 

20.0 
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In  this  example,  column  3  equals  70%  of 
column  2.  A  weighted  least  squares  fit  to 
the  data  in  column  3  resulted  in  an 
improvement  curve  with  a  slope  of 
71644%  and  a  theoretical  first  unit  cost 
of  266.68.,  Projections  along  the  curve 
produced; the- estimate  of. 34.49  for  units 
81  to  88,  32.76  for  units  89  to  100,  etc., 
shown,  in  column  4.  Column,  5 .  is  the 
difference  between  columns  2  and  4.  It 
corresponds  to  the  column  headed 
“Component  A”  in  the  table  referred  to 
in  the  preceding  subparagraph  e  and 
could  be  used  in  the  same  manner  to 
project  future  costs  of  the  changed  work. 

g.  The  design  change  improvement 
curve  model  of  E-Z-Quant  (described  in 
DCAAP  7641.91)  estimates  curve  seg¬ 
ments  for  (1)  the  pre-change  production 
histop',  (2)  the  unchanged  portion  (re¬ 
maining  original  work),  and  (3)  the 
changed  portion  (or  new  work).  The 
procedure  also  computes  projected  cost 
or  hours  for  user-specified  lots. 

F-503  Measuring  Retained  Prior 
Improvement 

a.  Where  a  contractor  produces  a  new 
item  that  is  similar  to  items  produced  in 
the  past,  it  is  likely  that  the  first  unit  of 
the  new  item  will  require  less  cost  than  if 
the  similar  item  had  not  been  produced. 
In  other  words,  prior  improvement  (or 
learning)  achieved  on  the  earlier  item 
may  be  retained,  thereby  benefiting  the 
new  item.  For  example,  if  the  retained 
prior  improvement  was  equivalent  to  the 
production  of  10  units,  the  labor-hour 
requirement  for  the  first  unit  of  the  new 
model  would  correspond  to  unit  1 1  on  a 
normal  improvement  curve,  the  hours 
required  for  the  second  unit  would  corre¬ 
spond  to  unit  12. 

b.  Typically,  where  retained  prior  im¬ 
provement  is  a  factor  in  determining 
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costs  required  to  produce  an  item,  the 
trend  line  of  actual  costs  will  be 
“humped”  as  illustrated  by  the  points 
connected  by  the  solid  line  in  Figure  F-5- 
4.  Moving  the  points  five  units  to  the 
right  produces  the  approximately  linear 
pattern  shown  byihe  x’s.  This  pattern  is 
readily  discernible  through  a  review  of 
the  "percent  difference”  statistics.  If  the 
first  two  or  three  data  points  are  below 
the  comfiuted  improvement  curve,  this 
may  indicate  retained  prior  improve¬ 
ment. 

c.  The  retained  prior  improvement 
curve  option  of  E-Z-Quant  (described  in 
DCAAP  7641.91)  will  compute  a  least 
squares  estimate  of  the  retained  improve¬ 
ment  in  terms  of  the  equivalent  number 
of  units.  The  procedure  repositions  the 
curve  to  reflect  the  retained  improve¬ 
ment  and  to  project  cost  or  hours  for 
user-specified  lots. 

F<504  Interruptions  in  Production 

a.  A  significant  break  in  the  production 
of  an  item  may  cause  a  “loss  of  experi¬ 
ence  (or  learning).”  The  slope  and  verti¬ 
cal  position  of  the  improvement  cnve 
will  not  change,  but  the  first  unit  pro¬ 
duced  after  the  disruption  will  regress  to 
an  earlier  position  on  the  improvement 
curve  and  the  pattern  established  in  the 
past  will  be  repeated.  A  similar  pattern 
may  result  when  normal  production  is 
disrupted  over  an  extended  period  be¬ 
cause  of  a  shortage  of  materials,  unac¬ 
ceptable  reject  rate,  or  other  factors. 

b.  The  effect  of  a  disruption  is  illus¬ 
trated  graphically  in  Figure  F-5-5.  In  this 
case,  an  interruption  between  the  produc¬ 
tion  of  units  7  and  8  caused  a  loss  of 
experience  of  about  3.5  units.  Moving  the 
points  for  units  8  through  15  by  3.5  units 
to  the  left  brings  them  into  alignment 
with  the  points  for  units  1  through  7. 
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FIGURE  F-5-4 

EFFECT  OF  RETAINED  LEARNING 


c.  The  break  in  production  improve¬ 
ment  curve  option  of  E-Z-Quant  (de¬ 
scribed  in  DCAAP  7641.91)  provides  a 
least  squares  estimate  of  the  improve¬ 
ment  lost  (expressed  in  terms  of  units) 
due  to  a  break  in  production.  In  the 
process,  E-Z-Quant  fits  an  improvement 
curve  to  the  data,  some  of  which  is 
repositioned  to  account  for  the  lost  im¬ 
provement.  Data  must  be  available  for 
units  before  and  after  the  break.  The 
procedure  also  computes  projected  cost 
or  hours  for  user-specified  lots. 

d.  Where  historical  data  are  available 
only  before  the  disruption  occurred  and 
projections  of  costs  for  units  to  be  pro¬ 


duced  subsequent  to  the  disruption  are 
required,  the  following  procedures  should 
be  considered  individually  or  in  combi¬ 
nation  to  form  the  basis  of  an  audit 
opinion. 

(1)  Review  the  contractor’s  methodolo¬ 
gy  for  an  understanding  of  the  logic 
employed  and  evaluate  the  computation 
in  light  of  that  logic.  Answer  such  ques¬ 
tions  as:  Is  the  contractor’s  reasoning 
consistent  with  the  situation?  Do  the 
mathematical  computations  follow  logi¬ 
cally  from  the  contractor’s  reasoning?  Is 
the  computed  loss  of  learning  a  realistic 
value? 
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FIGURE  F-5-5 

EFFECT  OF  PRODUCTION  BREAK 


(2)  Determine  whether  the  contractor 
had  breaks  with  production  of  similar 
items  for  which  historical  data  are  avail¬ 
able  both  before  and  after  the  disruption. 
If  such  data  are  available,  perform  an 
analysis  of  that  data  with  the  E-Z-Quant 
break  in  production  improvement  curve 
option  and  compare  the  results  with  the 
contractor’s  proposal  considering  the  re¬ 
spective  time  intervals  for  each  disrup¬ 
tion. 

(3)  Request  a  technical  evaluation  of 
the  extent  of  lost  improvement. 

e.  Much  of  the  improvement  in  unit 
costs  is  generally  the  result  of  better 
product  design,  tooling,  work  methods, 
and  work  layout.  If  these  are  properly 
documented,  learning  will  not  be  totally 
lost,  regardless  of  the  length  of  the  inter¬ 
ruption  or  the  turnover  in  personnel. 


Accordingly,  a  100%  loss  of  improve¬ 
ment  (or  learning)  can  rarely,  if  ever,  be 
anticipated. 

F-505  Variations  in  the  Rate  of 
Production 

a.  The  rate  of  production  can  have  a 
significant  effect  on  unit  direct  labor- 
hour  requirements  if  labor  hours  for  part 
of  the  production  process  are  fixed  or 
semi-fixed.  For  example,  it  may  be  neces¬ 
sary  for  some  direct  workers  to  tend 
certain  machines  or  production  line  sta¬ 
tions  or  to  perform  duties  related  to 
production  scheduling  control,  or  super¬ 
vision  regardless  of  production  levels. 

b.  Unlike  engineering  changes,  retained 
learning  or  interruptions  in  production, 
the  existence  of  fixed  and  semi-fixed 
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labor  produces  no  typical  pattern  to  an 
improvement  curve  graph.  Familiarity 
with  the  production  process  is  necessary 
to  identify  situations  of  this  sort. 

c.  When  it  is  suspected  that  the  produc¬ 
tion  process  may  include  fixed  or  semi¬ 
fixed  labor  while  production  rates  have 
varied  significantly,  an  analysis  should  be 
performed  with  tne  fixed  level  of  effort 
(per  time  period)  improvement  curve 
option  of  E-Z-Quaht  (described  in 
DCAAP  7641.91)  This  procedure  pro¬ 
vides  a  least  squares  estimate  of  the  fixed 
portion  of  the  observed  hours  and  the 
improvement  curve  applicable  to  the 
variable  hours.  It  also  provides  projec¬ 
tions  of  future  costs  or  hours  for  user- 
specified  lots  and  production  periods. 

F*506  Other  Variations  in  the  Rate 
of  Improvement  and  Cost  Level 

a.  The  improvement  rate  may  not 
always  appear  uniform  during  a  produc¬ 
tion  run,  particularly  if  the  run  occurs 
over  a  long  period  of  time.  Long-term 
pro  .Auction  runs  sometimes  display  a 
series  of  plateaus  where  the  improvement 
curve  is  flatter  than  the  long-term  trend. 
These  are  the  result  of  “bunching”  of  the 
implementation  of  improvement-induc¬ 
ing  measures  such  as  tool  changes  and 
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production  reorganization  as  opposed  to 
a  more  gradual  and  continuous  imple¬ 
mentation  of  such  measures.  The  long¬ 
term  improvement  rate  is  still  a  good 
reflection  of  the  general  trend  of  cost 
reduction  that  can  be  expected  for  future 
lots. 

b.  Contractors  sometimes  experience  a 
rise  in  unit  costs  during  the  last  few  lots 
of  a  production  run;  the  improvement 
curve  reflects  this  by  an  upward  or  posi¬ 
tive  swing.  There  may  be  many  reasons 
for  a  potential  loss  in  efficiency  including 
reduced  rate  of  production,  loss  of  more 
experienced  workers,  continued  use  of 
worn  tools  and  equipment,  part  short¬ 
ages,  and  worker  concern  for  job  security. 
Although  costs  might  tend  to  go  up  for 
those  reasons,  there  are  other  reasons 
why  unit  costs  could  actually  go  down 
(e.g.,  excess  purchased  parts  and  produc¬ 
tion  inventory  accumulated  throughout 
the  life  of  the  program). 

c.  Cost  and  productivity  improvements 
don’t  just  happen— they  are  managed. 
Continuous  management  attention  is  re¬ 
quired  to  ensure  that  costs  are  properly 
controlled.  A  constant  rate  of  improve¬ 
ment  may  generally  be  assumed,  unless 
the  contractor  can  specifically  document 
support  for  any  proposed  deviation. 
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F-600  Section  6  — -  Application  of  Improvement  Curve  Techniques 


F-601  Introduction 

This  section  Contains  guidance  in  the 
use  of  improvement  curve  techniques  in 
contract  auditing. 

F-602  Use  with  Other  Analysis 
Methods 

The  improvement  curve,  like  other 
statistical  analysis  methods,  should  not 
be  considered  as  a  complete  or  absolute 
procedure;  rather,  it  is  only  an  additional 
analytical  tool  useful  for  analyzing  and 
forecasting  cost  trends  when  the  reason¬ 
ableness  of  the  historical  costs  has  been 
established  by  other  means.  While  histor¬ 
ical  trends  can  be  determined  and  mea¬ 
sured  with  fair  certainty,  no  future  trend 
can  be  predicted  with  certainty.  A  num¬ 
ber  of  variables,  some  of  which  have  been 
discussed,  can  affect  the  forecast. 

F-603  Preliminary  Evaluations 

In  evaluating  cost  estimates  based  on 
an  improvement  curve,  review  is  neces¬ 
sary  to  understand  the  reasoning  behind 
the  cost  proposal  and  the  methods  of 
using  the  curve.  If  the  contractor  has 
constructed  a  curve  following  certain 
assumptions  and  the  auditor  interprets 
the  curve  from  another  viewpoint,  his 
conclusions  may  be  entirely  erroneous. 
This  does  not  mean  that  one  theory  or 
method  of  construction  is  better  than 
another,  or  that  the  auditor  should  insist 
on  only  one  method  of  construction.  The 
basic  question  is  this;  Which  approach 
best  fits  the  data,  especially  during  the 
early  states  of  production?  The  data  used 
to  construct  an  improvement  curve  must 
be  homogeneous;  and  the  auditor  should 
determine  whether  or  not  this  is  true.  For 
example,  if  the  relationship  of  manufac¬ 
turing  to  subcontract  work  varies  signifi¬ 
cantly  between  different  production  lots, 
an  improvement  curve  constructed  by 
plotting  data  from  these  lots  may  be 
inaccurate.  Further,  the  projection  of  a 
curve  assumes  that  the  same  conditions 
that  existed  in  the  past  will  be  perpetuat¬ 
ed  in  the  future;  and  it  is  the  auditor’s 


responsibility,  in  evaluating  a  forecast,  to 
determine  whether  this  assumption  is 
valid. 

F-604  Use  of  Improvement  Curves  for 
Production  Planning  and  Control 
Purposes 

a.  When  the  improvement  curve  is 
used  as  a  guide  for  planning  and  control¬ 
ling  production,  it  is  possible  that  the 
production  operations  may  be  so  planned 
and  controlled  as  to  assure  that  the 
decline  in  costs  as  production  continues 
will  follow  a  preselected  improvement 
curve  pattern.  This  can  occur  when  the 
improvement  curve  technique  is  used  to 
establish  the  man-hour,  space,  and  simi¬ 
lar  production  requirements  and  to  con¬ 
trol  their  utilization  for  each  successive 
production  lot.  Under  proper  conditions 
this  method  of  production  planning  and 
control  can  result  in  a  highly  efficient 
operation  but  it  also  lends  itself  to  the 
development  and  perpetuation  of  an  inef¬ 
ficient  operation.  While  the  determina¬ 
tion  of  the  efficiency  of  a  particular 
operation  requires  the  services  of  a  spe¬ 
cialist  who  is  expert  in  that  particular 
field  of  production,  there  is  much  that 
the  auditor  can  do  by  observing  and 
reporting  specific  areas  of  inefficiency. 
These  observable  inefficiencies  may  be 
reflected  in  many  ways:  poor  space  and 
equipment  utilization,  a  rate  of  work 
which  is  abnormally  slow  or  clearly 
geared  to  low  work  requirements,  pro¬ 
duction  lots  that  are  not  of  optimum  size 
for  efficient  production,  stretched  out 
production  schedules,  the  use  of  rates  or 
norms  established  for  discontinued  pro¬ 
duction  methods,  workers  having  to  wait 
for  each  other  or  getting  in  each  other’s 
way,  a  material  flow  system  or  shop 
organization  that  does  not  permit  work¬ 
ers  to  work  effectively,  and  use  of  old 
initial  cost  and  curve  slope  data  for 
control  of  new  production  situations 
without  giving  adequate  consideration  to 
past  and  expected  changes  in  the  product 
and  the  manufacturing  methods. 

b.  Whether  or  not  improvement  curves 
are  used  by  a  contractor  in  controlling 
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production,  they  can  be  used  by  the 
auditor  in  evaluating  the  efficiency  of  a 
production  process.  If  the  contractor’s 
data  shows  a  very  low  rate  of  improve¬ 
ment  or  other  similar  programs  have 
shown  higher  rates  of  improvement, 
these  conditions  may  indicate  inadequate 
attention  to  improving  the  work  meth¬ 
ods,  production  line  layout,  and  equip¬ 
ment  and  tooling  used  in  the  production 
process.  On  the  other  hand,  an  abnormal¬ 
ly  high  rate  of  improvement  for  the 
initial  units  of  production  may  be  indica¬ 
tive  of  inadecjuate  planning. 

c.  In  making  these  evaluations,  the 
auditor  must  be  careful  not  to  act  as  an 
expert  in  a  field  in  which  he  does  not 


have  technical  proficiency.  However,  he 
or  she  should  be,  and  is  expected  to  be  an 
expert  observer.  He  or  she  can  and 
should  be  cognizant  of  any  readily  appar¬ 
ent  material  inefficiencies  and  weak¬ 
nesses  in  the  planning  and  control  sys¬ 
tems.  The  auditor  should  report  facts  as 
observed  and  the  extent  to  which  the 
improvement  curve  is  used  in.production 
control.  To  the  extent  that  a  cost  determi¬ 
nation  is  possible,  the  auditor  should 
evaluate  the  effect  of  inefficient  practices 
on  the  costs.  As  a  minimum,  he  or  she 
should  report  his  or  her  observations  to 
cognizant  procurement  officials  for  fur¬ 
ther  investigation  and  corrective  action. 
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APPENDIX  G 


G-000  management  of  mobile  audits 

G-OOl  Scope  of  Appendix 


This  appendix  provides  guidance  on 
the  management  and  administration  of 
the  mobile  audit  workload  of  DCAA 
branch  offices.  It  covers  the  organization, 
planning,  peiftrmance,  and  management 
of  branch  office  activities  and  auditor 
relationships  with  contractors  and  con¬ 


tacting  officers  on  a  mobile  audit  basis. 
This  guidance  also  applies  to  suboffices 
establi^ed  at  other  geographic  locations 
to  perform  mobile  audit  work  under 
management  of  a  branch  office.  Appen¬ 
dix  H  applies  to  resident  suboffices  locat¬ 
ed  at  contractor  plants. 


G-lOO  Section  1  —  Reserved 
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G-200  Section  2 
G-201  Introduction 

This  section  sets  forth  methods  and 

? sidelines  for  organizing  the  branch  of- 
ice  staff  and  assigning  audit  workload. 

G-202  Organization  of  Staff 

a.  The  head,  of  a  branch  office  will  be 
designated  the  branch  manager.  Depen¬ 
dent  upon  the  workload  of  the  branch 
office,  the  number  of  assigned  audit 
personnel  varies  over  a  considerable 
range. 

b.  The  basic  unit  of  staff  organization 
within  the  branch  office  is  the  audit 
team.  As  used  in  this  appendix,  audit 
team  means  an  integral  comiionent  of  the 
branch  office  to  which  auditors  are  as¬ 
signed  organizationally  to  perform  audits 
and  receive  supervision  and  on-the-job 
training.  A  team  generally  conducts  a 
number  of  audits  at  the  same  time  with 
members  acting  individually  or  in  small 
groups.  The  latter  groups  are  assembled 
temporarily  for  particular  assignments. 
Although  these  groups  may  be  commonly 
described  as  audit  teams,  this  is  not  the 
use  intended  in  this  appendix. 

c.  Each  team,  as  set  forth  in  the  “Field 
Audit  Office  GM-1 3  Supervisory  Staffing 
Model”  baseline  definition,  should  gener¬ 
ally  consist  of  no  more  than  nine  audi¬ 
tors,  including  a  supervisory  auditor,  of 
various  grade  levels.  The  baseline  team  is 
composed  of  one  supervisor,  six  senior 
auditors  (GS-12s),  and  two  less  experi¬ 
enced  lower  grade  auditors.  In  determin¬ 
ing  actual  team  size,  consideration 
should  be  given  to  the  audit  experience  of 
the  auditors  to  be  supervised  plus  other 
factors  such  as  audit  risk,  supervisory 
workload  complexity,  and  workload  dis¬ 
persion.  (DCAA  plans  to  include  in 
DCAAM  1400.1,  Personnel  Management 
Manual,  the  model  to  determine  the 
actual  number  of  supervisors  and  audi¬ 
tors  to  be  supervised.)  A  suboffice  of  the 
same  size  range  may  itself  constitute  an 
audit  team.  In  other  situations,  an  audit 
team  may  include  a  small  suboffice  as 
well  as  some  auditors  stationed  at  the 
main  branch  office. 


Branch  Office  Staffing 

G-203  Division  of  Workload  by  Audit 
Teams 

The  basis  of  dividing  the  branch  work¬ 
load  among  audit  teams  depends  upon 
the  workload  characteristics  of  the  partic¬ 
ular  branch  office.  Various  arrangements 
are  discussed  below. 

a.  The  most  prevalent  and  preferred 
arrangement  is  to  distribute  all  contrac¬ 
tors  under  the  branch’s  cognizance  to  the 
various  audit  teams  by  assigning  specific 
contractors  to  a  specific  team  for  the 
performance  of  all  work  associated  with 
those  contractors.  As  an  objective,  except 
as  described  in  d.  below,  reasonable  bal¬ 
ance  should  be  maintained  among  teams 
by  considering  such  factors  as  type  of 
contractor  and  the  volume  and  complexi¬ 
ty  of  workload.  When  the  physical  situa¬ 
tion  in  the  branch  territory  is  such  that 
this  balance  can  best  be  achieved  by 
assigning  each  audit  team  a  geographical 
area  of  responsibility,  this  is  permissible, 
and  it  may  save  travel  funds  and  would 
also  help  in  routing  audit  requests,  inqui¬ 
ries,  etc.,  to  the  responsible  team.  How¬ 
ever,  the  branch  manager  should  periodi¬ 
cally  review  the  workload  balance  and,  if 
a  significant  imbalance  occurs,  adjust 
team  boundaries  or  make  other  appropri¬ 
ate  adjustments. 

b.  Conditions  at  some  branches  may 
make  it  desirable  to  set  up  specialized  or 
functional  teams.  As  an  example,  if  the 
workload  of  auditable  contracts  and 
grants  awarded  by  DoD  and  other  gov¬ 
ernment  agencies  to  various  educational 
institutions  under  the  branch  cognizance 
is  large  enough,  a  team  approach  may  be 
warranted.  This  team  could  specialize  in 
the  unique  characteristics  of  university 
accounting  practices  and  audit  require¬ 
ments  under  Federal  grants.  Some  other 
examples  might  be  the  establishment  of 
teams  assigned  to  the  audit  of  not-for- 
profit  research  institutions  or  to  audit  of 
corporate  home  offices.  The  formation  of 
specialized  teams  to  condui;i  defective 
pricing  reviews,  estimating  system  sur¬ 
veys  or  reviews  of  pricing  proposals, 
however,  is  not  desirable  unless  the 
branch  is  responsible  for  a  large  number 
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of  contractors,  who  perform  under  firm 
fixed-price  contracts  which  do  not  re¬ 
quire  the  audit  of  incurred  costs. 

c.  When  functional  teams  are  used,  the 
branch’  manager  and  team  supervisors 
must  give  special  attention  to  such  mat¬ 
ters  as  on-the-job  training,  and  rotation 
of  aliditors  among  teams  to  preclude  the 
adverse  impact  that  continuous  highly 
specialized  experience  can  have  on  an 
auditor’s  professional  development. 

d.  An  exception  to  the  objective  of 
balancing  workload  among  audit  teams 


noted  in  a.  above  may  be  desirable  in 
some  cases;  for  example,  a  suboffice  may 
be  responsible  for  a  workload  some  dis¬ 
tance  from  the  branch  office  location.  If 
the  suboffice  audit  staffing  is  within  the 
range  of  normal  team  size  and  the  com¬ 
plexity  of  the  audit  warrants  the  full 
attention  of  a  team  supervisor,  this  su¬ 
boffice  may  be  designated  as  an  audit 
team  without  assigning  it  additional  mo¬ 
bile  responsibility  solely  for  the  purpose 
of  equating  team  size. 
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I  G<300  Section  3  —  Planning 

G-301  Introduction 

j  This  section  sets  forth  guidance  for  the 
overall  and  detailed  planning  of  branch 
office  audit  work. 

I  G-302  Audit  Planning  and 

I  Permanent  Files 

I  G<302.1  Establishing  the  Basic  Audit 

Plan 

a.  The  format  to  be  used  by  each 
branch  office  in  submitting  overall  sum¬ 
mary  data  on  its  annual  program  plan  is 
included  in  the  annual  program  guidance 
issued  by  Headquarters.  This  overall  sub- 
'  mission  must  be  supported  and  supple¬ 
mented  by  further  detailed  planning  and 
I  scheduling. 

I  b.  A  branch  office’s  mobile  workload 
i  usually  includes  a  number  of  contractors 

I  in  which  the  depth  of  audit  interest  varies 

'  considerably.  A  major  difficulty  in  ad- 

!  vance  planning  is  that  a  large  segment  of 

t  audit  service  is  performed  in  response  to 

I  specific  requests  for  audit  to  which  indi¬ 

vidual  contractors  cannot  be  identified 
before  the  requests  are  received.  The 
total  of  such  requests  is  also  difficult  to 
estimate  accurately.  Audit  work  in  this 
category  includes  forward  pricing  propos¬ 
als,  terminations,  and  work  in  connection 
with  new  cost  reimbursable  contracts, 
new  contractors,  etc.  A  combination  of 
methods  must  be  employed  to  plan  the 
best  use  of  the  audit  staff.  These  methods 
include  specific  detailed  planning  for 
known  audit  requirements  on  a  company 
by  company  basis,  and  realistic  estimates 
for  unknown  but  anticipated  require¬ 
ments. 

c.  Establishing  the  basic  audit  plan  for 
any  period  involves  (i)  forecasting  and 
identifying  the  dollar  volume  of  work¬ 
load  and  the  number  of  reviews  (audit 
workpackages)  to  be  performed,  and  (ii) 
determining  the  staffing  required  to  per¬ 
form  it.  Although  these  two  aspects  are 
discussed  separately  in  the  following 
paragraphs  (G-303  and  304),  in  many 
instances  planning  can  best  be  done  by 
considering  both  concurrently. 


and  Scheduling  Audit  Work 

d.  For  contractors  subject  to  the  Cost 
Accounting  Standards  (CAS),  reviews  for 
compliance  with  the  CAS  must  be  inte¬ 
grated  into  regularly  scheduled  audits  of 
proposals  and  incurred  costs.  CAS  com¬ 
pliance  review  control  schedules  and 
noncompliance  summary  schedules  (8- 
305)  should  be  maintained  in  the  perma¬ 
nent  file.  These  schedules  identify  out¬ 
standing  noncompliance  issues,  provide 
documentation  of  audit  coverage  of  con- 
tractoi  compliance  with  the  provisions  of 
CAS,  and  highlight  areas  requiring  addi¬ 
tional  audit  coverage. 

G-302.2  Pr^aring  and  Maintaining 
Permanent  Files  on  Contractors* 
Operations 

a.  Permanent  file  content  should  be 
related  to  audit  scope.  For  nonmajor 
contractors,  it  may  vary  greatly  depend¬ 
ing  on  the  magnitude,  risk  assessment, 
and  nature  of  current  and  future  audits. 
This  concept  of  including  only  relevant 
information  which  would  have  a  bearing 
on  the  performance  of  current  and  future 
audits  is  most  important  when  working 
with  nonm^r  contractors  audited  from 
a  branch  office. 

b.  The  auditor  is  to  exercise  judgment 
as  to  what  should  be  included  using  the 
guidance  in  4-405.1.  Data  gathered  that 
may  be  of  continuing  value  should  be 
considered  for  placement  in  the  perma¬ 
nent  file.  If  a  contractor  has  completed  all 
government  contracts  and  contemplates 
no  others  in  the  near  future,  a  permanent 
file  ’  /ould  not  be  appropriate  since  the 
purpose  of  the  permanent  file  is  to  assist 
the  auditor  in  performing  future  audits. 

c.  For  most  nonmajor  contractors  the 
indirect  cost  audit  files  applicable  to 
contracts  that  have  not  been  closed  out 
should  be  considered  part  of  the  perma¬ 
nent  file.  The  most  recent  audits  are 
frequently  referred  to  by  the  auditor  as 
much  as  the  permanent  file  because  they 
contain  the  latest  information  available 
on  the  contractor.  For  very  small  contrac¬ 
tors  audited  on  an  infrequent  basis,  or 
where  continuing  work  is  not  a  certainty, 
the  most  current  audit  file  should  be 
considered  the  permanent  file.  To  pre- 
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pare  another  file  in  anticipation  of  audit 
work  that  never  materialize  would 
not  be  an  efficient  use  of  auditor  re¬ 
sources. 

d.  Permanent  files  should  be  updated 
at  the  time  of  audit  performance;  this 
includes  contractors  with  no  cost  reim¬ 
bursable  work.  If  the  auditor  has  not  been 
to  the  contractor  for  over  a  year,  a 
separate  trip  should  not  be  scheduled  just 
to  update  the  permanent  file.  It  may  be 
necessary  to  contact  the  contractor  dur¬ 
ing  requirements/program  planning  time, 
but  effort  to  set  up  a  permanent  file  in 
anticipation  of  future  audit  work  would 
not  be  prudent. 

e.  For  many  nonmtuor  contractors  that 
I  have  cost  reimbursable  work,  there  are 
1  certain  mandatory  requirements.  These 

are  the  completion  of  the  internal  control 
questionnaire,  the  preparation  of  a  vul¬ 
nerability  assessment,  and  the  perfor¬ 
mance  of  the  applicable  MAARs.  These 
requirements  should  be  linked  to  the 
content  of  the  permanent  files.  If  these 
activities  are  required  to  be  accom¬ 
plished,  relevant  information  should  be¬ 
come  part  of  the  permanent  file.  In  some 
cases  this  is  all  that  will  be  in  the 
permanent  file.  The  key  is  sound  judg- 
,  ment  by  the  auditor  as  to  what  may  be 
!  needed  for  current  and  future  nudits. 

I 

G-303  Forecasting  Dollars  of 
Workload 

Since  branch  offices  are  responsib!.;  for 
many  contractors,  the  forecasting  of  total 
dollars  of  workload  is  usually  more  diffi¬ 
cult  than  for  a  resident  office.  Although 
the  administrative  staff  can  assist  as  in 
providing  historical  statistics  which  serve 
as  a  starting  point,  each  audit  team 
should  generally  be  resiwnsible  for  devel¬ 
oping  at  least  the  preliminary  workload 
planning  estimates  for  its  assigned  con¬ 
tractors.  The  audit  staff  and  team  super¬ 
visor’s  knowledge  of  its  contractors’  sys¬ 
tems,  operations,  pending  programs,  etc., 
must  be  applied  if  planning  is  to  be 
realistic.  Working  papers  used  to  develop 
or  support  the  annual  program  plan 
should  show  sources  of  information,  as¬ 
sumptions  and  other  relevant  data;  they 
should  be  retained  for  later  review  or  for 
use  in  any  revision  of  the  plan.  The 
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working  papers  should  show  summary 
data  for  individual  audit  teams  as  well  as 
overall  branch  office  data  needed  for 
reporting  purposes.  Two  primary  work¬ 
load  categories  are  subject  to  measure¬ 
ment  and  reporting  in  dollar  terms;  (1) 
auditable  incurred  costs,  including  back¬ 
log  and  costs  which  will  be  incurred 
during  the  year  covered  by  the  plan;  and 
(2)  the  volume  of  price  proposals  antici¬ 
pated  to  be  received  for  review.  These 
categories  are  discussed  below. 

G-303.1  Incuned  Costs 

a.  Most  incurred  cost  workload  can  be 
determined  in  advance,  since  it  generally 
relates  to  existing  contracts  which  were 
awarded  to  contractor^reviously  audit¬ 
ed  by  the  branch  office.  Appropriate 
estimates  should  also  be  included,  how¬ 
ever,  for  workload  representing  new  con¬ 
tracts  and  contractors. 

b.  Realistic  projections  should  be  made 
of  the  dollar  volume  of  incurred  costs  to 
be  audited  during  the  planned  period  at 
each  existing  contractor  location  where 
audit  workload  may  be  expected  to  con¬ 
tinue  or  recur.  The  dollar  volume  of  audit 
workload  at  each  of  these  contractor 
locations  should  be  projected  on  the  basis 
of  information  obtained  from  such 
sources  as  the  contract  (see  3-202),  the 
audit  working  papers,  contract  document 
files,  recent  audit  visits  to  the  contractot 
and  normal  contacts  with  government 
procurement  and  contract  administration 
activities. 

c.  Prior  experience  of  a  branch  office 
may  show  that  a  significant  volume  of 
incurred  cost  workload  is  consistently 
generated  each  year  at  new  or  intermit¬ 
tent  contractors.  In  these  cases  a  realistic 
lump  sum  estimate  for  this  increment 
should  be  added  to  the  workload  more 
specifically  identified  under  (b.)  above. 
Where  circumstances  permit,  this  esti¬ 
mate  should  be  made  separately  for  each 
audit  team. 

G-303.2  Price  Proposals 

Workload  forecasts  of  proposals  are 
more  difficult  to  make  than  forecasts  of 
auditable  incurred  costs.  A  separate  esti¬ 
mate  ’nust,  however,  be  made  for  each 
major  contractor  as  defined  in  the  Pro¬ 
gram  Objective  Document  prepared  an- 
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nually  by  Headquarters.  The  projection 
should  be  made  from  sources  of  informa¬ 
tion  outlined  in  G-303.1  above.  Wherev¬ 
er  feasible,  this  procedure  should  also  be 
used  for  smaller  dollar  volume  contrac¬ 
tors  since  it  will  help  in  planning  the 
audit  work  at  each  contractor.  The  degree 
to  which  estimates  are  prepared  individu¬ 
ally  for  smaller  contractors  depends  on 
the  circumstances  of  each  case.  Consider¬ 
ations  include: 

a.  Some  contractors  perform  continu¬ 
ous  or  long  range  projects  under  a  limited 
number  of  successive  contracts.  In  such  a 
situation,  an  individual  workload  fore¬ 
cast  for  proposals  can  readily  be  made. 

b.  How  familiar  the  branch  office  per¬ 
sonnel  are  with  a  contractor’s  programs 
and/or  product  lines. 

c.  Occasionally,  one  or  more  contrac¬ 
tors  which  have  a  significant  effect  on  the 
branch  office  workload  may  be  involved 
in  a  single  major  procurement  program. 
In  the  tew  cases  where  this  occurs,  the 
appropriate  procurement  liaison  auditor 
may  be  contacted  for  informal  assistance 
in  estimating  relative  procurement  trends 
for  the  program  so  that  they  can  be  used 
in  planning  for  the  audit  of  these  individ¬ 
ual  contractors. 

d.  For  many  existing  contractors,  it  will 
not  be  feasible  to  forecast  individually 
the  anticipated  volume  of  proposals. 
Also,  proposals  some  new  contractors 
cannot  be  identified  in  advance  of  being 
received  for  review.  Overall  estimates 
must  be  made  for  this  share  of  workload, 
preferably  broken  down  by  each  team. 
Such  estimates  should  be  based  on  the 
experience  of  previous  years  for  the  same 
group  or  category  of  contractors. 

G-303.3  Other  Audit  Workload 

Certain  categories  of  audit  service  such 
as  defective  pricing  reviews,  estimating 
system  surveys,  progress  payment  re¬ 
views,  etc.,  cannot  be  expressed  in  terms 
of  workload  dollars.  In  the  course  of 
identifying  workload  as  provided  above, 
it  will  be  helpful  to  note  in  the  working 
papers  any  known  significant  require¬ 
ments  for  these  other  categories  of  audit 
services  as  they  pertain  to  individual 
contractors.  If  these  requirements  are 
noted  as  specifically  as  {^ssible,  it  will 
assist  in  planning  overall  programs, 


scheduling  visits  to  individual  contrac¬ 
tors,  and  in  measuring  needed  staffing. 

G-303.4  Trend  Data  and  Other  Available 
Information 

In  all  aspects  of  workload  planning,  the 
branch  office  should  consider  workload 
trends;  pending  changes  in  workload  lev¬ 
els,  and  other  information  in  audit  files 
bearing  on  future  workload.  Any  reliable 
information  obtained  informally  from 
contractors,  contracting  officers  or  other 
sources  should  be  used;  however,  a  for¬ 
mal  or  widespread  solicitation  of  infor¬ 
mation  should  not  be  made  for  this 
purpose. 

G’304  Determining  Audit  Staffing 
Requirements 

a.  The  planning  process  also  involves 
estimating  the  staffing  required  for  each 
workload  element.  This  can  best  be  done 
as  an  expression  of  professional  audit 
judgment  rather  than  through  the  use  of 
arbitrary  formulas  or  ratios.  Whenever 
feasible,  staffing  requirements  should  be 
estimated  for  individual  contractors.  Re¬ 
alistic  overall  estimates  must  then  be 
made  for  the  remaining  contractors 
whose  dollars  of  workload  were  not  fore¬ 
cast  individually  and  for  those  elements 
based  on  level  of  effort  required.  The 
basis  for  such  estimates  is  the  auditor’s 
knowledge  and  prior  experience  and 
yearly  Headquarters  guidance  issued  in 
the  Program  Objective  Document. 

b.  For  suboffices  located  at  major  con¬ 
tractor  locations  (see  1-502.2  and  H-OOl), 
the  full  implementation  of  Appendix  H 
will  provide  the  basis  for  determining 
staffing  requirements,  as  well  as  for  de¬ 
tailed  programming  and  scheduling  of 
auditable  areas.  A  limited  application  of 
Appendix  H  to  the  larger  contractors 
audited  on  a  mobile  basis  would  also 
serve  to  determine  and  document  staffing 
requirements  for  such  contractors. 

c.  For  the  remaining  contractors  audit¬ 
ed  on  a  mobile  basis,  it  is  recognized  that 
scheduling  and  programming  of  audita¬ 
ble  incurred  costs  will  be  somewhat  less 
detailed.  Nevertheless,  whenever  feasi¬ 
ble,  a  projection  of  the  hours  required  in 
each  planning  period  to  accomplish  the 
planned  workload  of  incurred  costs 
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should  be  made  for  each  contractor. 
Normally  these  estimates  should  be  based 
oh  actual  experience  of  prior  years,  find¬ 
ings  of  audit  risk  identified  through  com¬ 
pletion/update  of  the  internal  control 
questionnaire,  the  detailed  audit  pro¬ 
gram,  the  dollars  of  workload  projected 
for  the  contractor,  etc.  Suitable  adjust¬ 
ments  should  be  made  for  any  significant 
changes  warranted  in  audit  scope.  For 
example,  if  prior  experience  with  a  par¬ 
ticular  contractor  established  the  reliabil¬ 
ity  of  its  internal  controls  and  the  accura¬ 
cy  of  its  incurred  cost  submissions,  plan¬ 
ning  for  the  ensuing  year  should  reflect  a 
reduced  scope  of  audit.  Conversely,  it 
may  be  appropriate  to  plan  additional 
audit  time  when  the  previous  audit  has 
pointed  up  unsatisfactory  conditions  or 
inadequate  controls. 

d.  Wherever  dollar  amounts  of  price 
proposals  are  projected  for  individual 
contractors,  audit  hour  requirements 
should  be  similarly  projected.  If  a  factor 
is  used  to  project  the  dollar  amount  of 
price  proposals  for  a  small  group  of 
contractors,  an  appropriate  factor  which 
considers  Program  Obiective  Document 
instructions  should  also  be  developed 
and  used  to  project  staffing  requirements. 

e.  In  addition,  staffing  requirements 
must  be  determined  for  audit  service 
elements  which  are  not  expressed  in 

,  terms  of  workload  dollars  (G-303.3)  and 
j  for  any  anticipated  workload  which  can- 
j  not  be  specifically  identified  or  pro- 
I  grammed  in  advance.  Requirements  for 
•  this  workload  will  bv  based  on  overall 

I  estimates  considering  trend  data,  prior 

experience,  the  latest  Agency  audit  policy 
guidance,  and  Program  Objective  Docu¬ 
ment  instructions. 

f.  As  a  final  step  in  determining  staffing 
requirements,  the  branch  manager  should 
carefully  review  the  workload  projections 
made  by  each  audit  team,  and  should 
ensure  that  workload  and  staffing  projec¬ 
tions  made  by  each  audit  team  were 
developed  realistically. 

G-305  Developing  and  Maintaining 
the  Program  Plan 

a.  After  staffing  allocations  have  been 
made  by  the  regional  office,  the  branch 
office  must  develop  a  realistic  plan  for 


accomplishing  all  or  an  optimum  share  of 
the  workload  with  the  resources  which 
will  be  available.  Guidance  for  establish¬ 
ing  priorities  and  programming  workload 
areas  is  issued  by  Headquarters  in  con¬ 
nection  with' the  staffing  allocation  pro¬ 
cess. 

(1)  If  the  total  staffing  requirements 
prmected  for  the  programming  period 
differ  greatly  from  the  auditor  resources 
expected  to  be  available,  major  imbal¬ 
ances  should  be  adjusted  in  terms  of  the 
workload  and/or  personnel  assignments 
to  the  audit  teams.  If  workload  peaks  are 
created  by  two  or  more  teams  planning 
special  assignments,  such  as  estimating 
system  surveys  or  defective  pricing  re¬ 
views  at  the  same  time  of  the  year, 
adjustments  in  the  time  scheduling 
should  be  considered. 

(2)  If  the  audit  resources  which  will  be 
available  to  the  branch  office  during  the 
programming  period  are  not  sufficient  to 
complete  all  the  workload  initially  pro¬ 
jected,  the  program  plan  should  be  ad¬ 
justed,  in  accordance  with  DCAA  Manu¬ 
al  7730.1  instructions,  to  reflect  (a)  re¬ 
ductions  in  the  number  and/or  duration 
of  visits  to  be  made  to  particular  contrac¬ 
tors  and  (b)  the  workload  to  be  deferred 
to  the  subsequent  period.  In  determining 
the  adjustments  to  be  made  for  individu¬ 
al  contractors,  the  branch  manager 
should  weigh  many  factors  such  as  the 
following:  the  accomplishment  of  real 
time  mandatory  annual  audit  require¬ 
ments  (MAARs);  the  date  that  the  con¬ 
tractor’s  incurred  cost  submission  was 
received;  the  elapsed  time  since  the  pre¬ 
vious  visit;  the  volume  of  unaudited 
costs;  prior  experience  as  to  the  reliability 
of  the  contractor’s  records  and  cost  repre¬ 
sentations;  the  need  for  the  review  of 
recent  historical  costs  as  a  basis  for 
evaluating  future  forward  pricing  propos¬ 
als;  the  extent  and  aging  of  physically 
completed  contracts  requiring  audit  ac¬ 
tion  so  they  can  be  finalized;  and  so 
forth. 

(3)  The  forecasted  workload  will  in¬ 
clude  unaudited  Prior  Contractor  Fiscal 
Years  (PCFYs)  and  some  costs  which  will 
be  incurred  concurrently  with  the  execu¬ 
tion  of  the  plan.  Therefore,  some  carry¬ 
over,  to  the  subsequent  period  of  unau- 
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dited  costs  incurred  late  in  the  current 
period,  may  be  unavoidable. 

b.  An  abbreviated  example  of  an  annu¬ 
al  plan  for  an  audit  team  is  shown  as 
Figure  G-3-2.  The  example  indicates  the 
minimum  degree  of  planning  at  the.  team 
level.  The  format  of  a  plan  may  be 
expanded  if  desired;  for  example,  it  may 
show  hours  programmed  monthly,  quar¬ 
terly  or  semiannual.  When  all  team  plans 
are  summarized,  (Figure  G-3-1),  overall 
totals  for  workload  dollar  amounts  and 
staff  hours  should  be  in  agreement  with 
the  relevant  DCAA  Form  7730-40.  Sum- 
maiy  entries  lor  the  larger  incurred  costs 
audits  should  be  supported  by  detailed 
plans  for  auditable  areas,  such  as  Figure 
H-3-1.  Separate  computations  or  work¬ 
sheets,  not  illustrated  here,  should  be 
used  for  the  indirect  time  categories 
(code  50000  and  60000  series)  entered  on 
Form  7730-40.  Planning  by  quarters  is 
desirable  to  show  trends  and  workload 
peaks  contemplated  during  the  fiscal  year 
i  and  to  coordinate  the  separate  scheduling 
of  the  various  branch  teams.  It  also 
1  serves  as  a  better  basis  for  evaluating  the 

;  validity  of  the  annual  plan  and  for  re- 

j  viewing  actual  progress  as  compared  with 

i  planned  performance  for  interim  periods 

I  during  the  year. 

!  G-306  Scheduling  of  Individual  Audit 

Performance 

a.  The  branch  office  audit  plan  (Figure 
G-3-2)  establishes  the  work  planned  for 
each  audit  team  for  the  fiscal  year  with¬ 
out  identifying  specific  team  members. 
Additional  shorter  range  planning  to 
match  individual  assignments  with  team 
members  is  important  for  orderly  sched- 
!  uling  and  performance  of  the  workload. 
Such  planning  can  assist  the  branch  in 
recognizing  audit  scheduling  problems  at 
an  early  point  and  in  correlating  the 
branch  financial  and  training  plans  with 
its  scheduling  of  audit  assignments.  It 
permits  more  realistic  appraisals  of  travel 
fund  requirements,  overtime  authoriza¬ 
tions,  etc.  It  also  is  a  means  for  consider¬ 
ing,  in  advance,  the  capabilities  of  indi¬ 
vidual  staff  members,  as  contrasted  with 
the  practice  of  making  audit  assignments 
on  the  expediency  of  the  moment.  At  a 
suboffice  which  is  responsible  for  a  single 


large  contractor,  the  preparation  of  an 
Audit  Manpower  Utilization  Plan  (Fig¬ 
ure  H-3-2)  in  accordance  with  Appendix 
H,  serves  this  purpose.  For  each  audit 
team  performing  primarily  mobile  au¬ 
dits,  an  Audit  Staff  Utilization  Schedule 
such  as  Figure  G-3-3  should  be  used. 

(1)  This  schedule  is  essentially  a  plan¬ 
ning  worksheet.  It  is  prepared  from  and 
used  in  conjunction  with  other  branch 
planning  and  control  records,  such  as 
assignment  control  forms,  machine  tabu¬ 
lations,  worksheet  inventories  of  assign¬ 
ments,  etc.  It  is  prepared  at  the  beginning 
of  each  month  and  shows  all  information 
known  at  the  time,  but  it  does  not 
represent  a  rigid  scheduling  of  audit 
assignments.  Since  it  must  be  updated 
frequently  as  new  requests  materialize  or 
unexpected  developments  occur,  it 
should  be  maintained  in  an  informal 
format  of  medium  and  recasted  as  neces¬ 
sary.  Blank  forms  such  as  Figure  G-3-3 
(prepared  locally),  accounting  work¬ 
sheets,  or  plastic  sheet  displays  may  be 
used. 

(2)  The  schedule  prepared  at  the  begin¬ 
ning  of  each  month  should  include  the 
following; 

(a)  All  requested  audit  assignments 
with  due  dates  which  fall  within  the 
month,  such  as  audits  of  forward  pricing 
and  termination  settlement  proposals. 

(b)  Other  specific  assignments  with 
starting  or  estimated  completion  dates 
within  the  month  which  have  been  coor¬ 
dinated  or  confirmed  outside  the  branch. 
Examples  are  formal  estimating  system 
surveys  (5-1200)  and  defective  pricing  I 
reviews  pursuant  to  a  specific  timetable 
coordinated  with  the  regional  office. 

(c)  Time  which  must  be  reserved  for 
request  audits,  e.g.,  forward  pricing  pro¬ 
posals,  expected  to  be  received  during  the 
period.  The  unspecific  nature  of  these 
workload  projections  do  not  permit 
scheduling  by  individual  companies,  but 
it  may  be  possible  to  determine  the 
auditors  most  likely  to  be  assigned  con¬ 
sidering  auditors  skills,  training  needs, 
other  work,  etc.  The  time  reserved  for 
unidentified  demand  requests  can  be 
shown  as  blank  spaces  so  that  specific 
assignments  can  be  inserted  as  they  are 
received.  If  any  unscheduled,  or  idle  time 
period  can  be  anticipated  for  any  mem- 
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ber  of  the  team’s  staff,  the  plan  should 
indicate  this  auditor’s  tentative  deploy¬ 
ment  to  other  work  of  the  branch  or 
region,  but  a  blank  space  or  reserved 
category  should  not  be  used  in  this  cir¬ 
cumstance. 

(d)  An  appropriate  share  of  other 
known  contractor  audit  requiretnents 
programmed  for  accomplishment  during 
the  year,  but  for  which  the  precise  time 
scheduling  is  discretionary  with  the 
branch  office.  Examples  are  comprehen¬ 
sive  audits  of  costs  incurred  under  audi¬ 
table  contracts  and  estimating  system 
surveys  not  conducted  on  a  formal  team 
basis. 

(e)  Anticipated  leave  and  training. 

(3)  The  completed  schedule  should  be 
as  specific  as  known  facts  permit,  includ¬ 
ing  individual  contractors,  auditors  to  be 
assigned,  audit  assignment  types,  and  the 
duration  of  the  assignment  in  hours. 
Time  of  team  supervisors  should  not  be 
included  in  these  schedules. 

(4)  If  it  appears  during  the  initial 
drafting  of  the  schedule  that  the  work  on 
hand  plus  assignments  anticipated  to  be 
received  cannot  be  matched  to  the  avail¬ 
able  time  or  capabilities  of  the  audit  team 
audit  staff,  the  team  supervisor  and 
branch  manager  should  attempt  to  re¬ 
solve  the  potential  problem  within  their 
respective  authorities.  A  solution  might 
require  a  temporary  readjustment  of  pri¬ 
orities  or  deferment  of  work.  The  more 
persistent  problems  in  this  area  will  prob¬ 
ably  be  revealed  through  the  monthly 
reviews  discussed  in  paragraph  G-307b. 
Since  the  schedule  includes  provision  for 
anticipated  requests  and  the  experience 
within  any  specific  period  may  differ  in 
timing  or  volume,  the  reassignment  of 
personnel  or  responsibilities  should  be 
considered  as  a  contingency  plan  but 
should  not  actually  be  put  into  effect 
until  the  appropriate  time. 

(5)  When  the  tentative  schedule  is 
developed  each  month  by  the  team  super¬ 
visor  it  should  be  reviewed  with  the 
branch  manager.  This  review  should  con¬ 
sider  whether  (1)  estimates  in  the  sched¬ 
ule  are  realistic,  (2)  the  number  of  audi¬ 
tors  and  the  auditor  hours  shown  for  each 
planned  assignment  evidence  an  appro¬ 
priate  scope  of  audit  and  (3)  the  schedule 
represents  satisfactory  progress  in  meet¬ 


ing  annual  and  overall  goals,  such  as 
reduction  of  backlog.  The  effectiveness  of 
the  planned  use  of  individual  team  per¬ 
sonnel  and  their  on-the-job  training 
needs  should  also  be  reviewed. 

(6)  After  the  branch  manager’s  review, 
the  schedule  represents  an  approved, 
although  tentative  plan.  Thereafter, 
changes  should  be  made  by  the  team 
supeivisor  as  required  by  day-to-day 
events  such  as  receipt  of  new  audit  re¬ 
quests,  extension  of  planned  completion 
dates,  postponement  of  starting  dates, 
changes  in  auditor  assignments,  unantici¬ 
pated  sick  or  emergency  leave,  etc. 
Changes  made  to  the  plan  should  be 
brought  to  the  branch  manager’s  atten¬ 
tion  promptly  whenever  it  appears  that 
an  audit  report  due  date  may  be  missed, 
audit  requests  received  are  significantly 
above  or  below  the  level  anticipated, 
annual  or  quarterly  goals  may  need  to  be 
revised,  and  when  financial  plans  affect¬ 
ing  travel  funds,  overtime  premium  pay, 
interagency  reimbursement,  etc.,  require 
review. 

b.  In  addition  to  the  workload  sched¬ 
ules  discussed  above,  the  branch  may 
often  find  it  desirable  to  develop  special 
schedules  for  controlling  phases  of  audit 
activity  which  are  considered  particularly 
critical  or  sensitive.  These  schedules 
would  also  be  appropriate  to  monitor  the 
performance  of  newly  initiated  types  of 
audits.  Such  schedules  could  be  used  for 
controlling:  (1)  estimating  system  surveys 
(see  5-1201.1);  (2)  defective  pricing  re¬ 
views;  (3)  overdue  or  postponed  assign¬ 
ments;  or  (4)  a  series  of  initial  visits  to 
new  contractors.  The  format  and  detailed 
content  of  the  schedules  may  vary  but 
they  should  show  the  status  of  the  mat¬ 
ters  involved  and  include  realistic  plans 
for  alleviating  audit  problems. 

c.  After  the  completion  of  each  recur¬ 
ring  audit  assignment  or  each  visit  in  the 
case  of  contractors  audited  on  a  periodic 
basis,  the  basic  audit  plan  for  the  contrac¬ 
tor  and  the  program  for  future  visits 
should  be  reviewed  and  adjusted  as  nec¬ 
essary.  Any  significant  difference  be¬ 
tween  planned  and  actual  time  of  the 
work  completed  should  be  explained  in 
the  working  papers,  and  those  areas 
where  audit  coverage  needs  to  be  expand¬ 
ed  or  reduced  should  be  noted.  The 
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annual  audit  plan  should  be  adjusted  for 
any  changes  which  significantly  affect 
time  programmed  for  future  visits. 

G'307  Analysis  of  Audit  Progress 

a.  The  detailed  plans  and  schedules 
outlined  above  are  also  intended  to  give 
the  branch  manager  a  means  of  evaluat¬ 
ing  the  progress  and  performance  of  each 
team  and  of  assessing  the  effect  of  any 
unexpected  developments  which  may  oc¬ 
cur.  The  monthly  updating  of  the  work¬ 
load  schedules  (Figure  G-3-3)  can  be  used 
by  team  supervisors  and  branch  manag¬ 
ers  as  a  tool,  in  conjunction  with  other 
branch  documents,  to  appraise  the  prog¬ 
ress  and  status  of  audits.  Although  the 
schedules  are  not  a  formal  reporting 
medium  they  may  serve  as  the  basis  for 
narrative  comments  in  quarterly  perfor¬ 
mance  reports  on  progress  or  incipient 
problem  areas.  They  are  also  available  for 
onsite  review  by  regional  or  Headquar¬ 
ters,  DCAA  personnel. 


b.  Each  month  at  the  time  the  schedule 
of  assignments  for  the  following  month  is 
submitted  for  approval,  the  branch  man¬ 
ager  should  review  the  status  and  prog¬ 
ress  of  each  team’s  performance  with  its 
supervisor.  Actual  or  potential  slippages 
should  be  reviewed  for  indication  of 
overauditing  or  other  undesirable  condi¬ 
tions.  Scheduling  problems  should  be 
solved  expeditiously.  For  example,  a 
problem  caused  by  temporary  concentra¬ 
tion  of  peak  workload  may  be  resolved  by 
measures  such  as  realignment  of  auditors 
or  workload  assignment  among  audit 
teams,  deferment  of  lower  priority  audits, 
authorization  for  use  of  overtime,  or 
requests  for  temporary  assignment  of 
auditors  from  other  FAOs  within  the 
region.  A  more  permanent  increase  in 
workload  levels  would  necessitate  a  re¬ 
vised  program  plan  and  might  require 
regional  action  to  adjust  the  branch  of¬ 
fice’s  assigned  geographical  area  of  audit 
cognizance  or  its  authorized  staffing. 
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Figure  G-3-3 
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G-400  Section  4  —  Supervision  of  Field  Audit  Work 


G-401  Introduction 

CAM  2-303  sets  forth  standards  for 
supervising  field  work.  This  section  dis¬ 
cusses  additional  aspects  of  within-the- 
branch  supervision  of  mobile  audits  and 
branch  office  activities.  External  supervi¬ 
sion  (technical  direction  and  guidance  by 
representatives  of  DCAA  regional  offices 
and  Headquarters)  is  also  an  important 
element  of  guiding  the  implementation  of 
government  auditing  standards  and  agen¬ 
cy  policies  by  branch  offices  but  it  is  not 
included  within  the  scope  of  this  appen¬ 
dix. 

G-402  General 

a.  Supervision  of  individual  audit  as¬ 
signments  applies  before,  during,  and 
after  completion  of  the  field  visit.  Oral 
and  written  instructions,  preparation  or 
approval  of  detailed  audit  programs,  on¬ 
site  guidance  and  review  of  working 
papers  and  report  drafts  are  all  aspects  of 
supervision.  The  depth  and  extent  of 
supervision  in  individual  cases  will  vary 
in  relation  to  the  materiality  and  com¬ 
plexity  of  the  audit  assignment  and  the 
competence  and  experience  of  the  audi¬ 
tors  assigned.  It  should  not  be  inordinate¬ 
ly  reduced  because  of  problems  presented 
by  the  geographic  location  of  the  audit 
site.  For  example,  supervision  of  a  com¬ 
plex  audit  assignment  which  must  be 
conducted  on  a  TDY  travel  basis  is 
usually  not  adequate  if  it  first  begins  with 
the  review  of  working  papers  in  the 
branch  office  after  the  field  work  is 
completed. 

b.  The  various  levels  of  supervisory 
responsibility  discussed  in  the  following 
paragraphs  do  not  relieve  each  individual 
auditor  of  the  responsibility  for  the  pro¬ 
fessional  adequacy  of  his/her  own  work. 
Similarly,  the  necessity  for  a  detailed 
audit  program  prepared  or  approved  at  a 
higher  supervisory  level  should  not  pre¬ 
clude  any  auditor  from  applying  ingenui¬ 
ty  during  the  course  of  the  assignment  to 
achieve  the  audit  objectives  and  to  rec¬ 
ommend  improvements  of  the  program. 


G-403  Team  Leader 

The  team  leader  is  primarily  responsi¬ 
ble  for  preparing  and  executing  the  audit 
program  and  for  drafting  the  audit  re¬ 
port.  The  designation  of  team  leader  is 
made  separately  for  each  assignment;  the 
team  leader  on  one  assignment  may  next 
act  in  an  assisting  capacity  in  another, 
more  complex  assignment.  Thus,  the 
grade  level  may  differ  depending  on  the 
complexity  or  sensitivity  of  the  particular 
assignment,  but  must  be  adequate  for 
satisfactory  performance.  He  or  she  may 
act  alone,  or  may  be  assisted  by  one  or 
more  auditors  of  the  same  or  lower  grade 
levels  for  part,  or  all,  of  the  duration  of 
the  assignment.  In  addition  to  his  or  her 
participation,  the  team  leader  must  su¬ 
pervise  the  day-to-day  activities  of  all 
auditors  assigned  to  assist  and  must 
review  their  working  papers  for  both 
format  and  content. 

G-404  Supervisory  Auditor 

a.  The  supervisory  auditor  plays  a  large 
role  in  the  success  of  branch  office  opera¬ 
tions.  He  or  she  has  the  fundamental 
responsibility  of  assuring  that  each  team 
assignment  is  conducted  in  accordance 
with  government  auditing  standards  as 
well  as  the  responsibility  of  participating 
in  the  overall  planning  and  management 
of  branch  activities.  The  effectiveness  of 
audit  guidance  and  supervision  depends 
mainly  on  his  or  her  personal  familiarity 
with  the  contractors  assigned  to  the  team. 
To  carry  out  the  responsibilities  properly, 
the  supervisory  auditor  must  spend  a 
considerable  share  of  his  or  her  time  at 
field  audit  sites-usually  more  than  40%  of 
the  total  direct  time. 

b.  Many  factors  must  be  weighed  in 
planning  and  scheduling  supervisory  vi¬ 
sits.  The  supervisory  auditor  should  visit 
each  contractor  having  a  continuing 
work-load  at  least  once  a  year  but  the 
timing  and  frequency  of  visits  depend 
upon  the  materiality  of  the  various  audits 
in  progress,  the  experience  and  proficien¬ 
cy  of  the  auditors  performing  the  assign- 
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ment,  and  the  type  and  significance  of 
any  audit  problems  encountered. 

c.  The  supervisory  auditor  must  ensure 
before  each  field  audit  assignment  is 
started  that  the  team  leader  understands 
clearly  the  purpose  and  scope  of  the 
audit,  the  time  limitations  and  any  spe¬ 
cial  matters  which  may  be  involved.  He 
or  she  should  ascertain  that  the  auditors 
assigned  have  familiarized  themselves 
with  all  relevant  information  available  in 
the  branch  office  files  (4-405).  On  recur¬ 
ring  type  audit  assignments  at  active 
contractors,  he  or  she  should  ascertain 
that  an  adequate  audit  program  has  been 
developed  with  steps  tailored  specifically 
for  the  assignment  and  with  a  time  bud¬ 
get  in  corresponding  detail  (3-103),  In 
cases  where  the  branch  does  not  have 
enough  information  about  either  the  con¬ 
tractor  or  the  assignment  to  develop  an 
audit  program  in  advance,  the  superviso¬ 
ry  auditor  should  be  sure  that  a  general 
agenda  has  been  prepared,  sufficient  to 
indicate  the  broad  scope  and  approach 
planned,  and  that  it  will  be  supplemented 
with  an  audit  program  as  soon  as  ade¬ 
quate  background  information  has  been 
obtained  during  the  visit.  On  all  assign¬ 
ments  the  supervisory  auditor  should 
also  ensure  that  adequate  arrangements 
have  been  made  for  any  necessary  exter¬ 
nal  support,  such  as  assist  audits  or 
technical  assistance,  although  this  should 
preferably  have  already  been  done  short¬ 
ly  after  the  request  for  audit  was  re¬ 
ceived. 

d.  While  the  audit  is  in  process  the 
supervisory  auditor  should  keep  in  con¬ 
tact  with  the  auditor  at  the  site,  either 
through  visits  or  by  telephone,  frequently 
enou^  (1)  to  give  timely  technical  guid¬ 
ance  on  audit  or  accounting  problems,  (2) 
to  coordinate  on  any  major  changes  the 
team  leader  proposes  to  make  to  the 
audit  program  or  time  budget,  and  (3)  to 
maintain  familiarity  with  the  status  of 
the  audit.  There  supervisor/  activities 
can  generally  be  conducted  more  effec¬ 
tively  by  visits  than  by  telephone  contact. 

e.  After  the  conclusion  of  an  assign¬ 
ment,  the  supervisory  auditor  will  review 
the  working  papers  and  the  report  draft 
for  professional  quality,  accuracy  and 
responsiveness  to  the  audit  requirement. 
The  review  should  be  in  sufficient  depth 


to  evaluate  the  adequacy  of  significant 
technical  judgments,  findings,  and  rec- 
omihendations  made  by  the  auditor.  Af¬ 
ter  making  or  suggesting  any  necessary 
changes  to  the  report  draft,  the  superviso¬ 
ry  auditor  should  prepare  a  written  sum¬ 
mary  of  the  review  and  include  it  in  the 
working  paper  file.  For  contractors  at 
which  there  is  a  recurring  workload,  the 
su^rvisory  auditor  should  also  include 
written  observations  on  any  modifica¬ 
tions  to  the  program  required  for  subse¬ 
quent  audits. 

f.  Reviews  of  complex  or  sensitive 
audits  should  be  conducted  on  site  if  at 
all  possible.  In  this  way,  any  additional 
audit  work  or  necessary  discussions  with 
contractor  personnel  can  be  accom¬ 
plished  readily.  He  or  she  should  particu¬ 
larly  t^  to  complete  the  review  on  site  in 
those  instances  where  monitoring  of  au¬ 
dit  progress  or  past  experience  indicates 
the  existence  of  complex  problems  which 
require  resolution. 

g.  On  the  more  significant  or  sensitive 
assignments,  the  supervisory  auditor 
should  participate  in  entrance,  exit  and 
problem  solving  conferences  held  with 
the  contractor. 

G-405  Branch  Manager 

a.  The  branch  manager  is  responsible 
for  all  aspects  of  the  branch  operations. 
He  or  she  establishes  branch  office  proce¬ 
dures  and  management  controls  over  the 
programming,  scheduling  and  timely 
completion  of  audits  and  reports.  In 
some  cases  as  discussed  in  c.  below,  he  or 
she  may  participate  directly  in  audit 
assignments  in  process.  In  addition  to 
da);-to-day  supervision  of  overall  audit 
activities,  he  or  she  should  review  month¬ 
ly  the  status  and  progress  of  each  team’s 
performance  with  its  supervisor  as  pro¬ 
vided  in  G-307b. 

b.  The  branch  manager  should  review 
all  significant  audit  reports;  other  audit 
reports  should  be  reviewed  selectively. 
The  reviews  should  be  in  sufficient  depth 
to  provide  continuing  visibility  into  the 
technical  proficiency  of  the  branch  audit 
efforts  and  the  compliance  with  applica¬ 
ble  agency  policies.  He  or  she  should  also 
make  selective  examinations  of  working 
papers  files  with  sufficient  frequency  to 
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ensure  that  government  auditing  stan¬ 
dards  of  field  work  and  reporting  are 
being  observed.  He  or  she  should  assure 
that  technical  problems  which  are  expect¬ 
ed  to  require  referral  to  higher  levels  are 
brought  to  his  or  her  attention  as  soon  as 
practicable  rather  than  at  the  time  of 
final  report  review. 

c.  The  branch  manager  may  be  more 
directly  involved  in  audits  of  unusual 
matefiali’ty  or  sensitivity.  He  or  she  will 
also  participate  in  supervising  individual 
audit  assignments  which  involve  signifi¬ 
cant  administrative  problems  such  as 
denial  of  access  to  records  or  timeliness 
or  reporting.  He  or  she  should  attend  any 
especially  significant  conferences  with 
contractors. 


G-406  Personnel  Management 

The  branch  manager  and  the  supervi¬ 
sory  auditor  also  have  important  person¬ 
nel  management  responsibilities.  They 
must  prepare  or  approve  performance 
evaluations  and  career  appraisals.  They 
niust  niake  decisions  or  recommenda¬ 
tions  oh  the  promotion,  reassignment 
and  training  requirements  of  subordinate 
audit,  personnel.  The  branch  manager  is 
also  responsible  for  resolving  employee 
complaints  and  grievances  and  keeping 
the  regional  director  informed  of  any 
major  personnel  problems  having  a  sig¬ 
nificant  effect  on  branch  office  accom¬ 
plishments. 
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G-500  Section  5  —  Relations  with  Contractors  and  Contracting  Officers 


G-501  Introduction 

General  guidance  on  relationships  with 
contractors  and  contracting  officers  is 
contained  in  1-403.  Additional  guidance 
pertaining  primarily  to  resident  and  su- 
boffices  is  given  in  Section  2,  Appendix 
H.  This  section  discusses  some  further 
aspects  related  particularly  to  branch 
offices. 

G-502  Relations  with  Contractors 

Because  of  the  nature  of  its  workload,  a 
branch  office  must  frequently  deal  with 
small  contractors,  some  of  whom  may 
not  be  well  versed  in  the  administration 
of  government  contracts.  Others  may 
have  accounting  systems  which  are  only 
marginally  adequate.  Occasionally,  per¬ 
sonnel  of  such  contractors  ask  extensive 
advice  and  assistance  from  the  branch 
office  on  accounting  and  financial  mat¬ 
ters  pertaining  to  their  government  con¬ 
tracts.  It  is  consistent  with  the  auditor’s 
role  and  purpose  to  recommend  improve¬ 
ments  to  the  contractor’s  accounting  or 
administrative  procedures  that  will  in¬ 
crease  the  reliability  of  its  cost  records 
and  representations.  It  is  also  appropriate 
to  advise  the  contractor  on  the  proper 
preparation  of  public  vouchers,  on  the 
implementation  of  contractual  provisions 
for  reserves,  on  funding  limitations,  and 
on  many  other  areas  of  mutual  concern. 
The  time  and  effort  expended  in  these 
areas  should,  however,  be  consistent  with 
the  branch  office’s  overall  responsibilities 
and  priorities  for  audit  performance. 
Where  the  requested  assistance  relates  to 
government  finance  or  contract  adminis¬ 
tration  activities,  the  contractor  should 
be  referred  to  these  organizations. 

G-503  Relations  with  Contracting 
Officers 

a.  The  physical  environment  of  a 
branch  office  usually  does  not  offer  the 
same  convenient  opportunities  for  infor¬ 
mal  communications  and  coordination 
with  contracting  officer  representatives 
as  a  resident  audit  office.  The  branch 


office  should,  however,  exert  special  ef¬ 
forts  to  maintain  a  close  relationship  with 
contract  administrative  offices,  particu¬ 
larly  in  resolving  problem  areas  of  mutu¬ 
al  interest.  Some  important  elements  in 
maintaining  good  relations  with  contract¬ 
ing  officers  are  (1)  prompt  acknowledg¬ 
ment  of  audit  requests  (9-103.2),  (2) 
timely  compliance  with  audit  requests, 
and  (3)  appropriate  action  if  report  due 
dates  need  adjustment  (9-103.7).  The 
branch  manager  should  assure  that  the 
infernal  office  procedures  adequately 
control  these  items.  It  is  especially  impor¬ 
tant  that  the  contracting  officer  be  ad¬ 
vised  as  soon  as  possible  after  it  is 
determined  that  an  original  report  due 
date  cannot  be  met.  On  the  more  signifi¬ 
cant  audit  assignments  any  requested 
reschedule  of  due  dates  should  be  dis¬ 
cussed  with  the  contracting  officer  by 
telephone  and,  if  approved,  confirmed  by 
the  auditor  in  writing.  When  advanta¬ 
geous,  these  verbal  communications 
should  be  made  through  the  assigned 
PLA  (15-300). 

b.  Coordination  between  the  auditor 
and  ACO  technical  personnel  also  war¬ 
rants  special  attention  to  maintain  effec¬ 
tive  relations  am,,  avoid  duplication. 
Whenever  possible,  the  time  scheduling 
of  field  audit  visits  should  be  coordinated 
in  advance  with  technical  personnel  if 
technical  input  is  required.  Informal  dis¬ 
cussions  of  significant  audit  findings  with 
technical  personnel  and  the  exchange  of 
pertinent  information  during  the  course 
of  a  proposal  review  may  do  much  to 
minimize  any  differences  or  delays.  See 
4-1000  for  documentation  requirements 
when  relying  upon  the  work  of  others. 

c.  Some  branches  located  near  procure¬ 
ment  or  contract  administration  activi¬ 
ties  perform  a  procurement  liaison  func¬ 
tion  on  a  full-time  or  part-time  basis. 
Guidance  in  performing  these  services  is 
contained  in  15-300.  Normally,  a  specific 
senior  auditor  is  assigned  to  carry  out 
required  day-to-day  liaison  activities. 
The  branch  manager  should  supervise 
this  activity  personally  and  participate  in 
resolving  any  major  problems.  He  or  she 
should  also  visit  the  procurement  activi- 
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I  ties  in  the  area  so  that  he  or  she  is 
I  informed  on  significant  developments  of 
I  broad  interest  to  DCAA,  such  as  general 
I  timeliness  of  audit  reports,  trends  in 
\  procurement  workload,  emerging  au¬ 


dit/procurement  problems,  quality  of  au¬ 
dit  services  and  so  forth.  He  or  she  wifi  in 
turn  advise  the  regional  director  on  these 
matters. 


DCAA  Contract  Audit  Manual 


January  1995  H(l) 

APPENDIX  H 

Table  of  Contents 

Paragraph  Page 

H-000  MANAGEMENT  OF  RESIDENT  AUDITS 

H-OOl  Scope  of  Appendix  .  HI 

H-002  Statement  of  Objectives  .  HI 

H-lOO  Section  1  —  Reserved 

H-200  Section  2  —  Relationships  With  Contractors  and  Contracting 

Officers 

H-201  Introduction  .  H2 

H-202  Relationships  with  Contractors  .  H2 

H-203  Relationships  with  Contracting  Officers  .  H2 

H-300  Section  3  —  Workload  Planning,  Audit  Staffing,  and  Progress 

Analysis 

H-301  Introduction  .  H4 

H-302  Audit  Planning  and  Permanent  File  .  H4 

H-302.1  Establishing  the  Basic  Audit  Plan  .  H4 

H-302,2  Maintaining  Permanent  Files  on  the  Contractor’s 

Operations  .  H4 

H-302. 3  Establishment  of  Workpackages  and  Staffing 

Requirements  .  H5 

H-302.4  Organization  of  Audit  Staff  and  Assignment  of 

Personnel  . H7 

H-303  Evaluation  of  Audit  Performance  .  H8 

Figure  No.  List  of  Figures  Page 

Figure  H-3-1  XYZ  Corporation  Resident  Dffice  —  Example  of  an 

Annual  Audit  Plan  .  H9 

Figure  H-3-2  XYZ  Corporation  Resident  Office  —  Example  of  an 

Open  Assignment  Register  .  HI 2 


DCAA  Contract  Audit  Manual 


January  1995 


HI 

H-OOO 


APPENDIX  H 

H-OOO  MANAGEMENT  OF  RESIDENT  AUDITS 


H'OOl  Scope  of  Appendix 

This  appendix  provides  guidance  on 
the  management  and  administration  of 
DCAA  resident  audit  offices  at  contrac¬ 
tors’  locations.  It  covers  organization, 
audit  programming,  scheduling,  review 
of  accomplishments,  and  audit  relation¬ 
ships  with  contractor  personnel  and  cog¬ 
nizant  procurement  and  contract  admin¬ 
istration  representatives  on  a  resident 
audit  basis.  This  guidance  applies  to  both 
resident  offices  and  suboffices  located  at 
major  contractor  plants;  hence,  the  term 
“resident  audit  office”  as  used  in  this 
appendix  includes  both  types  of  offices. 
Portions  of  Appendix  G  may  apply  more 
directly  to  isolated  audits  performed  by 
resident  audit  office  personnel  on  a  mo¬ 
bile  basis;  that  is,  at  contractor  locations 
other  than  the  one  at  which  the  office  was 
established. 

H-002  Statement  of  Objectives 

a.  The  complexity  and  volume  of  gov¬ 
ernment  activities  at  contractor  locations 
where  resident  audit  offices  are  main¬ 
tained  require  that  audit  service  at  these 
locations  be  directed  toward  (1)  a  contin¬ 
uing  comprehensive  review  and  evalu¬ 


ation  of  the  contractor’s  financial  man¬ 
agement  policies  and  procedures  in  each 
auditable  area,  and  (2)  the  performance 
of  adequate  tests  of  selected  transactions 
in  each  area  to  assure  that  operations  are 
being  conducted  effectively  in  accor¬ 
dance  with  prescribed  sound  manage¬ 
ment  policies  and  procedures  and  that 
the  financial  transactions  are  accurately 
and  reliably  recorded  and  reported.  It  is 
essential  that  any  significant  deficiencies 
found  in  a  contractor’s  policies,  proce¬ 
dures,  or  internal  controls  affecting  the 
costing  of  its  government  contracts  be 
discussed  with  the  contractor  to  obtain 
agreement  on  the  corrective  action  re¬ 
quired.  We  should  also  discuss  how  the 
contractor’s  actions  will  influence  our 
audit  planning  in  the  future  (see  H-202d). 

b.  Use  of  techniques  discussed  in  para¬ 
graph  H-002  a.  above,  coupled  with  the 
need  for  obtaining  maximum  use  of 
available  audit  staffing  have  led  to  the 
need  for  more  effective  discipline  in 
planning,  programming,  and  administra¬ 
tion  of  resident  audit  offices.  The  follow¬ 
ing  sections  set  forth  procedures  for  ac¬ 
complishing  these  activities. 


H-lOO  Section  1  —  Reserved 
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H-200  Section  2  —  Relationships  With  Contractors  and  Contracting  Officers 


H-201  Introduction 

a.  This  section  presents  supplementary 
guidelines  for  establishing  and  maintain¬ 
ing  effective  relationships  with  the  con¬ 
tractor  and  with  contracting  officers  and 
their  representatives  in  the  resident  audit 
,  environment. 

I  b.  See  1-403, 1-500,  4-102,  and  15-700 
for  basic  guidance  on  relationships  with 
contractors  and  contracting  officers  and 
their  representatives.  See  4-300  for  basic 
guidance  on  audit  conferences  with  con- 
j  tractors.  See  4-1000  for  documentation 
requirements  when  relying  upon  the  work 
of  others. 

H-202  Relationships  with 
Contractors 

a.  Upon  the  decision  to  establish  a  new 
resident  audit  office,  the  resident  auditor 
should  hold  preliminaiy  discussions  with 
the  contractor  to  explain  the  method  and 
the  advantages  of  resident  audit  opera- 

!  tions.  Advantages  include  familiarity  of 
!  assigned  audit  personnel  with  the  con- 

'  tractor’s  operations  and  records,  their 

day-to-day  availability  for  consultation 
on  audit  recommendations,  the  more 
expeditious  performance  of  initial  pric¬ 
ing  reviews,  and  other  similar  aspects  of 
resident  audit  operations.  No  agreement 
should  be  made  with  the  contractor  to 
limit  the  scope  of  resident  audit  office 
operations  or  access  to  contractor  books 
and  records.  The  following  matters 
should  also  be  covered  during  these  pre¬ 
liminary  discussions. 

(1)  Briefing  the  contractor  on  the  mis¬ 
sion  and  responsibilities  of  DCAA. 

(2)  A  date  for  establishment  of  the 
resident  office  or  suboffice. 

(3)  Designation  of  representative(s)  of 
the  contractor  for  liaison  purposes. 

(4)  Arrangements  for  support  required, 
including  office  space  and  facilities. 

(5)  Arrangements  for  indoctrination  of 
audit  personnel  with  respect  to  the  con¬ 
tractor’s  operations  and  accounting  rec¬ 
ords,  etc. 

b.  A  letter  from  the  regional  director 
confirming  the  results  of  the  discussions 


will  be  sent  to  the  contractor  and  will,  in 
effect,  constitute  the  basic  agreement  for 
the  maintenance  of  the  resident  office  or 
suboffice. 

c.  The  resident  auditor  or  AIC  will 
assure  that  mutually  satisfactory  relation¬ 
ships  with  contractor  personnel  are  main¬ 
tained  on  a  continuing  basis.  The  con¬ 
tractor’s  designated  representative  should 
be  generally  informed  of  the  audit  stan¬ 
dards  and  techniques  used  by  DCAA. 

d.  In  the  interest  of  fostering  contractor 
self-governance  and  improving  commu¬ 
nications,  the  auditor  should  discuss  the 
annual  program  plan  with  the  contractor. 
Upon  finalization  and  approval  of  the 
annual  program  plan  applicable  to  a 
major  contractor,  the  cognizant  auditor 
should  make  arrangements  to  go  over  the 
plan  with  the  contractor.  The  areas  se¬ 
lected  for  review  should  be  discussed  in 
relation  to  the  reliance  being  placed  upon 
the  adequacy  of  established  internal  con¬ 
trols  as  well  as  other  actions  taken  by  the 
contractor  to  effect  improvements  in  its 
operations. 

H-203  Relationships  with 
Contracting  Officers 

The  auditor  should  maintain  a  close 
working  relationship  with  contracting  of¬ 
ficers  and  their  representatives  (see  1-403 
and  15-700).  FAR  15.805-5  provides  that  I 
the  contracting  officer  shall  avail 
her/himself  of  the  advice  of  specialists  in 
various  fields,  including  contract  audit. 
Although  organizationally  independent, 
the  contract  auditor  is  the  principal  ad¬ 
viser  to  the  contracting  officer  on  ac¬ 
counting  and  contract  audit  matters.  The 
following  factors  will  contribute  to  the 
development  and  maintenance  of  effec¬ 
tive  working  relationship  with  procure¬ 
ment  representatives: 

a.  The  criteria  for  establishment  of 
resident  offices  will  normally  result  in 
location  at  contractor  plants  where  the 
contracting  officer  has  resident  contract 
administration  representatives.  The  audi¬ 
tor  should  become  familiar  with  the 
assigned  responsibilities  of  these  repre- 
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sentatives  and  cooperate  with  them  in 
areas  of  mutual  interest. 

b.  The  resident  audit  office  should 
render  all  reasonable  contract  audit  ser¬ 
vice  and  advice  within  the  framework  of 
DCAA  responsibility. 

c.  When  formulating  its  annual  audit 
plans,  each  audit  office  should  coordinate 
and  exchange  planning  information  with 
Administrative  Contracting  Officers  and 
Plant  Representatives  at  residencies,  su- 
bofllces  and  other  major  contractor  loca- 

I  tions  (see  1 5-700).  The  exchange  should 
be  mutual,  applying  not  only  to  the 
proposed  functional  areas  to  be  examined 
by  the  auditor  during  the  next  fiscal  year, 
but  also  to  the  plans  of  the  ACO  and 
Plant  Representative  for  activities  which 
may  impact  on,  or  coincide  with,  DCAA 
operations.  Close  coordination  is  impor¬ 
tant  and  necessary  to  (1)  conserve  audit 
resources,  and  the  resources  of  other 
government  representatives  involved,  by 
avoiding  overlapping  or  duplication  of 
effort,  (2)  maximize  effectiveness  by  ex¬ 
changing  leads  and  recommendations 
concerning  known  or  suspected  weak¬ 
nesses,  deficiencies  and  problems,  (3) 
correlate  respective  plans  and  schedules 
so  that  timely,  mutual  assistance  can  be 
provided  in  areas  such  as  production 
scheduling  •’r  i  control  and  labor  utiliza¬ 
tion,  as  wei;  ;  in  the  evaluation  of  price 
proposals  and  contractor  claims,  and  (4) 
obtain  mutual  support  in  getting  the 
cooperation  of  the  contractor  m  resolving 
problems  and  implementing  recommen¬ 
dations  for  corrective  action.  If  reliance 
is  placed  on  the  work  of  others,  it  must  be 
documented  and  reported  in  accordance 
with  the  requirements  of  4-1005  and  4- 
1006  respectively. 

d.  Before  commencing  the  examination 
of  major  segments  of  the  contractor’s 
operations,  the  auditor  should  contact 
the  contracting  ofilcerls)  or  designated 
representative  who  has  a  major  procure¬ 
ment  interest  in  the  contractor’s  activi¬ 
ties.  At  that  time  the  auditor  should 
inquire  as  to  whether  there  are  any  mat¬ 
ters  of  particular  interest  to  procurement 
personnel  so  that  special  attention  may 


be  given  any  such  matters  in  the  exami¬ 
nation.  This  procedure  need  not  be  fol¬ 
lowed  for  all  auditable  areas,  but  should 
generally  be  used  for  those  broad  func¬ 
tional  areas  with  which  procurement  per¬ 
sonnel  are  primarily  concerned,  such  as 
purchasing  and  subcontracting,  bid  esti¬ 
mating  systems,  contract  financial  man¬ 
agement  reporting,  etc.  Usually,  this  pro¬ 
cedure  can  be  accomplished  through 
coordination  of  information  with  the 
contracting  officer’s  representative  sta¬ 
tioned  at  the  contractor’s  plant. 

e.  RMuests  for  audit  from  procure¬ 
ment  officials  will  be  accepted  and  com¬ 
pleted  as  expeditiously  as  possible.  Mutu¬ 
ally  acceptable  due  dates  should  be 
worked  out  with  the  requesting  activities. 
The  auditor  should  request  clarification 
of  any  obscure  facets  of  a  request  re¬ 
ceived  for  audit  services.  Close  liaison 
should  also  be  established  in  connection 
with  forthcoming  requests  for  bid  pro¬ 
posal  evaluations,  so  that  preliminary 
audit  work  may  be  commenced  as  soon 
as  possible.  In  some  instances,  preaward 
and  other  information  in  the  files  of 
purchasing  and  contract  administration 
offices  may  have  considerable  value  in 
connection  with  audits  of  specific  con¬ 
tracts.  DCAA  liaison  audit  personnel  can 
be  utilized  to  obtain  such  information. 

f.  The  auditor  should  make  arrange¬ 
ments  with  major  contracting  officers  to 
be  kept  currently  advised  of  financial 
matters  which  may  affect  the  contractor. 
In  this  connection,  meetings  or  briefings 
may  be  periodically  held  by  contracting 
officers’  representatives  and  contractor 
management  personnel  on  such  matters 
as  status  of  delivery  of  end  items,  techni¬ 
cal  progress  in  relation  to  contract  expen¬ 
ditures,  possible  problem  areas  and  re¬ 
sults  of  tests.  If  possible,  the  auditor 
should  attend  such  meetings  to  increase 
awareness  of  the  contractor’s  current  op¬ 
erations. 

g.  Imposition  of  limitations  on  the 
auditor,  such  as  denial  by  the  contractor 
of  access  to  records,  should  be  brought 
promptly  to  the  attention  of  contracting 
officers. 
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H-301  Introduction 

This  section  sets  forth  methods  and 
guidelines  for  organizing  the  resident 
staff,  .programming  the  audit,  scheduling 
performance  of  audit  segments,  and  as¬ 
sessing  progress  toward  accomplishing 
the  audit  plan. 

H-302  Audit  Planning  and 
Permanent  File 

H-302. 1  Establishing  the  Basic  Audit 
Plan 

a.  Chapter  3  sets  forth  objectives  and 
guidelines  to  be  used  in  planning  audit 
assignments.  In  implementing  these  ob¬ 
jectives,  an  audit  plan  should  be  devel¬ 
oped  for  newly  established  resident  audit 
offices  and  updated  annually  for  existing 
resident  audit  offices.  The  audit  plan 
should  identify  (1)  the  workpackages 
scheduled  for  review  during  the  fiscal 
year,  (2)  the  audit  hours  required  and 
programmed  for  each  workpackage,  and 
(3)  the  number  of  audits  required  and 
programmed  (see  Figure  H-3-1). 

b.  The  audits  required  and  pro¬ 
grammed  should  provide  for  the  accom¬ 
plishment  of  those  mandatory  annual 
audit  requirements  (MAARs)  that  are 
applicable  to  the  contractor.  Guidance 
for  establishing  an  audit  plan  is  con¬ 
tained  in  H-302. 3. 

c.  At  each  major  contractor  location, 
FAO  managers  and  RAMs  should  meet 
with  senior  contractor  management  exec¬ 
utives  (e.g.,  corporate  or  division  presi¬ 
dent)  to  provide  a  briefing  on  the  annual 
program  plan.  At  their  discretion,  the 
regional  director  or  deputy  regional  di¬ 
rector  will  attend  this  meeting,  particu¬ 
larly  when  significant  or  sensitive  issues 
will  be  addressed.  The  meeting  should 
include  discussions  on  the  FAO’s  under¬ 
standing  of  the  contractor’s  internal  con- 

I  trol  systems,  our  assessment  of  risk,  and 
any  significant  outstanding  regulatory  or 
CAS  issues.  FAO  representatives  should 
discuss  the  planning  process  and  explain 
how  the  assessed  level  of  risk  translates 
into  the  planned  audit  coverage.  The  goal 


of  these  communications  is  to  ensure  the 
contractor  has  an  appreciation  of  the 
DCAA  planning  process  and  an  under¬ 
standing  of  areas  where  they  can  work  to 
strengthen  internal  controls.  Therefore,  it 
is  critical  that  feedback  is  received  from 
contractor  executives  at  the  meeting.  A 
Memorandum  for  Record  documenting 
these  discussions  will  be  prepared. 

d.  Effective  resident  audit  office  man¬ 
agement  necessitates  (1)  the  periodic  ap¬ 
praisal  of  actual  performance  in  the  light 
of  the  plan,  (2)  an  analysis  of  the  causes 
of  deviations,  and  (3)  appropriate  action 
either  to  obtain  adherence  to  the  audit 
plan  or  document  a  management  deci¬ 
sion  to  deviate  from  the  planned  applica¬ 
tion  of  available  resources  to  those  seg¬ 
ments  assigned  the  highest  priorities. 

H-302.2  Maintaining  Permanent  Files  on 
the  Contractor’s  Operations 

a.  To  perform  effective  audits,  the 
resident  auditor  and  staff  must  maintain 
a  continuing  and  current  familiarity  with 
the  contractor’s  organization,  activities, 
operational  concepts,  policies,  proce¬ 
dures,  financial  management  controls, 
and  accounting  system.  This  should  be 
accomplished  by  maintaining  the  perma¬ 
nent  file  on  a  current  basis. 

b.  Maintaining  permanent  files  for  a 
major  contractor  audited  by  a  resident 
office  is  a  more  involved  process  than  for 
a  nonmajor  contractor  audited  by  a 
branch  office.  The  guidance  in  4-405.1 
states  that  the  permanent  file  is  the 
repository  of  information  gathered  dur¬ 
ing  the  course  of  an  audit  which  has 
continuing  value  and  use  to  subsequent 
audits  expected  to  be  performed  at  the 
same  contractor;  therefore,  only  informa¬ 
tion  that  the  auditor  anticipates  will  be 
needed  for  the  performance  of  future 
audits  should  be  placed  in  the  permanent 
file.  Furthermore,  the  format  and  content 
of  permanent  files  is  determined  by  an¬ 
ticipated  audit  involvement.  Because  au¬ 
dit  involvement  at  a  residency  has  al¬ 
ready  been  determined  to  be  significant, 
these  permanent  files  will  be  more  exten- 
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sive  and  contain  certain  minimum  infor¬ 
mation. 

c.  It  is  DCAA  policy  to  use  the  total 
audit  concept  technique  (TACT)  philoso¬ 
phy  in  planning  and  managing  audit 
activities  at  ail  major  contractor  loca¬ 
tions.  Resident  auditors  are  expected  to 
implement  this  policy  by  ensuring  that  all 
audit  activities  are  managed  on  the  basis 
of  au  integrated  totality.  To  plan  and 
guide  the  entire  audit  activity  m  such  a 
manner,  all  areas  of  the  contractor’s 
organization  and  operations  requiring 
audit  must  be  identified.  This  is  accom¬ 
plished  through  a  comprehensive  review 
of  the  contractor’s  organization  and  oper¬ 
ations,  completion  of  an  internal  control 
audit  planning  summary  and  postaward 
risk  assessment  (CAM  9-310f.(4)).  The 
internal  control  audit  planning  summary 
represents  an  essential  part  of  a  contrac¬ 
tor’s  permanent  file.  The  internal  control 
audit  planning  summary  organizes  the 
contractor’s  cost  accounting  system  into 
audit  areas  which  are  defined  as  sets  of 
I  critical  internal  controls  or  elements  of 
risk  within  a  major  expense  grouping. 
Additional  guidance  is  included  in  CAM 
3-300  and  DCAAP  7641.64,  “Audit 
Management  at  Major  Contractors.’’ 

H-302.3  Establishment  of  Workpackages 
and  Staffing  Requirements 

a.  The  Agency’s  planning  system  pro¬ 
vides  the  structure  for  systematically 
identifying  total  audit  workload,  estab¬ 
lishing  work  priorities,  and  estimating 
resource  requirements.  Audit  workload  is 
usually  expressed  in  terms  of  (1)  dollars 
to  be  examined,  (2)  hours  required  to 
perform  the  identified  audit  work,  and 
'3)  number  of  audits/workpackages.  The 
planning  system  is  basically  an  annual 
zero-based  approach  to  planning,  com¬ 
prised  of  three  major  activities.  These  are 

(1)  requirements  planning,  (2)  program 
planning,  and  (3)  performance  monitor¬ 
ing  and  reporting.  The  resident  office 
audit  plan,  as  a  minimum,  should  include 
these  three  major  activities, 

(1)  Requirements  planning  is  the  most 
critical,  for  this  is  the  means  by  which 
FAOs  (1)  identify  specifically  the  total 
audit  work  that  must  be  accomplished  at 
a  contractor  location,  (2)  perform  risk 
assessment  and  establish  priorities  relat¬ 


ed  to  performance  of  identified  audit 
work,  and  (3)  develop  estimates  of  hours 
required  to  perform  the  identified  audit 
workload.  The  requirements  plan  is  used 
by  the  Agency  to  justify  budget  requests 
for  staff  resources.  Staff  resources  provid¬ 
ed  to  the  Agency  are  allocated  during  the 
program  planning  cycle. 

(2)  Program  planning  and  performance 
monitoring  and  reporting  are  also  impor¬ 
tant  since  it  is  through  these  activities 
that  priorities  are  determined  to  match 
workload  with  available  staff  resources. 

(3)  Audit  workload  is  categorized  as 
two  types,  demand  and  other.  Demand 
audits  are  generally  performed  as  a  result 
of  specific  written  audit  requests  from 
procurement  or  contract  administration 
activities.  These  requests  usually  specify 
an  audit  report  due  date.  Examples  of 
major  types  of  demand  audits  are  (1) 
forward  pricing  proposals,  (2)  contract 
termination  proposals,  (3)  contractor’s 
claims,  (4)  progress  payments,  and  (5) 
other  special  requests.  Other  workload  is 
that  audit  effort  considered  necessary  to 
obtain  sufficient  competent  evidential 
matter  to  express  an  opinion  on  incurred 
costs  claimed  by  the  contractoi,  such  as 
reviews  of  internal  controls  and  cost 
allocation  methods,  or  to  evaluate  cost 
projections,  such  as  reviews  of  estimating 
systems.  Other  workload  is  classified  as 
mandatory  if  such  effort  is  required  to  be 
performed  in  the  current  year  to  preclude 
issuance  of  qualified  audit  reports. 

b.  Headquarters  annually  issues  the 
Program  Objective  Document  (POD). 
The  POD  sets  forth  criteria  to  be  used  in 
developing  personnel  requirements  for 
the  coming  fiscal  year.  The  POD  commu¬ 
nicates  to  regions  and  individual  field 
audit  offices  information  on  overall 
Agency  objectives  to  assure  the  develop¬ 
ment  of  total  staff  requirements  on  a 
uniform  and  consistent  basis.  The  result¬ 
ing  requirements  plan  is  (1)  a  source  for 
the  Agency’s  budget  request,  (2)  the  basis 
for  determining  workload  priorities,  and 
(3)  the  basis  for  allocating  authorized 
staff. 

(1)  The  auditor’s  assesment  of  control 
risk  from  the  internal  control  audit  plan¬ 
ning  summary  sheets  mentioned  in  H- 
302.2  and  guidance  included  in  the  annu¬ 
al  POD,  in  conjunction  with  the  prior 
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audit  experience  at  the  location,  will 
permit  the  auditor  to  identify  audit  areas 
requiring  review,  divide  the  workload 
into  specific  workpackages,  and  provide  a 
sound  basis  for  projecting  staffing  re¬ 
quirements. 

(2)  Determination  of  requirements  and 
establishment  of  priorities  should  appro¬ 
priately  consider  materiality  and  audit 
risk  assessments,  which  are  an  inherent 
part  of  DCAA’s  planning  process,  as  well 
as  adherence  to  Government  Auditing 
Standards  and  generally  accepted  audit¬ 
ing  standards  of  the  American  Institute 
of  Certified  Public  Accountants  (AIC- 
PA). 

(3)  Audit  or  staffing  requirements  wilt 
be  estimated  in  terms  of  required  hours 
and  numbers  of  audits  or  workpackages. 
The  estimate  should  include  total  hours 
required  for  both  audit  activity  and  oper¬ 
ation  of  the  resident  office.  The  FAO 
GM-13  Supervisory  Staffing  Model 
(DCAAM  1400.1,  Chapter  5)  should  be 
used  to  determine  the  requirements  for 
supervisory  personnel.  The  model  should 
also  be  used  at  the  regional  level  to 
determine  the  subsequent  allocation  of 
authori2ed  supervisory  spaces  to  the 
i’AOs. 

c.  After  establishing  the  estimated  hour 
requirements  for  each  segment  of  the 
audit,  an  audit  plan  for  the  FAO  should 
be  developed,  using  the  Headquarters 
and  regional  staff  allocation  models  and 
program  plan  guidance.  Figure  H-3-1  is 
an  illustration  of  such  a  plan.  The  total 
time  shown  as  programmed  on  the  plan 
should  agree  with  authorized  staffing  and 
*he  distribution  of  hours  should  be  con- 

.  itent  with  the  priorities  established  by 
iJCAA  Headquarters  in  the  fiscal  year 
program  planning  guidance.  To  ensure 
the  audit  plan  is  accomplished  in  an 
orderly  manner,  the  FAO  should  time- 
phase  the  programmed  audit  workload 
consistent  with  estimated  staff  availabili¬ 
ty.  Time-phasing  may  be  documented  by 
notations  on  the  audit  plan  or  main¬ 
tained  in  separate  analytical  and  narra¬ 
tive  format. 

d.  Appropriate  supporting  data  shou.J 
be  maintained  showing  the  details  of  the 
requirements  and  program  plan.  In  this 
connection,  care  should  be  exercised  to 
ensure  that  all  the  time-sensitive  MAARs 


associated  with  the  audit  areas  requiring 
review  have  been  identified  so  they  can 
be  programmed  for  review  during  the 
current  fiscal  year. 

e.  Audit  assignment  numbers  should  be 
given  to  each  workpackage  programmed 
whether  or  not  it  is  expected  that  an  audit 
report  will  be  issued.  These  numbers  will 
be  used  to  manage  accomplishment  of 
the  audit  plan  and  should  be  noted  on 
each  page  of  the  audit  working  paper  file. 
Assignment  numbers  for  demand  assign¬ 
ments,  such  as  for  re\  iew  of  price  propos¬ 
als,  will  be  established  as  requests  for 
audit  are  received.  Assignment  registers 
(see  FMIS  User  Manual  section  II1.C.4. 
list  of  available  reports)  should  be  main¬ 
tained  to  monitor  the  progress  of  each 
audit  and  facilitate  management  of  the 
audit  staff.  The  register  should  provide 
such  information  as  the  due  date,  auditor 
assigned,  hours  budgeted,  hours  incurred, 
and  dollars  examined.  An  example  of 
such  a  register  is  shown  in  Figure  H-3-2. 

f.  In  preparing  the  annual  audit  plan, 
the  individual  workpackages  should  be 
assigned  priority  ratings  based  on  their 
importance  and  relationship  to  the  total 
audit  effort  (materiality  and  audit  risk) 
during  the  requirements  plan  cycle.  This 
will  facilitate  adjustments  from  the  re¬ 
quirements  plan  to  the  program  plan,  or 
adjustment  of  workload  in  cases  of  signif¬ 
icant  slippage  in  accomplishment  of  the 
program  plan.  For  instance,  urgent  needs 
for  audit  service  in  certain  sensitive  ar¬ 
eas,  occurring  subsequent  to  preparing 
the  requirements  plan,  may  require  defer¬ 
ment  of  work  in  less  sensitive  areas. 

g.  The  tools  available  to  resident  of¬ 
fices  in  determining  materiality  and  audit 
risk  include  the  control  audit  planning 
summary  and  the  workpackage  risk  anal-  I 
ysis  procedure  (WRAP). 

(1)  The  internal  control  audit  planning 

summaiy  summarizes  the  auditor’s  asses- 
ment  of  the  contractor’s  organization, 
accounting  system,  and  system  of  inter¬ 
nal  controls.  , 

(2)  WRAP  (3-400)  is  a  tool  which  may  I 
be  used  to  prioritize  workpackages 
among  the  alternatives  based  on  the 
range  of  expected  savings.  However,  es¬ 
tablishing  requirements  for  only  those 
workpackages  which  exceed  some  mini¬ 
mum  dollar  level  in  terms  of  savings  rate 
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per  hour  is  not  appropriate.  WRAP  may 
be  used  to  validate  selection  of  nonman¬ 
datory  workpackages  and  to  rank  work- 
packages  within  an  audit  area  considered 
I  mandatory.  Any  workpackage  otherwise 
considered  mandatory  should  be  includ¬ 
ed  in  the  requirements  plan.  WRAP 
should  not  be  used  to  justify  deferral  of 
workpackages  which  are  considered  man- 
I  datoiy*  However,  WRAP  can  be  used  to 
support  the  expansion  or  limitation  of 
scope  in  mandatory  areas  if  potential 
savings  is  the  major  consideration. 

h.  A  control  should  be  maintained  for 
all  audit  workpackage  deferments,  show¬ 
ing  the  nature  of  the  work  deferred  and 
the  estimated  dates  that  such  work  will  be 
initiated.  This  control  can  be  maintained 
by  appropriate  notations  on  the  annual 
audit  plan,  or  by  any  other  suitable 
method.  Appropriate  supporting  docu¬ 
mentation  should  be  maintained  on  the 
reasons  for  such  deferment. 

H-302.4  Organization  of  Audit  Staff  and 
Assignment  of  Personnel 

a.  The  organization  of  the  audit  staff 
and  the  assignment  and  control  of  audi¬ 
tor  personnel  will  necessarily  vary,  de¬ 
pending  on  the  nature  and  size  of  the 
contractor’s  activities,  its  operation,  or¬ 
ganizational  and  divisional  alignment, 
types  of  products,  and  similar  consider¬ 
ations.  Where  the  resident  audit  office 
staff  consists  of  about  twelve  or  more 
auditors,  organization  of  the  staff  into 
“teams”  capable  of  accomplishing  audit 
assignments  without  extensive  supervi¬ 
sion  is  usually  the  most  effective  ap¬ 
proach  to  audit  performance.  The  identi¬ 
fication  of  auditable  areas  and  their  as¬ 
signment  to  audit  teams  can  usually  be 
best  accomplished  by  the  method  dis¬ 
cussed  below. 

b.  The  total  audit  workload  should  be 
divided  into  auditable  areas  which  gener¬ 
ally  coincide  with  functional  activities 
relating  to  cost  incurrence,  e.g.  purchas¬ 
ing  and  contracting,  payroll  preparation 
and  payment,  indirect  cost  allocation, 
and  overtime  policies.  These  functional 
areas  are  then  assigned  to  individual 
teams  for  performance  in  accordance 
with  the  concepts  set  forth  in  this  appen¬ 
dix.  Performance  should  be  accom¬ 
plished  on  a  time-phased  basis  in  accor¬ 


dance  with  the  established  annual  audit 
plan.  As  an  objective,  each  team  should 
be  assigned  those  functional  areas  which 
bear  direct  relationship  to  each  other  so 
that  the  members  of  the  team  will  acquire 
a  comprehensive  understanding  of  the 
various  interrelated  functions.  The  ef¬ 
forts  of  the  various  teams  must  be  coordi¬ 
nated  to  assure  that  there  are  no  omis¬ 
sions  and  no  duplication  in  audit  cover¬ 
age,  and  that  equitable  costing  is  accom¬ 
plished  with  respect  to  those  related 
functions  which  are  assigned  to  different 
teams.  This  approach  is  particularly  ef¬ 
fective  where  the  contractor  itself  is  orga¬ 
nized  along  functional  lines.  As  a  practi¬ 
cal  matter,  experience  indicates  that  this 
approach  should  be  given  primary  con¬ 
sideration  and  should  be  used  generally 
at  most  resident  audit  offices. 

c.  The  method  described  in  b.  may  be 
modified  in  those  circumstances  where 
the  contractor  is  producing  two  or  more 
major  military  weapons  systems  on  a 
continuing  basis.  In  these  circumstances, 
it  may  be  advantageous  for  the  resident 
auditor  to  assign  workload  coordination 
responsibi’ity  for  these  weapons  systems 
to  one  or  n  ore  designated  staff  auditors. 
These  audit.^rs  will  maintain  a  continu¬ 
ing  interest  in  the  procurement-audit 
relationships  affecting  the  weapon  system 
as  well  as  a  historic  current  knowledge  of 
its  peculiar  audit  problems.  Requests  to 
evaluate  follow-on  pricing  proposals  or 
significant  change  orders  can  be  initially 
referred  to  these  auditors  for  (1)  develop¬ 
ment  of  an  overall  audit  approach  to  be 
followed  by  the  functional  audit  area 
teams  and  (2)  coordination  with  them  on 
problem  areas.  These  auditors  may  also 
be  assigned  responsibility  for  preparing 
the  audit  report  and  participating  in 
contract  negotiation  conferences.  Their 
assigned  responsibilities  should  comple¬ 
ment  the  work  of  the  audit  teams  respon¬ 
sible  for  the  review  of  the  established 
functional  areas. 

d.  When  the  resident  audit  staff  is 
organized  into  audit  teams,  a  plan  should 
be  adopted  to  rotate  personnel  to  the 
various  teams  on  a  systematic  basis.  This 
will  preclude  personnel  from  becoming 
unduly  restricted  to  one  area  and  enable 
them  to  gain  broader  experience. 
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e.  The  annual  audit  plan  and  assign¬ 
ment  register  are  illustrated  in  figures  H- 
3-1  and  H-3-2.  The  annual  audit  plan  is 
one  of  four  standard  reports  that  can  be 
printed  from  the  dBase  III  Pius  require¬ 
ments/program  software.  The  assignment 
register  can  be  printed  from  the  FAO 
Management  Information  System 
(FMIS).  Additionally,  the  FMIS  provides 
other  real-time  management  reports 
which  may  be  used  in  fieu  of  the  illus¬ 
trated  assignment  register,  at  the  discre¬ 
tion  of  the  regional  audit  manager  and 
resident  auditor. 

H*303  Evaluation  of  Audit 
Performance 

a.  Effective  management  of  resident 
audit  offices  requires  the  resident  auditor 


and  supervisory  auditors  to  continually 
evaluate  the  audit  effort  and  the  interim 
results  achieved  in  order  to  (1)  curtail 
effort  in  areas  where  audit  experience  to 
date  has  been  favorable  and  (2)  intensify 
effort  in  areas  where  interim  results  indi¬ 
cate  the  existence  of  significant  deficien¬ 
cies. 

b.  Periodically,  the  actual  time  expend¬ 
ed  in  each  auditable  area  should  be 
compared  with  the  programmed  time  to 
evaluate  actual  performance.  Causes  of 
substantial  time  overruns  or  underruns 
should  be  analyzed.  The  impact  of  any 
delays  in  performing  individual  audit 
segments  should  also  be  reviewed.  Action 
should  be  taken  to  eliminate  slippage. 


1 
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I'OOl  Scope  of  Appendix 

This  appendix  presents  work  sampling  of  labor  (staffing).  General  guidance  is 
principles  and  techniques  as  related  to  provided  for  the  selection  and  use  of 
contract  auditing.  It  concentrates  on  the  appropriate  work  sampling  methods  for 
application  of  work  sampling  to  the  use  accomplishing  audit  objectives. 

I-lOO  Section  1  —  Work  Sampling  Overview 


I-lOl  Introduction 

The  section  presents  an  overview  of 
work  sampling  with  focus  on  background, 
definition,  advantages,  terminology,  and 
software.  In  addition,  the  connection 
between  work  sampling  and  statistical 
sampling  in  general  is  demonstrated. 

1-102  Background 

a.  Work  sampling  is  a  commonly  used 
industrial  engineering  technique  de¬ 
signed  to  measure  how  resources  such  as 
people,  machines,  facilities,  or  equip¬ 
ment  are  used.  The  work  sampling  objec¬ 
tive  is  to  assess  selected  aspects  of  an 
organization’s  operations.  If  an  operation 
is  to  be  reviewed,  work  sampling  is  a  low 
cost  alternative  to  continuous  monitor¬ 
ing,  just  as  sampling  in  the  audit  context 
is  a  low  cost  alternative  to  100  percent 
review  of  an  account.  The  cost  of  contin¬ 
uous  monitoring  of  an  entire  operation  is 
generally  prohibitive,  and  work  sampling 
can  yield  adequately  precise  results  at  a 
fraction  of  that  cost. 

b.  Work  sampling  studies  are  used  by 
auditors  to  review  contractors’  labor  us¬ 
age.  To  conduct  a  work  sample,  the 
auditor  makes  a  specified  number  of 
observations  of  contractor  personnel  in¬ 
volved  in  the  operation  under  review. 
Each  observation  is  classified  according 
to  type  of  activity,  the  activity  types 
being  specified  prior  to  sampling.  Using 
information  gathered  during  the  study, 
the  auditor  can  estimate  the  percentage 
of  time  that  the  workers  actually  spend  in 
each  activity. 


c.  With  minimal  specialized  training, 
an  auditor  can  assess  workers’  activity 
and  determine  whether  contractors’  man¬ 
agement  practices  yield  reasonable  and 
acceptable  levels  of  working  activity. 
Work  sampling  may  disclose  underuti¬ 
lized  workers,  poor  worker  discipline, 
overstaffing,  inadequate  training,  ineffi¬ 
cient  plant  layout,  excessive  delays 
(caused  by  poor  planning,  material  sched¬ 
uling,  or  tooling),  or  other  deficiencies. 

I-I03  Definition 

a.  Work  sampling  is  broadly  defined  as 
the  application  of  statistical  sampling 
techniques  to  the  study  of  work  activities. 
In  the  audit  context  work  sampling  is 
typically  used  to  estimate  the  proportion 
of  workers’  time  that  is  devoted  to  differ¬ 
ent  elements  of  work  activity. 

b.  For  DCAA  applications,  observed 
activities  are  grouped  into  either  of  two 
main  classifications;  working  or  non¬ 
working. 

(1)  The  working  classification  can  be 
subdivided  into  desirable  or  undesirable. 
Hands-on  activities  like  assembling,  ma¬ 
chining,  drawing,  designing,  etc.,  are  de¬ 
sirable  productive  efforts.  Minor  delays, 
i.e.,  waiting  for  material,  cleaning  work 
areas,  or  walking  to  get  tools,  though 
necessary,  are  undesirable  productive  ac¬ 
tivities. 

(2)  Nonworking  activities  include  un¬ 
necessary  delays,  needless  walking,  non¬ 
business  conversations,  personal  time, 
etc.  These  activities  may  be  broken  down 
further  to  help  identify  contributing  fac¬ 
tors.  The  degree  of  detail  will  depend  on 
the  overall  objectives  of  sampling,  the 
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type  of  work  environment,  and  the  work 

I  sampling  method. 

! 

i  1-104  Work  Sampling  —  Assessing 

the  Reasonableness  of  Labor  Costs 

a.  Contractors  develop  labor  estimates 
and  budgets  based  on  incurred  labor  cost 
history.  If  these  costs  reflect  inappropri¬ 
ate  activities,  they  are  not  a  reasonable 
basis  for  estimating  future  costs.  Typical¬ 
ly,  auditors  perform  two  significant  au¬ 
dits  to  determine  whether  incurred  labor 
costs  are  allocable  and  reasonable.  These 
j  audits  are: 

(1)  Labor  allocation  reviews  which 
determine  whether  the  contractor’s  work- 
i  ers  are  charging  the  activities  to  which 
they  are  actually  assigned, 
j  (2)  Work  sampling  which  determines 

1  whether,  while  assigned  and  charging  to  a 
I  specific  task,  the  workers  are  actively 

!  performing  the  task. 

!  b.  The  typical  DCAA  work  sampling 

audit  does  not  formally  assess  worker 
effectiveness  or  efficiency.  Its  primary 
concern  is  whether  the  work  force  is 
working. 

1-105  Work  Sampling  —  An 
Application  of  Statistical  Sampling 

a.  The  statistical  basis  for  work  sam¬ 
pling  is  the  same  as  that  for  the  statistical 
sampling  methods  discussed  in  Appendix 
B.  The  observations  to  be  made  must  be 
selected  randomly  and  the  observations 
themseives  must  be  free  of  bias  (measure¬ 
ment  or  observation  errors  that  tend  to 
run  in  the  same  direction).  If  these  condi¬ 
tions  are  met,  the  sample  results  will 
differ  from  the  actual  conditions  only  in 
a  random  manner  and  will  thus  be  unbi¬ 
ased.  Furthermore,  the  greater  the  num¬ 
ber  of  observations,  the  more  closely  will 
sample  results  approximate  actual  condi¬ 
tions. 

b.  Work  sampling  can  enhance  auditor 
productivity.  Worker  activities,  like  rec¬ 
ords  or  items  in  an  account  or  bill  of 
materials,  can  be  sampled  instead  of 
being  totally  or  continuously  reviewed. 


1-106  Advantages,  Terminology,  and 
Software 

a.  Some  of  the  primary  advantages  of 
work  sampling  are  as  follows: 

(1)  Sampling  is  less  expensive  than 
continuous  observation  techniques. 

(2)  Observers  with  minimal  specialized 
training  can  conduct  the  sampling. 

(3)  The  number  of  observations  can  be 
adjusted  to  meet  desired  levels  of  preci¬ 
sion. 

(4)  Sampling  is  an  effective  means  of 
collecting  facts  that  would  not  normally 
be  collected  by  other  means. 

(5)  Sampling  results  in  less  anxiety  and 
agitation  among  workers  than  continuous 
observation. 

(6)  There  is  minimal  interference  with 
the  worker’s  normal  routine, 

b.  An  understanding  of  the  princip.al 
work  sampling  terms  is  necessa^  to  use 
this  guidance  and  work  sampling  soft¬ 
ware.  Key  terms  and  their  definitions  are 
as  follows: 

(1)  SURVEY  AREA  (Universe):  the 
total  of  all  workers  or  machines  to  be 
covered  in  the  survey. 

(2)  PRELIMINARY  SURVEY 
(Probe):  the  preliminary  “work/no-work” 
observations  are  conducted  to  determine 
the  general  amount  of  nonworking  in  the 
survey  area.  This  survey  helps  to  estimate 
the  approximate  number  of  observations 
that  will  be  required  for  the  work  sam¬ 
pling  audit.  Additionally,  the  preliminary 
survey  aids  in  identifying  the  categories 
of  nonworking  activity. 

(3)  PRELIMINARY  POINT  ESTI¬ 
MATE:  the  preliminary  estimate  of  non¬ 
working  activity  determined  either  by  the 
preliminary  survey  (probe)  or  past  expe- 
ricncc 

(4)  KNOWLEDGE  WORKERS:  those 
workers  whose  output  is  mostly  intangi¬ 
ble  (e.g.,  accountants,  engineers,  clerks, 
etc.).  Often  referred  to  as  nontouch  work- 
cr$« 

(5)  PHYSICAL  WORKERS:  those 
workers  whose  output  is  mostly  tangible 
(e.g.,  welders,  machinists,  assemblers, 
etc,).  Often  referred  to  as  touch  workers. 

(6)  GROUP  SAMPLING:  a  method  in 
which  groups  of  workers  are  collectively 
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observed  at  randomly  selected  areas  and 
times. 

(7)  INDIVIDUAL  SAMPLING:  a 
method  in  which  the  workers  are  ran¬ 
domly  selected  and  individually  observed 
at  randomly  selected  times. 

(8)  OBSERVATION  TOUR  (Round): 
a  tour  performed  at  a  specific  time  to 
determine  the- work  classification  of  an 
individual  worker  or  a  group  of  workers. 

(9)  OBSERVATION:  the  recorded  re¬ 
sults  of  ah  individual  or  group  sampling 
observation  tour.  An  example  of  a  group 
observation  is:  5  working,  3  nonworking 
(2  nonbusiness  talking,  1  reading  newspa- 

^7lb)  OBSERVATION  TIME:  a  ran¬ 
domly  selected  start  time  for  initiating  an 
observation  tour. 

(11)  NON  WORKING  ACTIVITY: 
that  effort  which  does  not  contribute  to 
the  output  of  the  operation.  Eating  and 
nonbusiness  talking  are  examples  of  non¬ 
working  activity. 

(12)  WORKING  ACTIVITY:  that  ef¬ 
fort  which  directly  or  indirectly  contrib¬ 
utes  to  the  output  of  the  operation. 
Assembling  and  designing  are  examples 
of  working  activity. 

(13)  UNDESIRABLE  WORKING  AC¬ 
TIVITY:  an  activity  that  is  classified  as 
working  but  can  be  eliminated  or  reduced 
by  improved  procedures.  Examples  in¬ 
clude  walking,  waiting,  cleaning,  etc. 

(14)  CONFIDENCE  LEVEL:  the 
chance  (or  probability)  that  the  true  uni¬ 
verse  value  that  is  being  estimated  by  the 
sample  is  included  in  a  specified  range 
(see  item  (15)  below).  In  evaluation  of 
-sample  results,  the  desired  confidence 
level  is  specified  by  the  sampler  and  the 
precision  range  is  computed  accordingly. 
In  sample  size  determination,  both  the 
desired  confidence  level  and  the  desired 
precision  range  are  specified,  and  the 
sample  size  is  computed  accordingly.  For 
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example,  if  the  desired  confidence  level  is 
95  percent  and  the  precision  range  com¬ 
puted  from  the  sample  results  is  from  12 
to  18  percent  nonworking,  there  is  a  95 
percent  chance  that  the  true  nonworking 
is  between  12  and  18  percent.  Normal 
desired  confidence  levels  are  90  or  95 
percent. 

(15)  PRECISION  RANGE:  a  range  of 
possible  universe  values  that  is  deter¬ 
mined  according  to  the  confidence  level 
(see  item  (14)  above).  When  computed 
from  sample  results  to  meet  a  specified 
confidence  level,  the  precision  range  con¬ 
sists  of  an  upper  and  lower  limit.  In 
sample  size  determination,  the  desired 
precision  range  (sometimes  referred  to  as 
desired  precision)  is  specified  along  with 
the  desired  confidence  level.  It  does  not 
depict  an  upper  and  lower  limit,  but 
instead  it  consists  of  a  desired  limit  on 
the  amount  by  which  the  sample  point 
estimate  might  differ  from  the  true  uni¬ 
verse  value.  In  work  sampling  desired 
precision  ranges  are  typically  6  percent  ( 
3  percent). 

c.  Microcomputer  software  (WSAMP2) 
to  appraise  work  sampling  results  is 
available  on  floppy  diskette.  Information 
necessary  to  use  the  software  is  contained 
within  the  program',^and  is  available  as  a 
menu  option.  The  program  computes  the 
average  percentage  of  nonworking  activi¬ 
ty,  related  precision  ranges,  and  estimates 
of  the  number  of  observations  required 
to  achieve  desired  precision  at  various 
confidence  levels.  In  addition,  the  pro¬ 
gram  can  be  used  to  analyze  causes, 
areas,  and  timeframes  of  nonworking 
activity.  The  program  has  two  options. 
Option  1  analyzes  group  sampling  results, 
and  option  2  analyses  individual  sam¬ 
pling  results.  Operational  guidance  is 
available  from  the  Technical  Services 
Center  (TSC). 
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1-200  Section  2  —  Planning  the  Work  Sample 


1-201  Introduction 

The  section  presents  the  step-by-step 
procedures  of  planning  and  preparing  for 
a  work  sample. 

1-202  Decision  to  Sample 

The  decision  to  work  sample  may  be 
based  on  general  perceptions  or  specific 
findings.  Examples  include  routine  floor 
checks  that  reveal  unnecessary  staffing, 
or  volume  adustments  that  suggest  the 
need  for  staffing  reductions  where  none 
have  occurred.  Whatever  the  source,  if 
there  is  concern,  conduct  a  probe  to 
substantiate  the  need  to  audit. 

1-203  Planning  the  Work  Sample 

a.  At  the  outset,  prepare  an  audit 
program  with  audit  steps  for  the  prepara¬ 
tion  of  a  sampling  plan.  Be  sure  to 
dedicate  adequate  time  and  resources  to 
the  sampling  plan.  General  steps  are  as 
follows: 

(1)  Develop  audit  objective  and  define 
universe. 

(2)  Establish  familiarity  with  contrac¬ 
tor’s  operation. 

(3)  Choose  group  or  individual  sam¬ 
pling  method. 

(4)  Obtain  necessary  data  from  con¬ 
tractor  (such  as  organization  charts,  plant 
layouts,  and  shift  schedules). 

(5)  Determine  activity  classifications 
for  workers  being  reviewed. 

(6)  Design  observation  forms  to  accu¬ 
mulate  and  summarize  data. 

(7)  Conduct  a  probe  to  evaluate  classi¬ 
fications,  estimate  nonworking  activity, 
review  observation  areas,  as  well  as  any 
other  required  area  or  activity. 

(8)  Establish  audit  dates  and  duration. 

(9)  Estimate  sample  size  and  select 
audit  staff. 

(10)  Prepare  ieam  folders  containing 
such  items  as  schedules,  observation 
forms,  and  plant  layouts. 

(11)  Train  audit  team  observers. 

(12)  Estimate  allowance  faf'tor. 

b.  The  sequence  and  steps  may  be 
altered  to  fu  specific  situations  as  partic¬ 


ular  audits  evolve  or  may  be  tailored  to 
suit  uniquely  different  audits. 

1-203.1  Defining  Audit  Objective, 
Universe,  and  Work  Sampling  Method 

a.  The  auditor  should  begin  by  defining 
the  audit  objective.  List  various  reasons 
for  considering  work  sampling,  such  as 
excessive  walking,  idleness,  and  poor  use 
of  resource’s.  Define  the  universe  (area 
and  populfc  on)  to  be  studied.  These  two 
steps  will  hctp  clarify  and  focus  the  audit. 
As  a  part  of  the  audit  objective,  develop  a 
precise  statement  of  purpose.  Data  accu¬ 
mulation  and  savings  computations 
hinge  on  a  precisely  defined  objective. 

b.  The  auditor  should  become  familiar 
with  the  target  universe.  Information 
sources  include  facility  layouts,  organiza¬ 
tion  charts,  department  charters,  product 
lines,  process  sheets,  and  occupation 
codes.  Gather  information  about  support 
service  functions  and  areas  including  test 
labs,  CAD/CAM  rooms,  technical  librar¬ 
ies,  tool  cribs,  stock  rooms,  produc- 
tion/quality  control  points,  and  setup  and 
maintenance  areas. 

c.  Choose  either  the  individual  or 
group  sampling  method. 

(1)  In  individual  sampling,  for  each 
observation,  workers  are  randomly  se¬ 
lected  from  the  defined  ipopulation.  The 
activities  of  the  entire  defined  population 
are  determined  based  on  an  analysis  of 
the  activities  of  the  randomly  selected 
workers.  The  advantages  of  the  individu¬ 
al  method  are  as  follows: 

(a)  Individual  sampling  allows  detailed 
scrutiny  of  employee  work  activities.  The 
observation  consists  of  only  one  individ¬ 
ual  worker  at  a  time.  Any  missing  worker 
in  the  sample  must  be  accounted  for. 

(b)  Individual  sampling  adapts  readily 
to  detailed  classification  of  activities. 
This  aids  in  the  analysis  of  nonworking 
activities. 

(2)  In  group  sampling,  for  each  obser¬ 
vation,  groups  of  workers  from  the  de¬ 
fined  population  are  studied  at  randomly 
selected  locations.  The  advantages  of  the 
group  method  are  as  follows: 

(a)  Group  sampling  requires,  at  maxi¬ 
mum,  less  than  half  the  time  to  conduct 
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each  observation  round.  Seeking  specific 
individuals  is  time  consuming. 

(b)  Group  sampling  is  less  disruptive  to 
the  work  force  because  individuals  are 
not  singled  out  for  sampling  and,  unlike 
individual  sampling,  no  follow-up  action 
to  account  for  missing  workers  is  re¬ 
quired.  Therefore,  discussions  with  su¬ 
pervisors  or  coworkers  to  trace  wherea¬ 
bouts  of  individuals  are  avoided. 

(c)  With  group  sampling,  the  potential 
for  worker-induced  bias  is  reduced. 
Workers  are  not  forewarned,  as  is  likely 
when  specific  individuals  are  sought. 

d.  Select  the  appropriate  sampling  plan 
and  selection  procedure.  The  sampling 
plan  can  be  either  simple  or  stratified, 
and  random  sample  selection  procedure 
can  be  either  unrestricted  or  restricted. 

(1)  Restricted  sample  selection  general¬ 
ly  takes  the  form  of  systematic  sampling. 
For  a  general  discussion  of  random  sam¬ 
ple  selection  procedures  geared  to  audit 
sampling,  see  Appendix  B-700.  The  con¬ 
cepts  are  fully  applicable  to  work  sam¬ 
pling.  Systematic  sample  selection  in 
work  sampling  generally  is  most  useful  in 
setting  the  time  when  rounds  will  be 
made.  A  fixed  time  interval  between  one 
observation  and  the  next  is  established. 
The  time  interval  must  be  large  enough  to 
give  the  sampler  adequate  time  to  make  a 
round  at  one  location  and  move  to  the 
next.  The  starting  time,  the  time  of  the 
first  observation,  is  selected  randomly 
and  can  be  anywhere  between  a  specified 
minimum  and  maximum  starting  time. 
The  difference  between  the  minimum 
and  maximum  starting  times  must  equal 
the  fixed  time  interval.  Subsequent 
rounds  must  be  made  at  fixed  intervals 
from  the  randomly  selected  starting  time. 

(2)  A  stratified  sampling  plan  consists 
of  subdividing  the  universe  into  strata, 
which  are  essentially  separate  smaller 
universes.  Either  simple  or  systematic 
selection  can  be  used  on  the  individual 
strata.  There  are  various  reasons  for 
stratification.  As  discussed  in  1-400,  it 
enables  the  sampler  to  control  the  num¬ 
ber  of  sample  observations  that  are 
drawn  from  specified  subsets  (strata)  of 
the  universe.  In  group  sampling,  stratifi¬ 
cation  can  yield  sample  results  that  are 
more  precise  than  those  of  simple  ran¬ 
dom  samples  of  the  same  sample  size. 


This  would  be  the  case  when  certain  areas 
of  activity  can  be  expected  to  have  excep¬ 
tionally  high  variation  (or  wide  fluctua¬ 
tion)  in  nonproductive  activity  from  one 
observation  to  the  next.  If  stratification  is 
done,  the  strata  should  be  well  defined 
and  the  conclusions  based  on  the  sample 
from  each  stratum  should  be  limited  to 
that  stratum. 

1-203.2  Obtaining  Contractor  Data 

a.  Notify  the  contractor  of  the  pending 
work  sample.  In  a  brief  formal  letter, 
explain  the  sampling  technique,  purpose, 
and  tentative  schedule.  Request  that  the 
contractor  assign  a  liaison  contact.  Also, 
if  appropriate,  propose  a  date  for  an 
entrance  conference. 

b.  At  some  early  point,  ask  the  contrac¬ 
tor  for  data  needed  to  support  the  audit. 
Typical  pre-sampling  information  in¬ 
cludes; 

(1)  Detailed  maps  or  layouts  of  work 
areas  and  facilities. 

(2)  Department  charters,  job  classifica¬ 
tions,  and  position  descriptions. 

(3)  Policies  and  schedules  for  work 
hours  and  break  and  lunch  times. 

(4)  Procedures  for  labor  utilization  and 
work  measurement. 

(5)  Organization  charts  and  employee 
rosters. 

(6)  Other  relevant  information  or  EDP 
file  access  that  will  facilitate  the  audit. 

c.  In  addition,  arrange  to  interview 
supervisors  responsible  for  the  areas  to  be 
sampled.  Ascertain  their  understanding 
of  policies  and  practices  relative  to  their 
responsibilities. 

1-203.3  Classifying,  Formatting,  and 
Probing 

a.  In  work  sampling,  subcategorization 
of  activities  under  “working”  and  “non¬ 
working”  is  desirable.  Define  subcatego¬ 
ries  that  are  clear,  concise,  and  mutually 
exclusive.  Subcategories  should  permit 
“snapshot”  observation  and  recording 
without  time-consuming  decisions. 
Create  enough  classifications  to  sustain 
audit  objectives  without  being  too  ex¬ 
haustive.  If  the  number  of  classifications 
is  excessive,  sampling  may  become  too 
cumbersome  to  accomplish  effectively. 
Below  is  an  example  of  subcategoriza¬ 
tion.  PI  and  P2  are  subcategories  of  work 
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activity,  whereas  Nl,  N2,  N3,  N4  are 
subcategories  of  nonworking  activity. 
This  example  may  be  used  as  a  model  to 
develop  a  sampling  plan.  Modify  or  ex¬ 
pand  the  subcategories  as  appropriate  to 
reflect  the  sampling  population  and  type 
of  work  being  evaluated.  Subcategories 
not  described  below  may  be  required  to 
perform  a  good  work  sample  that  meets 
the  specific  audit  objectives. 

(1)  Productive  subcategories: 

PI;  Operative  or  “hands-on”  (such  as 
machining,  welding,  setting  up,  cleaning, 
inspecting,  adjusting,  and  monitoring) 

P2:  Business  conversations  (including 
conversing  with  supervisor,  engineer, 
maintenance,  material  handler,  and  time¬ 
keeper) 

(2)  Nonworking  subcategories: 

Nl:  Idle  (such  as  waiting  on  assign¬ 
ment,  material,  tools,  maintenance,  and 
inspection) 

N2:  Personal  (including  eating,  drink¬ 
ing  beverage,  smoking,  and  tending  to 
personal  hygiene) 

N3:  Non-business  talking  (such  as  jok¬ 
ing  and  chitchatting) 

N4;  Miscellaneous  (such  as  horseplay, 
reading  newspaper,  gambling,  and  sleep¬ 
ing) 

b.  Design  the  observation  form  in  a 
simple  chart  format.  Leave  adequate 
space  to  record  brief  comments  that 
make  each  observation  unique.  For  every 
round,  one  form  is  used  to  collect,  sum¬ 
marize,  and  input  observed  activity. 
These  forms  become  part  of  the  working 
papers  to  support  the  audit  position. 

c.  Conduct  a  probe  to  test  the  adequacy 
of  the  observation  forms  anu  the  adequa¬ 
cy  of  overall  preparation.  The  probe  will 
also  provide  a  preliminary  point  esti¬ 
mate.  The  point  estimate  is  used  to 
determine  sample  size  from  which  an 
audit  timeframe  and  staffing  needs  can 
be  calculated.  The  probe  also  provides 
data  that  can  be  used  to  familiarize 
auditors  with  the  Agency’s  work  sam¬ 
pling  software. 

1-203.4  Schcuaiing,  Sizing,  and  Staffing 

a.  Schedule  the  dates  and  duration  of 
work  sampling  to  cover  a  period  of 
operation  that  is  typical  of  the  contrac¬ 
tor’s  normal  business  activity.  Key  fac¬ 
tors  to  consider  are  required  sample  size. 


audit  team  availability,  contractor  pro¬ 
duction  and  work  schedules  (including 
shutdowns,  holidays,  and  vacations),  and 
the  cyclical  nature  of  worker  activities. 
Sampling  periods  of  10  cumulative  days 
duration  are  preferred.  Sampling  periods 
should  never  be  less  than  five  days.  If  the 
number  of  work  days  in  the  sampling 
period  is  greater  than  the  number  of 
observation  days,  observation  days 
should  be  selected  randomly  in  the  sam¬ 
pling  period. 

b.  Sample  size  is  estimated  by  using  the 
Agency  work  sampling  software 
(WSAMP2). 

(1)  The  sample  size  for  individual 
sampling  is  derived  by  selecting  an  op¬ 
tion  for  sample  size  and  specifying  the 
point  estimate,  confidence  level,  and  pre¬ 
cision  range. 

(2)  To  estimate  a  sample  size  for  group 
sampling,  conduct  the  probe  and  input 
the  requested  data.  The  software  will 
analyze  the  data  and  provide  a  table  of 
sample  size  for  five  different  confidence 
levels  with  precision  ranges. 

(3)  The  sample  size  will  vary  with  the 
amount  of  nonworking  activity,  desired 
confidence  level,  and  desired  precision. 
However,  precision  has  the  largest  effect 
on  a  sample  size.  The  effect  of  each  of 
these  three  factors  on  the  sample  size  are 
as  follows: 

i)  For  a  given  desired  confidence  and 
precision  level,  the  required  sample  size 
will  increase  with  the  amount  of  non¬ 
working  activities  until  the  nonworking 
activities  reach  50  percent.  After  non¬ 
working  activities  exceed  50  percent,  the 
sample  size  will  then  begin  to  decrease 
with  further  increases  in  nonworking 
activities. 

ii)  For  a  given  level  of  nonworking 
activity  (the  point  estimate)  and  a  given 
desired  precision,  the  required  sample 
size  will  increase  with  an  increase  in  the 
desired  confidence  level. 

iii)  For  a  given  level  of  nonworking 
activity  and  a  given  desired  confidence 
level,  the  required  sample  size  will  in¬ 
crease  with  a  decrease  in  precision  range 
(more  precise)  and  decrease  with  an 
increase  in  precision  range  (less  precise). 

c.  Audit  team  staffing  is  based  on 
sample  size  divided  by  potential  number 
of  observations  per  team  per  day  (visits 
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in  the  case  of  group  sampling).  Allow  a 
oufficient  margin  of  extra  observations  to 
compensate  for  possible  problems.  If  pos¬ 
sible,  schedule  about  twenty  percent  ad¬ 
ditional  observations.  These  extra  obser¬ 
vations  will  strengthen  the  audit. 

(1)  Determine  the  number  of  people 
required,  select  the  individuals,  and  ad¬ 
vise  them  of  scheduled  dates  for  training 
and  auditing. 

(2)  Do  not  understaff.  Work  sampling 
is  a  physically  demanding  activity  that 
will  require  occasional  substitutes. 

1-203.5  Training  Audit  Teams 

a.  Prepare  one  folder  for  each  team 
including  predated  and  sequenced  obser¬ 
vation  forms  with  specific  times  and 
locations  (and  people,  if  using  individual 
sampling),  daily  summary  sheets  for  ta¬ 
bulating  observations,  a  copy  of  the  de¬ 
fined  activity  classifications,  facility 
maps,  and  any  other  relevant  informa¬ 
tion. 

b.  Schedule  a  training  day  for  all  team 
members  as  close  as  possible  to  the  first 
audit  day  Key  points  to  emphasize  in¬ 
clude: 

(1)  scope  and  objective  of  the  work 
sampling  study. 

(2)  classifications  of  activity. 

(3)  work  sampling  forms  administra¬ 
tion. 

(4)  use  of  maps  and  layouts. 

(5)  role  of  team  members. 

(6)  observation  techniques. 

c.  Provide  the  work  sampling  teams 
with  an  opportunity  to  practice  under 
audit  conditions.  This  practice  may  help 
air  many  remaining  questions  before  the 
actual  sampling  begins. 

1-204  Establishing  Allowances 

a.  Since  some  nonworking-related  ac¬ 
tivity  can  be  expected  at  any  work  place, 
an  allowance  is  made  to  adjust  for  the 
nonworking-related  activities.  This  al¬ 
lowance  is  known  as  the  work  sampling 
allowance. 

b.  In  DCAA  work  sampling  audits,  the 
amount  of  the  work  sampling  allowance 
will  vary  depending  on  variables  such  as 
the  type  of  industry,  work  environment, 
sampling  plan  (classification  of  working 
and  nonworking  categories),  sampling 
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universe  (time  and  area  under  obser¬ 
vance),  company  policies  and  proce¬ 
dures,  and  union  contracts.  Because  of 
the  various  complexities  involved,  there 
are  no  set  standards  in  industry  for 
developing  work  sampling  allowance  fac¬ 
tors.  Therefore,  the  judgment  of  the  audi¬ 
tor  in  determining  reasonableness  of  the 
observed  levels  of  nonworking  activities 
is  extremely  important.  The  following 
guidance  is  provided  to  help  the  auditor 
develop  or  review  contractor-developed 
work  sampling  allowance  factors. 

1-204.1  General  Discussion 

The  normal  industry  or  contractor 
PF&D  (personal,  fatigue,  and  minor  de¬ 
lays)  allowance  factors  used  for  setting 
labor  standards  should  not  be  applied  to 
work  sampling  studies,  since  these  factors 
are  used  in  situations  where  a  job  is 
scrutinized  in  great  detail.  However, 
these  factors  can  be  modified  for  use  in 
developing  work  sampling  allowances. 
The  auditor  should  analyze  the  contrac¬ 
tor’s  PF&D  factors  and  make  any  needed 
adjustments  based  on  the  following  fac¬ 
tors. 

1-204.2  Personal  Component 

a.  Personal  needs  are  normally  met  by 
visiting  restrooms,  water  fountains,  the 
cafeteria,  and/or  taking  breaks  in  a  work 
area.  Companies  normally  allow  one 
break  in  the  morning  and  one  in  the 
afternoon,  of  10  to  15  minutes  duration, 
to  meet  these  needs.  This  is  equivalent  to 
4.2  to  6.3  percent  of  daily  work  time.  The 
length  of  these  breaks  is  normally  speci¬ 
fied  in  a  union  contract  or  in  the  compa¬ 
ny’s  policies  and  procedures. 

b.  In  work  sampling,  DCAA  does  not 
normally  make  observations  during 
break  times  or  in  break  areas.  Additional¬ 
ly,  personal  needs  during  work  periods 
are  commonly  met  outside  work  areas. 
These  areas  are  seldom  included  in  the 
work  sampling  universe.  Therefore,  very 
little  consideration,  if  any,  is  required  to 
compensate  for  personal  needs. 

c.  In  instances  where  employees  do  not 
have  scheduled  breaks  and  traditional 
break  areas  are  excluded  from  the  sam¬ 
pling  universe,  some  allowance  is  neces¬ 
sary.  This  allowance  is  necessary  because 
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some  employees  may  prefer  to  take 
breaks  in  their  work  areas. 

d.  Generally  a  4  to  5  percent  allowance 
could  be  considered  appropriate  provid¬ 
ing  the  following  two  conditions  are  met: 
(1)  all  areas  except  restrooms  and  lunch¬ 
rooms  are  included  in  the  sam|}ling  uni¬ 
verse,  and  (2)  all  work  hours,  including 
break  times,  are  included  in  the  sampling 
universe. 

1-204.3  Fatigue  Component 

a.  Fatigue  normally  results  in  a  slow¬ 
down  of  work  pace  and,  in  some  in¬ 
stances,  a  minor  stoppage  of  work.  How¬ 
ever,  it  is  believed  that  breaks  help  to 
reduce  the  effects  of  fatigue.  Some  ex¬ 
perts  in  the  field  of  work  measurement 
suggest  that  no  additional  fatigue  allow¬ 
ance  is  necessary  in  companies  with 
scheduled  work  breaks,  except  in  unusual 
situations. 

b.  DCAA  work  sampling  does  not 
measure  the  efficiency  of  employees  or 
the  speed  at  which  they  work.  DCAA 
work  sampling  simply  records  whether  an 
individual  is  working  or  not  working. 
Therefore,  under  normal  circumstances, 
an  allowance  for  fatigue  is  not  necessary. 

c.  However,  certain  work  environ¬ 
ments  (e.g.,  hot  and  humid  foundry  work¬ 
ing  conditions,  or  the  continuous  obser¬ 
vance  of  monitors)  may  necessitate  work¬ 
ers  taking  short  “breathers.”  These 
breathers  may  be  accomplished  in  work 
areas  and  include  eating,  smoking,  and 
talking  to  other  workers;  or  they  may  take 
place  outside  work  areas  and  include 
visiting  a  water  fountain,  using  the  rest¬ 
room,  or  getting  coffee.  If  unscheduled 
relief  from  monotonous  work  is  achieved 
outside  the  workplace,  DCAA  work  sam¬ 
pling  will  not  normally  observe  it.  Conse¬ 
quently,  no  allowance  is  necessary.  How¬ 
ever,  if  the  relief  from  monotonous  work 
is  achieved  at  the  workplace,  some  allow¬ 


ance  may  be  necessary.  Since  each  work 
environment  is  different,  the  allowance 
has  to  be  left  to  the  auditor’s  judgment. 
Normally  a  range  of  1  to  3  percent  may 
be  more  than  adequate. 

1-204.4  Minor  Delay  Component 

a.  Minor  delays  (such  as  talking  to  a 
supervisor,  waiting  for  someone  to  get 
out  of  the  way,  or  changing  tools)  are 
delays  over  which  an  employee  does  not 
have  direct  control.  Since  these  delays 
occur  randomly,  an  individual  perform¬ 
ing  a  time-study  to  establish  labor  stan¬ 
dards  will  exclude  this  time  from  total 
observed  time.  Then,  based  on  the  type 
of  work  observed,  he  or  she  adds  a 
reasonable  amount  of  time  to  compen¬ 
sate  for  the  delays.  In  the  absence  of  in¬ 
house-developed  allowances  for  delays, 
the  manufacturing  industry  normally 
uses  5  percent. 

b.  Most  traditional  minor  delays, 
which  are  considered  undesirable  when 
setting  standards,  are  normally  identified 
as  work-related  activities  in  DCAA  work 
sampling  audits.  Therefore,  very  little 
delay  allowance  for  work  sampling  is 
necessary.  However,  unusual  situations 
(such  as  frequent  waiting  for  inspectors 
to  approve  work)  may  result  in  employ¬ 
ees  performing  activities  other  than  those 
which  are  considered  work  activity  by  the 
DCAA  study.  As  addressed  in  I-204.4c., 
if  it  is  determined  that  other  work-related 
activities  cannot  be  performed  during 
these  interruptions,  a  reasonable  allow¬ 
ance  may  be  necessary. 

c.  The  work  sampling  study  itself  may 
identify  various  types  of  interruptions 
that  commonly  occur  in  the  work  area. 
Accordingly,  the  auditor  may  want  to 
wait  until  the  work  sampling  study  is 
complete  before  making  an  evaluation 
for  determining  the  reasonableness  or  the 
need  of  a  delay  factor. 
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1-300  Section  3  —  Conducting  and  Analyzing  the  Work  Sample 


1-301  Introduction 

This  section  presents  guidelines  for 
conducting  the  actual  work  sample  and 
analyzing  the  results. 

1-302  Conducting  the  Work  Sample 

One  auditor  should  be  designated  as 
the  overall  coordinator  for  the  work 
sampling  application.  The  coordinator 
has  the  following  responsibilities. 

a.  Arrange  for  adequate  office  space  for 
teams  to  meet,  communicate,  and  pre¬ 
pare  daily  reports.  Team  leaders  are 
responsible  for  generating  narrative  sum¬ 
maries  of  each  day’s  observation  experi¬ 
ence.  Summaries  should  include  poten¬ 
tial  causes  for  nonworking  activity,  con¬ 
tractor  supervisor/employee  attitudes, 
impact  of  environmental  factors,  etc. 
These  summaries  will  be  used  in  conjunc¬ 
tion  with  the  work  sampling  results  to 
produce  the  final  audit  report. 

b.  Establish  sampling  schedules  that 
are  realistic  and  will  not  contribute  to 
errors.  Emphasize  the  need  to  avoid 
personal  absence  and  tardiness.  Have 
substitutes  readily  available  for  unavoid¬ 
able  absences.  Initial,  as  well  as  sub.sc- 
quent,  observations  must  be  taken  at  the 
randomly  selected  times. 

c.  Meet  with  observers  at  the  start  and 
close  of  each  day  to  make  pairings  and 
assignments  and  distribute  folders.  Use 
these  sessions  to  verify  completeness, 
organization,  and  accuracy  of  folder  in¬ 
formation  and  communicate  collective 
concerns  and  resolve  each  day’s  prob¬ 
lems. 

d.  Review  each  team’s  daily  summaries 
and,  as  necessary,  spot-check  observation 
forms  for  accuracy  and  completeness. 
Arrange  for  input  of  data  to  WSAMP2  or 
applicable  software,  request  desired  out¬ 
put,  and  analyze  cumulative  performance 
against  objectives.  From  the  software 
output: 

(1)  Compare  and  contrast  team  perfor¬ 
mances  to  isolate  unusual  trends.  Rotate 
auditor  pairings  frequently  to  minimize 
the  possibility  of  bias.  Encourage  team 
members  to  switch,  at  least  once  per  day. 


the  job  of  recording  observations.  Obser¬ 
vations  should  be  made  independently, 
but  discussed  and  agreed  upon  before 
recording. 

(2)  Track  daily  point  estimates  to  veri¬ 
fy  adequacy  of  projected  sample  size. 
That  is,  recompute  the  required  sample 
size  using  the  updated  point  estimate  and 
the  original  values  for  the  desired  preci¬ 
sion  range  and  confidence  level. 

1-303  Evaluating  the  Work  Sample 
Data 

The  primary  objective  of  work  sam¬ 
pling  is  to  determine  how  well  the  con¬ 
tractor  uses  its  resources.  Evaluation  of 
sample  data  is  the  last  step  in  that 
process. 

a.  The  WSAMP2  software  provides 
different  sort  options  for  sample  data. 
Subareas  of  the  contractor’s  operation 
may  be  brought  into  focus  by  sorting  the 
data  with  respect  to  such  characteristics 
as  date,  time,  shift,  area,  department, 
supervision,  process,  product,  teams,  etc. 

b.  Examine  the  data  using  various  sorts 
to  identify  subareas  of  unusual  nonwork¬ 
ing  activity.  Concentrate  analysis  on  su¬ 
bareas  impacting  audit  objectives.  Only 
subareas  which  make  up  a  stratum  (as 
defined  in  the  original  sampling  plan)  can 
be  validly  assessed  statistically,  but  other 
examinations  can  still  yield  useful  infor¬ 
mation. 

c.  Focus  attention  on  the  “nonwork¬ 
ing”  and  “undesirable  working”  classifi¬ 
cations  in  the  sampling. 

(1)  For  activities  classified  as  nonwork¬ 
ing,  expect  to  find  histogram  spikes  oc¬ 
curring  around  start-up,  break,  lunch, 
and  quit  times.  Late  starts,  extended 
breaks,  and  early  quits  are  indicative  of 
relaxed  work  rules.  Another  nonworking 
classification,  “talking,”  occurs  frequent¬ 
ly  at  remote  and  isolated  work  stations 
where  direct  supervision  is  infrequent  or 
unstructured  work  is  performed. 

(2)  Activities  classified  as  undesirable 
working  activity  such  as  excessive  walk¬ 
ing,  frequent  business  discussions,  repeti¬ 
tive  equipment  and  tool  problems  may 
indicate  poorly  trained  employees  or 
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poorly  engineered  products,  processes,  or 
production  environments. 

d.  Work  sampling  data  is  the  “effect” 
portion  of  the  “cause/effect”  sequence. 
The  contractor  is  ultimately  responsible 
for  determining  cause  and  implementing 
corrective  action.  There  may  be  data  in 
the  supporting  summaries  that  suggests 
“cause”.  Sharing  such  useful  information 
with  the  contractor  is  appropriate. 

e.  Undesirable  activities  should  be  do¬ 
cumented  for  follow-up  in  future  work 
sampling  studies. 


1-304  Summarizing  the  Audit 

a.  Draft  the  audit  report  using  the 
format  in  10-400  and  discuss  findings 
with  the  supervisory  auditor. 

b.  Consult  with  the  Agency  technical 
specialists  (Technical  Services  Center)  as 
necessary. 

c.  Organize  supporting  documentation 
and  arrange  for  exit  conference. 

d.  Conduct  an  exit  conference  in  accor¬ 
dance  with  4-304. 

e.  Prepare  final  audit  report. 
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1-400  Section  4  —  Work  Sampling  Concerns 


1-401  Introduction 

The  section  discusses  major  concerns 
specific  to  the  sample  as  a  valid  represen¬ 
tation  of  the  universe,  stratification,  and 
bias.  An  understanding  of  statistical  sam¬ 
pling  (Appendix  B)  is  recommended 
when  using  this  section. 

1-402  The  Sample  as  a  Valid 
Representation  of  the  Universe 

The  universe  in  a  work  sample  is  the 
contractor  activity  being  reviewed.  Oper¬ 
ationally,  it  is  defined  in  terms  of  the 
entire  work  environment  connected  with 
the  activity,  including  the  work  force,  the 
work  period,  the  workplace,  and  the  work 
itself.  For  purposes  of  statistical  sam¬ 
pling,  the  universe  consists  of  all  possible 
observations  of  the  activity  that  could  be 
made.  Any  sample  that  gives  every  possi¬ 
ble  observation  an  equal  chance  of  selec¬ 
tion  is  a  valid  representation  of  the 
universe. 

1-403  Stratification 

a.  Stratification  divides  the  universe 
into  separate  smaller  universes,  or  strata. 
Stratification  in  the  typical  audit  context 
is  discussed  in  B-600,  the  primary  reason 
cited  being  the  potential  for  improve¬ 
ment  in  sampling  precision.  The  same 
principles  can  be  applied  directly  to  work 
sampling  but  there  are  also  other  reasons 
for  stratification.  Among  these  reasons  is 
control  of  the  relative  proportions  of 
different  types  of  observations  that  ap¬ 
pear  in  the  sample. 

b.  In  work  sampling,  the  observed 
event  is  the  activity  of  the  observed 
individual(s)  at  the  moment  of  observa¬ 
tion.  However,  the  sampler  is  often  inter¬ 
ested  in  the  nonworking  status  of  specific 
subsets  of  the  universe,  categorized  ac¬ 
cording  to  such  characteristics  as  day  of 
the  week,  type  of  work,  or  shift.  There  is 
an  intuitive  (but  unwarranted)  impulse  to 
require  that  such  characteristics  be  repre¬ 
sented  in  the  sample  in  the  same  propor¬ 
tions  as  they  exist  in  the  universe.  How¬ 
ever,  a  valid  sampling  procedure  pro¬ 


vides  no  guarantee  that  these  characteris¬ 
tics  will  be  proportionally  represented. 

c.  The  occurrence  of  specific  character¬ 
istics  in  the  sample  can  be  controlled 
through  stratification  according  to  the 
characteristics.  If  it  is  considered  impor¬ 
tant,  for  instance,  that  specific  propor¬ 
tions  of  the  sample  items  be  drawn  from 
each  work  shift,  the  universe  could  be 
stratified  according  to  shift.  This  in  effect 
would  create  a  separate  universe  (stra¬ 
tum)  for  each  shift.  Each  stratum  could 
be  further  stratified  by  type  of  work  if  so 
desired. 

d.  In  work  sampling,  stratification  by 
day  of  the  week  is  the  most  frequent 
stratification  scheme,  yet  there  is  little 
mention  of  stratification  in  work  sam¬ 
pling  handbooks  or  similar  literature. 
The  sampler  may  not  even  be  aware  of 
the  stratification,  but  it  is  implicit  any¬ 
time  the  work  sampling  plan  calls  for  a 
specific  number  of  observations  per  day. 
Error  results  not  during  the  sampling 
itself  but  when  evaluation  of  the  sample 
results  ignores  the  stratification. 

e.  For  administrative  and  practical 
convenience,  work  sampling  plans  often 
require  the  same  number  of  observations 
per  day  of  the  study.  Handbook  literature 
that  deals  with  this  practice  ignores  the 
implicit  stratification.  The  reason  for  this 
omission  is  that  with  sufficiently  large 
sample  sizes,  the  effect  of  the  practice  is 
minimal.  Work  sampling  studies  typical¬ 
ly  involve  at  least  several  hundred  obser¬ 
vations,  and  often  involve  more  than  a 
thousand.  With  such  large  sample  sizes,  it 
is  overwhelmingly  likely  that  very  close 
to  the  same  number  of  observations  per 
day  would  be  drawn  anyway,  even  if  the 
daily  constraint  were  not  placed  on  sam¬ 
ple  selection.  In  such  cases,  the  error 
incurred  by  evaluating  the  sample  as 
though  no  stratification  were  done  is 
minimal. 

f.  Workers  within  a  population  differ  in 
numerous  ways.  There  can  be 
touch/nontouch,  technical/  administra¬ 
tive,  hourly/  salaried,  union/  nonunion, 
and  supervisor/  subordinate  personnel 
within  a  given  population.  Because  of 
these  differences,  the  auditor  should  first 
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define  the  population  in  which  the  study 
will  be  conducted.  Depending  on  the 
audit  objective,  the  contractor’s  popula¬ 
tion  may  be  subdivided  or  stratified.  The 
contractor’s  organizational  structure  may 
provide  a  logical  population  grouping. 
Exercise  care  when  defining  the  strata. 

g.  Selection  of  the  work  sampling  study 
period  must  be  done  carefully  so  that 
contractor  operations  during  the  period 
typify  operations  throughout  the  year. 
Periods  include  days  of  the  year  and 
times  of  the  day. 

(1)  Most  work  sampling  studies  are 
conducted  over  a  1-2  week  period.  Spe¬ 
cial  attention  should  be  directed  at  peri¬ 
od  selection.  It  may  be  appropriate  to 
consult  with  the  contractor  to  arrive  at  a 
mutually  acceptable  time  to  conduct  the 
study.  Advance  agreement  should  elimi¬ 
nate  subsequent  problems  on  this  point. 

(2)  Consider  the  impact  of  shift  work 
on  worker  behavior.  As  a  genet  al  rule, 
working  activity  deteriorates  from  first  to 
second  to  third  shift.  Reasons  for  the 
decline  in  work  activity  include  inade¬ 
quate  olTshift  supervision  and  support. 

(3)  Exclude  from  consideration  certain 
time  periods  in  the  contractor’s  universe 
that  will  bias  the  study.  Examples  include 
time  segments  surrounding  major  staff¬ 
ing  or  production  schedule  changes,  holi¬ 
days  or  pending  plant  shutdowns,  or 
significant  w'eather  extremes  which  affect 
the  work.  Inclusion  of  these  periods 
would  distort  the  nonworking  content  in 
the  study. 

(4)  The  time  period  over  which  the 
sampling  will  be  conducted  should  emu¬ 
late  a  typical  day’s  operations.  To  illus¬ 
trate,  consider  cyclical  variations  which 
occur  normally  within  a  workweek.  Mon¬ 
day  morning  and  Friday  afternoon  are 
typically  transition  times.  However,  to 
avoid  bias,  each  work  day  must  be  given 
an  equal  opportunity  to  contribute  to  the 
sample. 

(5)  Periodicity  is  the  tendency  of  sub¬ 
jects  to  adapt  to  normal  routine  or  fixed 
patterns.  Examples  of  periodicity  include 
start,  break,  lunch,  and  quit  times.  Typi¬ 
cally,  high  nonworking  activity  clusters 
around  these  periods.  Randomly  selected 
observation  times  will  ensure  inclusion  of 
these  periods. 


1-404  Avoiding  Observation  Bias 

a.  Observation  bias,  sometimes  re¬ 
ferred  to  as  measurement  bias,  is  the 
tendency  to  either  overestimate  or  under¬ 
estimate  the  true  value  of  the  observed 
event.  Intentional  or  otherwise,  observa¬ 
tion  bias  can  be  caused  by  both  the 
observer  and  the  observed. 

b.  Bias  caused  by  observers  can  be 
eliminated  through  proper  training  and 
formation  of  observation  teams. 

(1)  A  team  should  normally  consist  of 
two  people.  It  may  consist  of  two  audi¬ 
tors,  an  auditor  and  a  procurement  em¬ 
ployee,  or  an  auditor  and  a  contractor’s 
representative.  Using  other  than  two  au¬ 
ditors  increases  acceptance.  Avoid  teams 
of  more  than  two.  They  become  conspic¬ 
uous,  distract  the  work  force,  and  thereby 
induce  observation  bias  through  their 
influence  on  the  observed. 

(2)  Conduct  training  first  in  a  class¬ 
room  environment,  then  in  the  work¬ 
place.  Establish  clear,  concise  procedures 
and  mutually  exclusive  ciassifications. 
Anticipate,  discuss,  and  resolve  “gray 
areas’’  (telephone  or  face-to-  face  conver¬ 
sation  classifications)  and  issues  of  po¬ 
tential  disagreement. 

(3)  Advocate  techniques  that  prevent 
classification  problems.  Nonworking 
workers  often  alter  their  activity  once 
aware  of  observers’  presence.  Avo’d  ar¬ 
riving  too  early  for  an  observation.  Loi¬ 
tering  in  the  area  will  likely  bias  the 
observation. 

(a)  Classify  based  on  the  first  impres¬ 
sion;  the  “snapshot”  observation.  Use 
worker’s  subsequent  behavior  modifica¬ 
tion  to  confirm  initial  suspicion  of  non¬ 
working  activity. 

(b)  In  some  instances  the  snapshot  is 
inadequate.  A  closer  observation  supple¬ 
mented  with  listening  may  be  required. 

(4)  Before  the  regular  study,  observers 
should  tour  the  workplace.  “Walk 
throughs”  condition  observers  to  the 
workers’  environment,  and  reduce  the 
likelihood  of  bias  in  actual  observations. 

(5)  Work  sampling  does  not  require  in- 
depth  knowledge  of  the  work  being  per¬ 
formed.  The  observer  need  know  only 
whether  the  worker  is  working.  Most  of 
the  time  that  wilt  be  obvious.  If  question¬ 
able,  classify  them  as  “working.”  The 
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study  will  not  suffer  from  these  infre¬ 
quent  cases  of  indecision. 

c.  In  addition  to  the  observers,  those 
being  observed  are  sources  of  potential 
observation  bias. 

(I)  Measurement  can  influence  the 
measured  activity.  Workers  might  change 
their  activity  once  they  are  aware  of  being 
observed.  Such  influence  can  be  mini¬ 
mized  or  eliminated  by  varying  routes, 
blending  with  appropriate  attire,  expedit¬ 
ing  observations,  and  being  as  nondisrup- 
tive  as  possible.  Avoid  discussions  with 
the  workers  unless  essential. 


(2)  If  the  first  day  or  two  of  the  audit 
reflects  abnormal  working  activity,  i.e., 
results  substantially  different  from  the 
preliminary  probe,  bias  is  to  be  expected. 
Routine  will  return  as  workers  become 
accustomed  to  the  observation  teams.  If 
strong  bias  exists,  early  data  may  be 
discounted. 

(3)  Delay  or  terminate  the  audit  if 
deliberate  biasing  occurs.  Overt  attempts 
by  contractor  management  to  bias  the 
sample  may  include:  restricting  access, 
staging  work,  limiting  the  universe,  sig¬ 
naling  workers,  etc. 


I 


DCAA  Contract  Audit  Manual 


January  1995 


Til 

TI-000 


TI-000  AUDIT  GUIDANCE  KEYWORD  INDEX  SYSTEM  (AGKIS) 


Tl-OOl  Introduction 

This  section  contains  the  keyword  in¬ 
dex  of  contract  audit  guidance.  The  index 
is  designed  to  help  auditors  locate  current 
sources  of  guidance  on  a  particular  con¬ 
tract  audit  subject.  The  index  includes: 

(1)  Audit  standards,  policies,  proce¬ 
dures  and  other  guidance  issued  pursuant 
to  DCAA  Regulation  No.  7640.1,  Con¬ 
tract  Audit  Manual. 

(2)  Other  technical  field  guidance  in¬ 
cluded  in  pamphlets  and  memorandums 
issued  pursuant  to  DCAA  Instruction 
5025.1  and  5025.4. 

(3)  Selected  other  directive,  decisions 
and  instructional  material  published  by 
DCAA  and  others  that  will  directly  help 
to  understand  and  apply  the  audit  guid¬ 
ance. 

TI-002  The  DCAA  Keyword  Index 
System 

TI-002.1  Background  and 
Responsibilities 

The  AGKIS  was  developed  by  the 
System  Design  and  Development  Branch 
and  the  Policy  Formulation  Division. 
The  system  uses  electronic  data  process¬ 
ing  to  provide  a  keyword  index  of  current 
guidance  documents  needed  by  contract 
auditors  in  the  field  and  by  Headquarters 
in  the  formulation  of  audit  policv.  The 
AGKIS  database  is  maintained  by  the 
Policy  Formulation  Division  under  the 
Assistant  Director,  Policy  and  Plans. 
Software  maintenance  and  development 
is  provided  by  the  Systems  Design  and 
Development  Branch,  under  the  Assis¬ 
tant  Director,  Operations. 

TI-002.2  User  Input  to  the  Keyword 
Index 

Auditors  are  encouraged  to  inform  the 
Policy  Formulation  Division  of  specific 
entries  they  believe  should  be  added  or 
changed  to  make  the  AGKIS  more  useful 
in  field  audit  work. 

TI-002.3  System  Design  Objectives 

The  index  is  designed  primarily  to 
reference  readily  available,  broadly  appli¬ 


cable  audit  guidance  documents  neces¬ 
sary  for  day-to-day  contract  audit  assign¬ 
ments  in  the  field.  However,  no  index 
will  eliminate  the  need  for  field  auditors 
to  consult  through  management  channels 
and  Agency  specialist  networks  for  guid¬ 
ance  in  unusual  audit  situations. 

TI-003  The  Keyword  Index 
Technique 

TI-003.1  Caption  Input  for  the  KWIC 
Analysis 

The  keyword-in-context  (KWIC)  analy¬ 
sis  technique  is  used  to  produce  the 
AGKIS.  Rather  than  comprehensive  in¬ 
dexing  of  entire  source  texts,  the  system 
indexes  “captioned”  text  manually  ex¬ 
tracted  from  source  documents  contents. 
Although  manually  captioned  text  re¬ 
duces  visibility  of  the  actual  source  con¬ 
text  of  keywords,  it  gives  better  control 
over  irrelevant  variations  in  terminology 
that  occur  in  the  source  text.  The  result  is 
a  much  shorter  index,  which  is  more 
useful  to  the  user.  Complete  text  search 
of  the  entire  CAM  is  currently  available 
on  the  Compusearch  time-shared  com¬ 
puter  program. 

TI-003.2  The  KWIC  Analysis  Module 

The  KWIC  indexing  program  is  the 
core  of  the  keyword  index  system.  The 
system  software  parses  each  input  cap¬ 
tion  to  produce  a  separate  output  line  for 
each  word  found  in  the  “caption”.  The 
words  identified  are  sorted  alphabetically 
and  the  associated  caption  is  printed  in 
that  order. 

TI-003.3  Glossary  Control  File 

a.  The  indexing  program  is  controlled 
by  both  the  program  logic  discussed 
above  and  a  glossary  file  maintained  by 
the  Policy  Formulation  Division.  The 
glossary  file  controls  the  words  to  be 
indexed.  Specifically,  it  allows  words  to 
be  excluded  and  phrases  to  be  added  to 
the  index  file.  Glossary  file  manipulation 
controls  the  size  of  the  keyword  index 
while  attempting  to  provide  the  most 
useful  references.  The  glossary  file  will 
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require  continuing  rei  icment  based  on 
field  experience. 

b.  An  example  of  glossary  file  manipu¬ 
lation  can  be  demonstrated  with  the 
caption  “Cost  Accounting”.  Without  the 
glossary  file  the  caption  would  list  under 
both  “Cost”  and  “Accounting”.  If  the 
phrase  “Cost  Accounting”  were  included 
in  the  glossary  file  as  a  phrase  to  be 
indexed,  the  caption  would  list  under 
“Cost”,  “Accounting”,  and  “Cost  Ac¬ 
counting”.  Proper  utilization  would  be  to 
include  “Cost  Accounting”  as  a  phrase 
and  exclude  “Cost”  and  “Accounting”  in 
the  glossary  file.  Under  this  method,  the 
caption  would  only  list  under  “Cost  Ac¬ 
counting”  and  voluminous  entries  of  the 
words  “Cost”  and  “Accounting”  would 
not  be  included  in  the  index. 

TI-003.4  Abbreviations  and  Cross- 
Reference  Entries 

Cross-references  and  explanations  of 
unusual  abbreviations  used  in  the  “cap¬ 
tion”  are  included  as  separate  alphabe¬ 
tized  line  entries  immediately  preceding 
the  indexed  keyword  and  are  annotated 
by  a  preceding  Also,  the  cross-refer¬ 
ence  “Cost  Accounting  Standards  (see 
CAS)”  is  indexed  immediately  before  the 
entries  containing  the  phrase  “Cost  Ac¬ 
counting”.  For  example,  “CAS”  is  de¬ 
fined  as  “Cost  Accounting  Standards” 
immediately  before  the  first  indexed  cap¬ 
tion  containing  “CAS”. 

TI-004  Source  Document  References 

The  documents  referenced  in  the 
AGKIS  are  coded  by  three  character 
abbreviations  representing  the  sources  of 
the  indexed  guidance.  The  following  ab¬ 
breviations  are  used  in  the  AGKIS; 

a.  CAM  -  The  DCAA  Contract  Audit 
Manual.  References  are  generally  to  the 
CAM  paragraph. 

b.  MRD  -  Memorandum  For  Regional 
Directors.  References  are  to  the  date. 


issuing  organization  office  symbol  and 
sequential  issuance  number.  MRDs  are 
indexed  by  caption  and  affected  CAM 
reference.  For  example,  an  MRD  regard¬ 
ing  CAS  408  will  show  up  under  “CAS” 
and  “CAM  8-408”.  Under  this  method, 
auditors  may  determine  if  specific  CAM 
guidance  is  changed  or  supplemented  by 
MRDs. 

c.  DAP  -  DCAA  Audit  Program.  Refer¬ 
ences  are  to  the  DIIS  and  the  file  name  of 
the  audit  program.  DAPs  are  indexed  by 
“Audit  Program”  as  well  as  the  specific 
type;  i.e..  Incurred  Costs,  Pensions,  etc., 
and  may  be  found  by  subject. 

d.  OAG  -  Operations  Audit  Guidelines 
Pamphlet,  DCAAP  7641.73.  References 
are  to  paragraphs  as  numbered  in  the 
pamphlet. 

e.  PAM  -  Other  DCAA  Pamphlets.  If 
the  number  begins  with  a  four-digit  num¬ 
ber  followed  by  a  period,  it  contains  the 
complete  pamphlet  number.  For  audit 
pamphlets,  the  first  part  of  the  number 
(“7641.”)  is  omitted  and  the  first  part  of 
the  references  is  the  decimal  part  of  the 
pamphlet  number. 

f.  REG  -  DCAA  Regulation  (DCAAR) 

g.  INS  -  DCAA  Instruction  (DCAAI) 

h.  DHI  -  DCAA  Headquarters  Instruc¬ 
tion  (DCAAHI) 

i.  FAR  -  Federal  Acquisition  Regula¬ 
tion 

j.  DFR  -  DoD  FAR  Supplement 

k.  0MB  -  Office  of  Management  and 
Budget  (0MB)  Circular.  References  are 
to  the  circular  number. 

l.  OFP  -  Office  of  Federal  Procurement 
Policy  (OFPP)  Policy  Letter.  References 
are  to  policy  letter  number. 

m.  WGI  -  Working  Group  Item.  The 
WGIs  have  been  incorporated  in  the 
CAM.  Reference  to  the  CCH  for  the  full 
text  has  also  been  included.  The  WGIs 
are  indexed  by  CAS,  WGI,  and  by  sub¬ 
ject. 


DCAA  Contract  Audit  Manual 


January  1995 


1 

.A  E  Architect-Engineer/ACCESS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


A  E  Architect-Engineer 
AE 

Applicabilily-FAR  Subpart  31.  2-Construction/A-E 

Cost  Principles-Construction/A-E  Contracts 

Home  Office  Expense-Construction/A-E 

Special  Allowability  of  Cost-Construction/A-E 

Temporary  Land/Structures/Facilities-Construction/A-E 

ABBREVIATIONS 

Abbreviations/Cross-Reference  Entries 

Acronyms/Abbreviations/Terms/Definition  Used  in  CAM 

ABNORMAL  CONDITIONS 

Claim  Due  to  Abnormal  Conditions 

ABSENCE 

Audit  Program-CAS  408  Acctng  for  Costs  of  Uncompensated 
Pers.  Absence 

CAS  408-Costs  of  Compensated  Personal  Absence 
Severance  Pay  Policies  for  Paid  Absence  under  WARN  Act 

ABSORBED 

Under/Over  Absorbed  Cost-Predetermined  Rate 
ABUSE 

Auditor  Responsibilities-Detecting  Errors/Irreg./Abuse/lllegal 
Acts 

Obstruction  of  Audit  Provision  of  the  Anti-Drug  Abuse  Act 
ACCESS 

Access  Controls-EDP  General  Controls 
Access  to  a  Secured  Contractor  Plant 
Access  to  Budget 

Access  to  Classified  Information  Held  by  Contractor 

Access  to  Contractor  Plant-Security  Procedure 

Access  to  Contractor  Plant-Security  Requirements 

Access  to  Contractor  Records 

Access  to  Records  on  Replies  to  GAO  Report 

Access  to  Records-Resolution  of  Contractor  Denial 

Access  to  Restricted  Area-Floor  Check 

CSCSC  Surveillance  Reviews-Denial  of  Access  to  Records 

Deficient/Denial  of  Access  to  Cost/Pricing  Data 

Denial  of  Access  to  Records-Impact  of  Contractor  Denial 

GAO  Access  to  Audit  Records  &  Files  (DODD  7650.1) 

GAO  Access  to  Audit  Records  and  Files  on  Completed  Audits 
GAO  Access  to  Audit  Records  and  Files  on  Incomplete  Audits 
Government  Ri^ts  of  Access  to  Records 
Individuals  Having  Access  to  Information-Audit  Report 
Appendix 

Procedures  for  Requesting  Access  to  Records 
Procedures  if  Contractor  Denies  Access  to  Records 
Statutory/Regulatory  Requirements  for  Access  to  Contractor 
Records 


CAM  A300  31.  105 
CAM  A300  31.  105 
CAM  A300  31.  105 
CAM  A300  31.  105(d) 
CAM  A300  31.  105 

CAM  TI-  003.  4 
CAM  0-  008 

CAM  14-  202.  1 

DAP  DIIS  (APCAS408) 

CAM  8-  408 
CAM  7-1907.10 

CAM  7-  305.  3 

CAM  4-  702.  2 

CAM  4-  708 

CAM  C-  203.  4 
CAM  1-  503.  lb 
CAM  5-  502.  1 
CAM  1-  503.  lb 
CAM  1-  503.  1 
CAM  1-  503.  1 
CAM  1-  504 
CAM  1-  203.  3 
CAM  1-  504.  5 
CAM  6-  405.  4 
CAM  1 1-  209.  2f 
CAM  9-  205 
CAM  1-  504.  6 
CAM  1-  203 
CAM  1-  203.  1 
CAM  1-  203.  2 
CAM  14-  110 
CAM  10-  307.  8 

CAM  1-  504.  3 
CAM  1-  504.  4 
CAM  1-  504.  2 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


ACCOUNTABILITY 

Educational  Institutions-Property  Accountability 
.Accounting  Principles  (See  GAAP) 

.Accounting  (See  also  CAS) 

ACCOUNTING  COSTS 

Reasonableness  of  Accounting  Costs  in  Relation  to  Benefits 
ACCOUNTING  SYSTEM 
Accounting  System 

Accounting  System-Educational  Institutions 
Adequacy  of  Cost  Accounting  System 
Appendix-Contractor’s  Accounting  System-Annual  Incurred 
Cost 

Audit  Program-General  Accounting  System  Control 
Contractor  Accounting  System-Audit  Report  Appendix 
Contractor  Accounting  System-Public  Relations  Costs 
Evaluation  of  Cost  Accounting  System-ESS 
Internal  Control  Matrix-General  Accounting  System  Control 
Internal  Control  Matrix-Material  Management/Accounting 
System  Control 

Preaward  Accounting  System  Survey 
Preaward  Survey-Accounting  System  Adequacy 
Preaward  Surveys/Adequacy  of  Accounting  System 
Pro  Forma-Preaward  Accounting  System  Survey  Report 
Review  of  Contractor  General  Accounting  System  and  Internal 
Control 
ACCRUAL 

Application  of  Accrual  Accounting  at  Nonprofit  Organization 

ACCRUALS 

Income  Tax  Accruals 

ACCRUED 

Pension  Cost-Accrued  Benefit  Cost  Method 
ACCURACY 

FMIS/AMIS  Data  Accuracy 

.ACMS  Advanced  Cost  Management  Systems 

ACMS 

ACMS  EDP  Audit  Approach 
ACMS  Pilot  Tests 

Advance  Cost  Management  Systems  (ACMS) 

Consistent  Charging  of  Cost-ACMS 
Definition  of  an  ACMS 

Description  of  Technological  Modemizaton-ACMS 

Effect  of  Technological  Modemization-ACMS 

Indicators  of  Technological  Modemization-ACMS 

Role  of  the  Auditor-ACMS 

.ACO  Administrative  Contracting  Officer 

ACO 

ACO  Processing  of  the  Report-ESS 


0MB  A-1 10,ATCH.N 


CAM  6-  505.  1 

CAM  5-311 
CAM  13-  303 
CAM  9-  302 
CAM  10-  506.  1 

DAP  DIIS  (APACTG) 
CAM  10-  307.  4 
CAM  7-1203.  1 
CAM  5-1207.  3 
DAP  DllS  (ICM-ACTG) 
DAP  DIIS  (ICM-MMAS) 

CAM  5-  202.  2 
DFR  209.  106 
CAM  5-  200 
DAP  DIIS  (RPT-177) 
CAM  5-  300 


MRD  11/17/93  PFD229 
CAM  A300  31.  205-41 
PAM  79,pg.5 
MRD  09/08/92  OWD158 


CAM  14-  807 
CAM  14-  809 
CAM  14-  800 
CAM  14-  808 
CAM  14-  805 
CAM  14-  802 
CAM  14-  804 
CAM  14-  803 
CAM  14-  806 


CAM  5-1211.  1 


DCAA  Contract  Audit  Manual 


January  1995 


3 

ACO/ACT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


CAS-ACO  Letter  of  Disclosure  Statement  Adequacy 
CAS-Noncompliance  Actions  Required  by  ACO  &  Auditor 
Coord,  with  Plant  Representative/ACO  for  Capital  Investment 
Proposal 

Coordination  with  ACO 

Mandatory  Insurance  Coverage/ACO  Approval 

Noncompliance  Discussion  with  ACO  &  Contractor-CAS 

Notification  Memorandum  to  ACO 

ACQUISITION 

Acquisition  of  Assets-Business  Combinations 
Acquisition  of  Stock-Business  Combinations 
Acquisition  of  Used  Assets 
Acquisition-ADPE 

Acquisition/Control/Utilization-Inspection  Equipment 
Acquisition/Control/Utilization-Test  Equipment 
Audit  Program-CAS  41 1  Acetng  for  Acquisition  Cost  of 
Material 

Business  Combinations 
Types-Merger/Consolidation/Acquisition 
CAS  41 1 -Accounting  for  Acquisition  Costs  of  Material 
CCDR  Acquisition  Program  Categories 
EDP  Acquisition 
Meroer/Acquisition 

Responsibilities  of  Acquisition  Component-Audit  Followup 
ACRONYMS 

Acronyms/Abbreviations/Terms/Definition  Used  in  CAM 
Glossary  of  Acronyms  and  Definition-Economic 
.ACRS  Accelerated  Cost  Recovery  System 
ACRS 

Acceptability  of  ACRS  for  Contract  Costing 
ACRS  Recovery  Period 

ACRS-Expected  Consumption  of  Service/Useful  Life 
Economic  Recovery  Tax  Act  of  1 981 -ACRS 
Use  of  ACRS  for  Financial  Accounting  Purpose 
ACT 

Allowability  of  Worker  Adjustment  and  Retraining  Notification 
Act  Cost 

Anti-Kickback  Statute  Act-Referral  Requirements 
Contract  Dispute  Act 

Contracting  Officer  Decisions-Contract  Disputes  Act 
Deferred  Research  and  Development  Act 
Economic  Recovery  Tax  Act  of  1981-ACRS 
Fair  Labor  Standards  Act  of  1938 
Illegal  Expenditure  and  Act  for  Specific  Audit  Area 
Labor-Walsh-Healy  Public  Act 
J  abor-Walsh-Healy  Public  Act 
Longshoremen/Harbor  Worker  Compensation  Act 


CAM 

8-  209 

CAM 

8-  302.  1 

CAM 

14-606 

OAG 

1020.2 

CAM 

7-  502 

CAM 

8-  302.  4 

CAM 

6-  7Fig.6-7-2 

CAM 

7-1703.  1 

CAM 

7-1703.  2 

CAM 

7-  407.  6 

DFR 

239.7300 

OAG 

11,010.402 

OAG 

11,010.402 

DAP 

DI1S(APCAS411) 

CAM 

7-1702 

CAM 

8-411 

CAM 

11-  306.2 

DFR 

239.7300 

CAM 

A300  31.  205-27 

CAM 

15-  603 

CAM 

0-008 

PAM 

74,Pg.69-72 

CAM 

7-  405.  4b 

CAM 

7-  405.  4b 

CAM 

7-  405.  4b 

CAM 

7-  405.  4 

CAM 

7-  405.  4a 

MRD 

06/07/93  PAD112 

CAM 

4-  704.  4 

CAM 

12-  504 

CAM 

15-  502 

CAM 

A300  31.  205-48 

CAM 

7-  405.  4 

FAR 

22.1002-4 

CAM 

4-  7FiB.4-7-3 

FAR 

22.6 

DFR 

222.6 

CAM 

7-  507.  4 

DCAA  Contract  Audit  Manual 


4 

ACT/ADEQUACY 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Obstruction  of  Audit  Provision  of  the  Anti-Drug  Abuse  Act 

0MB  Circular  A-128-Single  Audit  Act  of  1984-P.L.  98-502 

Payments  to  Contractors  Under  Job  Training  Partnership  Act 

PLr99-634-Anti-Kickback  Enforcement  Act  of  1986 

Processing  Freedom  of  Information  Act  (FOIA)  Request 

Prompt  Payment  Act-Interest  Penalty  for  Late  Payment 

Qui  Tam  Actions  Under  the  Civil  False  Claim  Act 

Scope  of  Statute-Freedom  of  Information  Act 

Severance  Pay  Policies  for  Paid  Absence  under  WARN  Act 

Suspected  Violations  of  the  Anti-Kickback  Statute  Act 

TRASOPS-1981  Economic  Recovery  Act 

Truth  in  Negotiation  Act 

Violations  of  Anti-Kickback  Act 

Violations  of  False  Claim  Act 

War  Hazard  (Worker)  Compensation  Act 

Worker  Compensation-Defense  Base  Act 

ACTIVATION 

Activation/Deactivation  of  DCAA  Offices 
ACTUAL  COST 
Actual  Cost-FAR  Definition 
Comparison  of  Estimated/Actual  Cost 
ACTUARIAL 

Actuarial  Cost  Methods-Pension  Plan 
Engaging  Actuarial  Consulting  Service 
Pension  Cost-Actuarial  Assumptions 
Pension  Cost-Actuarial  Cost  Methods 
Pension  Cost-Actuarial  Gain  &  Loss 
.ACWP  Actual  Cost  of  Work  Performed 
ADDRESS  LIST 

Supplement-Address  List  for  Agriculture 
Supplement-Address  List  for  Department  of  Health/Human 
Service 

Supplement-Address  List  for  Department  of  Transportation 
Supplement-Address  List  for  Environmental  Protection  Agency 
Supplement-Address  List  for  NASA 
Supplement-Address  List  for  NASA  Procurement 
ADDRESSING 

Addressing/Distributing  Audit  Report  on  Price  Proposal  Audits 
Addressing/Distributing  Report-Defective  Pricing 
Intracompany/Subcontract  Price  Proposal  Audit 
Report-Addressing 

Prime  Contract  Price  Proposal  Audit  Report-Addressing 
ADEQUACY 

Adequacy  of  Cost  Accounting  System 
Adequacy  of  Cost/Pricing  Data 
Adequacy  of  Internal  Control  on  Labor  Costs 
Audit  Program-CAS  Disclosure  Statement  Adequacy 


CAM  4-  708 
CAM  13-103 
CAM  7-1913 
CAM  4-  7S1 
CAM  1-  700 
0MB  A- 125 
CAM  4-  709 
CAM  1-  703 
CAM  7-1907.10 
CAM  4-  704 
CAM  A300  31.  205-  6 
CAM  14-  103 
CAM  A300  31.  205-47 
CAM  A300  31.  205-47 
CAM  7-  507.  4 
CAM  7-  507.  4 

REG  5005.1 

CAM  A300  31.  001 
CAM  9-311.  3 

CAM  7-  607.  2 
DHl  1442.1 
PAM  79,pg.l4 
PAM  79,pg.4 
PAM  79,pg.l5 


CAM  15-  1S6 
CAM  15-  1S3 

CAM  15-  1S5 
CAM  15-  1S4 
CAM  15-  ISl 
CAM  15-  1S2 

CAM  10-  303 
CAM  10-  604 
CAM  10-  303.  2 

CAM  10-  303.  1 

CAM  9-  302 
CAM  9-  204 
CAM  6-  404.  4 
DAP  DllS  (APADEQ) 
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ADEQUACY/ADJUSTMENTS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Audit  Report-Initial  Adequacy  of  Disclosure  Statement 
Background  Information-CAS  Initial  Adequacy  Audit  Report 
CAS-ACO  Letter  of  Disclosure  Statement  Adequacy 
CAS-Adequacy  Discussion  with  Contractor 
CAS-Adequacy  of  Cost  Impact  Proposal 
CAS-Audit  Disclosure  Statements  for  Adequacy 
CAS-Audit  Programs/Working  Papers  Adequacy 
CAS-WG  77-2()--Withdraw  Determination  Adequacy  of 
Disclosure  Statement 

Circumstances  Affecting  the  Audit-CAS  Initial  Adequacy  Audit 
Report 

Concurrent  Adequacy/Compliance  Audits  of  Revised  Disclosure 
Statements 

Criteria  for  Adequacy  Determination-CAS 
Disposition  of  Audit  Result-CAS  Initial  Adequacy 
Evaluating  Adequacy  of  Cost/Pricing  Data  in  the  Proposal 
Preaward  Survey-Accounting  System  Adequacy 
Preaward  Surveys/Adequacy  of  Accounting  System 
Pro  Forma-Disclosure  Statement  Report  (adequacy  and 
compliance) 

Purpose  &  Scope-CAS  Initial  Adequacy  Audit  Report 
Reporting  on  Disclosure  Statement  Adequacy-CAS 
Statement  of  Conditions/Recommendation-CAS  Initial 
Adequacy 

Summary  of  Audit  Results-CAS  Initial  Adequacy 
ADEQUATE 

Characteristics  of  an  Adequate  Estimating  System-ESS 
Criteria  for  Adequate  Contract  Pricing  Proposal 
Intracompany  Transfer/Adequate  Price  Competition-Material 
or  Service 

Pricing-Adequate  Price  Competition 
Pricing-Adequate  Price  Competition 
ADJUSTING 

Adjusting  for  Loss  Contracts-Termination 
MAAR  No.  11  Adjusting  Entries/Exception  Report 
ADJUSTING  ENTRIES 

MAAR  No.  11  Adjusting  Entries/Exception  Report 
.Economic  Price  Adjustment  (See  EPA) 

ADJUSTMENTS 

Adjustments  for  Economic  Factors 

Adjustments  of  Data-Time  Series 

Adjustments  of  Interim  Indirect  Cost  Reimbursement 

Adjustments  to  Eichleay  Method  Delay/Disruption  Submission 

Calculating  the  Recommended  Price  Adjustments 

CAS  4 13-Adjustments/ Allocation  of  Pension  Cost 

CAS-Cost  Adjustments  for  Change 

CAS-Interest-Contract  Price  Adjustments 


CAM 

10-804 

CAM 

10-  804.  3 

CAM 

8-  209 

CAM 

8-  207 

CAM 

8-  503.  6 

CAM 

8-  200 

CAM 

8-  205 

WGI 

5990.20  CCH 

CAM 

10-  804.  2 

CAM 

10-  807 

CAM 

8-  206 

CAM 

10-  804.  6 

CAM 

9-200 

DFR 

209.  106 

CAM 

5-  200 

DAP 

DIIS  (RPT-191) 

CAM 

10-  804.  1 

CAM 

8-  208 

CAM 

10-  804.  5 

CAM 

10-  804.  4 

CAM 

5-1204.  1 

DAP 

DIIS  (ADEQUACY) 

CAM 

6-313.  3 

DFR 

215.  804-3(b) 

FAR 

15.  804-3(B) 

CAM 

12-  308 

CAM 

6-  302 

CAM 

6-  302 

CAM 

E-207 

CAM 

E-308 

CAM 

6-  705.  2 

CAM 

12-  805 

CAM 

14-  116 

CAM 

8-413 

CAM 

8-  503.  4 

CAM 

8-  502.  5 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CAS-Price  Adjustments  Clause 

CAS-WG  76-9-Cost  Adjustments  for  Change/Noncompliance 
CAS-WG  78-23-Equitable  Adjustments-Voluntary  Accounting 
Change 

Ed.  Institutions-Adjustments  Previously  Negotiated  Indirect 
Rate 

Equitable  Price  Adjustments 
Equitable  Price  Adjustments 

Evaluation  of  Proposal  or  Claim  for  Equitable  Adjustments 
Miscellaneous  Income  &  Credit  Adjustments 
Obsolescence/Inventory  Adjustments 
Physical  Inventory/Adjustments 
Principles  for  Claim  Adjustments 
Processing  Adjustments  for  Credit  &  Refund 
Segregation/Control  of  Data  Rejections/Adjustments/Corrections 
ADMINISTRATION 

Administration  of  Government  Property  Furnished  to 
Contractors 

Coordination  with  Contractor/Govemment  Contract 
Administration 

Coordination-Contract  Administration/Technical  People 
Coordination-Contractor/Govemment  Contract  Administration 
Personnel 

Departmental  Administration  Expenses-Educational  Institutions 
EDP-Technical  Administration  &  Support  Review  Guide 
Educational  Institutions-Department  Administration  Expense 
Educational  Institutions-General  Administration  Expenses 
Educational  Institutions-Sponsored  Projects  Administration 
Educational  Institutions-Student  Administration/Service 
General  Administration/General  Expenses-Educational 
Institutions 

PLA-Liaison  Service  to  Contract  Administration  Offices 
Plant  Visits-Notice  to  Contractor/Contract  Administration 
Process  Oriented  Contract  Administration  Service  (PROCAS) 
Procurement/Contract  Administration  Responsibilities  to 
DCAA 

PS&C-Subcontract  Administration  Review  Guide 
Relationship-DCAA  to  Procurement/Contract  Administration 
Sponsored  Projects  Administration  Expenses-Educational 
Institutions 

Wage  &  Salary  Administration  Review  Guide 
.Administrative  Expense  (See  G&A) 

.Administrative  Contracting  Officer  (ACO) 

ADMINISTRATOR 

Functions  of  Government  Property  Administrator 


CAM 

8-  502.  1 

WGI 

5990.09  CCH 

WGl 

5990.23  CCH 

CAM 

13-Sl  C.9 

CAM 

12-  600 

CAM 

12-  500 

CAM 

10-1  lFig.10-1 1-1 

CAM 

9-  703.15 

CAM 

9-  407.  5 

CAM 

6-  306 

CAM 

14-  204 

CAM 

6-  203.  2 

CAM 

4-  509.  2 

CAM 

1-4S1 

CAM 

H-  200 

OAG 

12,020.100 

CAM 

4-  102 

CAM 

13-  512.  5 

OAG 

14,020.408 

CAM 

13-Sl  F.4 

CAM 

13-Sl  F.3 

CAM 

13-Sl  F.5 

CAM 

13-Sl  F.7 

CAM 

13-  512.  1 

CAM 

15-  306 

CAM 

1-  503.  2 

CAM 

1-804 

CAM 

1-  403.  2 

OAG 

14,010.404 

CAM 

1-  403.  1 

CAM 

13-  512.  2 

OAG 

13,040.404 

CAM  14-  404.  1 
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•ADP/ADPE/ADPS  (See  EDP)/ADVERTISING 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


.ADP/ADPE/ADPS  (See  EDP) 

ADPE 

Acquisition-ADPE 
.ADR  Asset  Depreciation  Range 
ADR 

Asset  Depreciation  Range  (ADR)  Guidelines 
Asset  Retirement  Under  ADR  System 
,  Depreciation  Methods  under  Class  Life  ADR  System 
I  ADV 

i  IR&D/B&P  Negotiated  Adv.  Agreement  Not  Required-Spec. 

I  Considerations 

\  Review  of  Incurred  Cost  at  Contractor  with  Less  then  $5 
i  Million  ADV 

1  ADVANCE 

i  Advance  Agreement 

I  Advance  Agreement  for  Environmental  Costs 

1  Advance  Agreement  for  Pension  Plan 

>'  Advance  Agreement  on  Particular  Cost  Items 

j  Advance  Agreement-Cost  Reimbursement  Contract 

\  Advance  Agreement-Travel  Costs 

Advance  Agreement/Special  Contract  Provisions-Claim  Audit 
Report 

Advance  Cost  Management  Systems  (ACMS) 

Advance  Notice  of  Major  Program  Subcontract  Reviews 
i  Advance  Payment  Clause 

•  Advance  Payments-Audit  Responsibility 

Audit  Report-Advance  Payments 
Audits  of  Advance  Payments 

Full  Funding  Limitation  Advance  Agreement-Pension  Plan 
Indirect  Cost/Advance  Agreement 
1  IR&D/B&P-Contractors  Not  Meeting  Criterion  for  Advance 
Agreement 

Pension  Plan  Termination  Advance  Agreement 
Reviewing  Advance/Progress/Partial  Payments-Termination 
ADVERSE  OPINION 
Adverse  Opinion-Ccst/Pricing  Data 

ADVERTISING 

Allowability  of  Public  Relations/ Advertising  Costs 

Applicability  of  FAR-Public  Relations/Advertising  Costs 

Definition  of  Public  Relations/Advertising 

Educational  Institutions-Advertising  and  Public  Relations  Costs 

Help  Wanted  Advertising  Cost 

Help-Wanted  Advertising 

Public  Relations  and  Advertising  Costs 

Public  Relations  and  Advertising  Costs 

Publication  Costs-Selling/Marketing/Advertising 


DFR 

239.7300 

CAM 

7-  405.  2 

CAM 

7-  407.  4 

CAM 

7-407 

CAM 

7-1505 

MRD 

04/12/94  PFD063 

CAM 

9-  703.  3 

CAM 

7-1920.15 

CAM 

7-606 

CAM 

A300  31.  109 

CAM 

6.1005a 

CAM 

7-1003.  3 

CAM 

10-1106.  2 

CAM 

14-  800 

CAM 

9-  104.  3 

FAR 

52.  232-12 

CAM 

14-  904.  2 

CAM 

14-  904.  4 

CAM 

14-904 

CAM 

7-  606.  2 

CAM 

6-710 

CAM 

7-1505.  2 

CAM 

7-  606.  3 

CAM 

12-312 

CAM 

9-  209.  3 

CAM 

7-1202.  2 

CAM 

7-1202 

CAM 

7-1202.  1 

CAM 

13-Sl  J.l 

CAM 

7-1904 

CAM 

A300  31.  205-34 

CAM 

A300  31.  205-  1 

CAM 

7-1200 

CAM 

7-1204.  2c 
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ADVISOR/AGREEMENT 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


ADVISOR 

DCAA-Independent  Financial  Advisor  in  Government 
Contracting 

•AFAA  Air  Force  Audit  Agency 
AGENT 

DoD  FMS  Sale  Agent  Policy 

Sellers’  or  Agent  Compensation/Fee/Commissions-Selling  Costs 
Subcontractor  Acting  as  an  Intermediary/Agent 
AGGREGATE 

Pension  Cost-Aggregate  Cost  Method 
.AGIO  Agency  for  International  Development 
AGREED 

Data  Rights-Agreed-Upon  Procedures 
.Agreement-Basic  Order! (See  BOA) 

.Agreement-Forward  Pricing  Rate  (See  FPRA) 

AGREEMENT 

Actions  Taken  if  Agreement  is  Reached  on  Indirect  Cost  Audits 
Advance  Agreement 

Advance  Agreement  for  Environmental  Costs 
Advance  Agreement  for  Pension  Plan 
Advance  Agreement  on  Particular  Cost  Items 
Advance  Agreement-Cost  Reimbursement  Contract 
Advance  Agreement-Travel  Costs 
Advance  Agreement/Special  Contract  Provisions-Claim  Audit 
Report 

Auditor  Agreement 
Auditor  Agreement 

CAS-Basic  Ordering  Agreement  (BOA) 

CAS-WG  76-2-Contract  Modifications/Basic  Ordering 
Agreement 

Comparison  of  Agreement  Provisions  w/Educational  Institution 
Policies 

Compliance  with  FAR  31.205-6(c),  Labor-Management 
Agreement-CSRs 

Cross  Servicing  Agreement-List  of  Non-DoD  Agencies 
Cross-Servicing  Agreement 
Depreciation  under  Novation  Agreement 
Direct  Cost-Agreement/Group  of  Agreement-Educational 
Institutions 

Direct  Cost-Agreement/Group  of  Agreement-Educational 
Institutions 

Educational  Institutions-Grants/Contracts/Other  Agreement 
Educational  Institutions-Loss  on  Other  Sponsored  Agreement 
Educational  Institutions-Sponsored  Agreement 
Educational  Institutions-Termination  Cost-Sponsored 
Agreement 

Formula  Pricing  Agreement 


PAM  81 


DFR  225.7303-4 
CAM  7-1306.  3 
CAM  9-  404.  5 

PAM  79,pg.7 


CAM  9-  109 


CAM  6-  708.  2 
CAM  9-  703.  3 
CAM  7-1920.15 
CAM  7-  606 
CAM  A300  31.  109 
CAM  6- 1005a 
CAM  7-1003.  3 
CAM  10-1106.  2 

CAM  1-  504.  le. 
CAM  1-  805 
CAM  8-  103.  4 
WGl  5990.02  CCH 

CAM  13-  308.  2 

CAM  6-  413.  1 

CAM  1-  303f 
CAM  1-  303b 
CAM  7-  404.  6 
CAM  13-  403 

CAM  13-  403 

CAM  13-Sl 
CAM  13-Sl  J.25 
CAM  13-Sl  B.2 
CAM  13-Sl  J.49 

CAM  9-1202.  4 
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AGREEMENT/AIRFARE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Forward  Pricing  Rate  Agreement  (FPRA) 

Full  Funding  Limitation  Advance  Agreement-Pension  Plan 
Grants  and  Cooperative  Agreement  with  State  and  Local 
Government 

Indirect  Cost  Rate  for  Sponsored  Agreement-Educational 
Institutions 

Indirect  Cost/Advance  Agreement 

Indirect  Rate  for  Training  and  Other  Non-Research  Agreement 
IR&D/B&P  Negotiated  Adv.  Agreement  Not  Required-Spec. 
Considerations 

IR&D/B&P-Contractors  Not  Meeting  Criterion  for  Advance 
Agreement 

Labor-Management  Agreement 
Memorandum  of  Agreement-PAT/PROCAS 
NGB  Agreement  with  State/Possessions 
Novation  Agreement-Business  Combinations 
Pension  Plan  Termination  Advance  Agreement 
Pro  Forma  Final  Indirect  Cost  Rate  Agreement 
Rate  for  Educational  Service  Agreement-Educational 
Institutions 

Review  of  Rental  Agreement 
Teaming  Agreement 
Violation-Union  Agreement 
Wage  Agreement 

AGRICULTURE 

Supplement-Address  List  for  Agriculture 
Supplemental  Requirements-Department  of  Agriculture 
.AICPA  American  Institute  of  CPAs 
AICPA 

AICPA  Auditing  Standards 
Other  AICPA  Standards 
.AID  (Agency)  (See  ACID) 

.Air  National  Guard  (See  NGB) 

AIR  FORCE 

Army/Navy/Air  Force  Associations-Dues/Membership 
AIR  TRAVEL 
Air  Travel 

AIRCRAFT 

Aircraft  Liability  Insurance 

Allowability  of  Contractor-Owned/Leased/Chartered  Aircraft 

Cost  of  Money  in  Corporate  Aircraft  Cost 

Reasonableness  of  Contractor-Owned/Leased/Chartered  Aircraft 

Travel  Costs,  Contractor-Owned/Leased/Chartered  Aircraft 

Travel  Via  Contractor-Owned/Leased/Chartered  Aircraft 

AIRFARE 

Allowability  of  Airfare  Costs 


CAM  9-1200 
CAM  7-  606.  2 
0MB  A- 102 

CAM  13-  602 

CAM  6-  710 
CAM  13-  606 
CAM  7-1505 

CAM  7-1505.  2 

CAM  A300  31.  205-  6 
CAM  1-  805 
CAM  14-  903 
CAM  7-1706 
CAM  7-  606.  3 
CAM  6-  7S1 
CAM  13-  602.  1 

CAM  9-  703.11 
CAM  1-  805 
CAM  7-  802 
CAM  9-  505.  7 

CAM  15-  1S6 
CAM  15-108 


CAM  2-  101 
CAM  2-  102 


CAM  7-1102.  2 

CAM  A300  31.  205-46 

CAM  7-  508.  3 
CAM  7-1003.  2 
MRD  07/2 1/94  PADl  14 
CAM  7-1003.  4 
CAM  7-1003 
CAM  A300  31.  205-46 

CAM  7-1002.  5 
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ALCOHOLIC/ALLOCATION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


ALCOHOLIC 

Cost  of  Alcoholic  Beverages 

Educational  Institutions-Alcoholic  Beverages 

ALGORITHM 

Algorithm  Development 

Algorithm  Review  Techniques 

Billing  Algorithm  Example 

Billing  Algorithm  Summary  Checklist 

Billing  Algorithm-Rate  Development  Example 

ALLEGHENY 

Allegheny  Method  Delay/Disruption  Submission 
.Allocabllity/Allocation  (See  also  CAS) 

ALLOCABILITY 

Allocability  of  Environmental  Costs 
Allocability  of  Selling  Costs 
Allocability  Policy,  Procedures,  and  Control 
CAS-WG  77-1 3-Costs  Determined  Unallowable  on  Basis  of 
Allocability 

Definition  of  Allocability-Commercial  Organization 
Insurance  Cost-Allowability/Allocability  Criteria 
ALLOCABLE 

Educational  Institutions-Allocable  Cost 
G&A  Expense  Allocable  to  Unallowable  Cost 
ALLOCATE 
Allocate-FAR  Definition 
ALLOCATING 

Basis  for  Allocating  Costs  to  Benefiting  Work 
CAS  402-Consistency  in  Allocating  Costs  Incurred  for  Same 
Purpose 

.Allocation/ Allocability  (See  also  CAS) 

ALLOCATION 

Allocation  Bases  for  Corporate/Home  Office  Expense 
Allocation  Bases  for  Overhead/Service  Center 
Allocation  Bases/G&A  Expenses  Other  than  Corporate/Home 
Office 

Allocation  Bases/Residual  Corporate/Home  Office  Expenses  to 
GOCO 

Allocation  Methods/Consistency  of  Cost  Application 

Allocation  of  Computer  Operating  Costs 

Allocation  of  Depreciation 

Allocation  of  Indirect  Cost  to  Facilities  Contracts 

Allocation  of  Pension  Cost  to  Segment 

Allocation  of  Pension  Fund  Assets  to  Segment 

Allocation  of  Special  Facilities  Operating  Costs 

Analysis  of  Labor  Charging  and  Allocation  System 

Audit  Disclosure-Indirect  Cost/ Allocation  Methods 

Audit  Program-CAS  403  Allocation  of  Home  Office  Expenses 


CAM 

A300  31.  205-51 

CAM 

13-Sl  J.2 

CAM 

7-  102.  2 

CAM 

7-  102.  4 

CAM 

7-  1  Fig. 7-1-2 

CAM 

7-  lFig.7-1-1 

CAM 

7-  102.  5 

CAM 

12-  807.  1 

CAM 

7-1920.  6 

CAM 

7-1304 

CAM 

5-1010 

WGI 

5990.13  CCH 

CAM 

A300  31.  201-4 

CAM 

7-  504 

CAM 

13-Sl  C.4 

MRD 

02/01/94  PAD016 

CAM 

A300  31.  001 

CAM 

7-  303 

CAM 

8-  402 

CAM 

6- 

606.  5 

CAM 

6- 

606.  3 

CAM 

6- 

606.  4 

CAM 

6- 

606.  6 

CAM 

6- 

505.  2 

CAM 

7- 

102 

CAM 

7- 

404.  1 

CAM 

6- 

607 

PAM 

79 

,Pg.l9 

PAM 

79 

,Pg-19 

CAM 

7- 

300 

CAM 

6- 

404.  2 

CAM 

3-SllO 

DAP  DIIS  (APCAS403) 
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ALLOCATION/ALTERNATIVE 


I 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Audit  Program-CAS  410  Allocation  of  Business  Unit  G&A 

Audit  Program-CAS  418  Allocation  of  Direct  &  Indirect  Cost 

CAS  403-Allocation  of  Home  Office  Expenses  to  Segment 

CAS  410-Allocation  of  Business  Unit  G&A  Expenses 

CAS  413-Adjustments/Allocation  of  Pension  Cost 

CAS  4 18- Allocation  of  Direct/Indirect  Cost 

CAS-WG  78-21 -Allocation  of  Business  Unit  G&A  Expenses 

CAS-WG  79-24-Allocation  of  Business  Unit  G&A  Expenses 

Computer  Cost  Allocation 

Cross  Allocation  Method-Educational  Institutions 

Educational  Institutions-Allocation 

Evaluation  of  Allocation  Bases-Graphic/Computational 

Evaluation  of  Allocation  Methods-Incurred  Indirect  Cost 

Format  for  Allocation  of  Indirect  Cost-Educational  Institutions 

G&A  Allocation  Per  W.G.  79-24-Facilities  Contracts 

Indirect  Cost  Allocation  Bases 

Indirect  Cost  Allocation  Plan-State 

Review  of  Labor  Cost  Charging  and  Allocation 

Verification  of  Allocation  (Activity)  Base/Poois 

ALLOWABILITY 

Allowability  Determination-Costs  of  Post-retirement  Benefits 
Allowability  of  Airfare  Costs 

Allowability  of  Contractor-Owned/Leased/Chartered  Aircraft 
Allowability  of  Cost-Commercial  Organization 
Allowability  of  Cost-NGB 
Allowability  of  Costs 

Allowability  of  Employee  Relocation-FAR  31.205-35 
Allowability  of  Interest  on  State  Tax 
Allowability  of  IR&D/B&P  Costs-CAM  7-1500 
Allowability  of  Legal  Cost  Associated  with  Qui  Tam  Suits 
Allowability  of  Per  Diem  Cost-FAR  31-205-46 
Allowability  of  Public  Relations/ Advertising  Costs 
Allowability  of  Selling  Costs 
Allowability  of  State  and  Local  Tax 
Allowability  of  Worker  Adjustment  and  Retraining  Notification 
Act  Cost 

Allowability  of  Write-ups-Contracts  Issued  After  22  July  1990 

Basis  for  Determining  Allowability  of  Precontract  Cost 

Determination  of  Allowability  of  Costs  for  Public  Voucher 

Educational  Institutions-Allowability  of  Cost 

Insurance  Cost-Allowability/Allocability  Criteria 

Special  Allowability  of  Cost-Construction/A-E 

ALLOWABLILITY 

Allowablility  of  Cost-Extent  of  Review 

ALTERNATIVE 

Alternative  Method  to  Eichleay  Delay/Disruption  Submission 


DAP  DIIS  (APCAS410) 
DAP  DIIS  (APCAS418) 
CAM  8-  403 
CAM  8-  410 
CAM  8-  413 
CAM  8-418 
WGI  5990.21  CCH 
WGl  5990.24  CCH 
CAM  7-  100 
CAM  13-511.  2 
CAM  13-Sl  B.3 
CAM  E-  404 
CAM  6-  606 
CAM  13-  5Fig.  13-5-1 
CAM  6-  607.  4 
CAM  9-  703.  4 
0MB  A-  87, J 
CAM  6-  404 
CAM  6-  609 

CAM  7-  609.  2 
CAM  7-1002.  5 
CAM  7-1003.  2 
CAM  A300  31.201-2 
CAM  14-  903.  4 
CAM  6-  505.  3 
CAM  7-1004.  2 
MRD  09/26/94  PAD161 
MRD  12/29/92  PAD202 
MRD  06/20/94  PAD  100 
CAM  7-1002.  3 
CAM  7-1202.  2 
CAM  7-1306 
CAM  7-1403.  4 
MRD  06/07/93  PAD112 

CAM  7-1705.  7 
CAM  6-  202.  1 
CAM  6-1005 
CAM  13-Sl  C.2 
CAM  7-  504 
CAM  A300  31.  105(d) 

CAM  6- 1005b 

CAM  12-  807 
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ALUMNI/APPEAL 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


ALUMNI 

Educational  Institutions-Alumni  Activities 
.American  Institute  of  CPAs  (See  AICPA) 

AMIS 

FMIS/AMIS  Data  Accuracy 
AMORTIZATION 

Amortization-Nonrecurring  Computer 
Programming/Reprogramming  Costs 
Depreciation/Amortization  of  Leasehold  Improvements 
ANALYTICAL 

Analytical  Techniques-Other  Direct  Cost 
ANNUAL 

Annual  Audit  Plan-Resident  Office  (Example) 

Annual  Incurred  Cost  Audit  Report-Appendix 
Annual  vs  Quarterly  Forecasts-Economic 
Appendix-Billing  Rate-Annual  Incurred  Cost  Audit  Report 
Appendix-Contractor’s  Accounting  System-Annual  Incurred 
Cost 

Appendix-Special  Comments-Annual  Incurred  Cost  Audit 
Report 

Audit  Report  on  Annual  Incurred  Cost 
Audit  Report-Annual  Incurred  Cost 
Audit  Team  Annual  Audit  Plan-Branch  Office  (Example) 
Branch  Office  Annual  Audit  Plan  (Example) 
Exhibit/Schedule-Annual  Incurred  Cost  Audit  Report 
Financial  Capability  Annual  Planning 
Format/Content  of  Annual  Incurred  Cost  Audit  Report 
Guidelines  for  Review  of  Annual  EDPE  Leasing 
Documentation 

Leased  EDPE-Annual  Submission/Documentation 
Requirements 

Mandatory  Annual  Audit  Requirements 
Mandatory  Annual  Audit  Requirements  (MAARs)  on  Incurred 
Indirect  Cost 

Relationship  of  ICAPS  k  Mandatory  Annual  Audit 
Requirements  (MAARs) 

Report  Summary-Annual  Incurred  Cost  Audit  Report 
Requirements  for  Annual  Data  from  Educational  institutions 
Schedule  of  Mandatory  Annual  Audit  Requirements-MAARs 
ANTICOMPETITIVE 

Fraud/Unlawful  Activity/Anticompetitive  Practices-DCAAF 

2000.0 

Suspected  Anticompetitive  Procurement  Practices 

ANTITRUST 

Defense  of  Antitrust  Suits 

APPEAL 

DCAA  Form  1 -Cost-Type  Suspended/Disapproved/Appeal 


CAM 

13-Sl  J.3 

MRD 

09/08/92  OWD158 

CAM 

7-  103 

CAM 

7-414 

CAM 

9-  604.  4 

CAM 

H-  3Fig.H-3-l 

CAM 

10-  506 

PAM 

74,pg.l7.19 

CAM 

10-  506.  3 

CAM 

10-  506.  1 

CAM 

10-  506.  2 

CAM 

10-  500 

CAM 

10-  500 

CAM 

G-  3Fig.G-3-2 

CAM 

G-  3Fig.G-3-l 

CAM 

10-  505 

CAM 

14-303 

CAM 

10-  503 

CAM 

7-  206.  3 

CAM 

7-  206.  2 

CAM 

6-  104 

CAM 

6-  603.  2 

CAM 

3-  302.  1 

CAM 

10-  504.  4 

CAM 

13-  304 

CAM 

6-  ISl 

CAM 

4-  702.  4a 

CAM 

4-705 

CAM 

A300  31.  205-47 

FAR' 

42.  803 
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APPEAL/APPROVE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Result  of  Negotiation  &  Findings  on  Appeal 
.Appeals-Boai^(s)  of  Contract  (1^  BCA) 

APPENDIX 

Annual  Incurred  Cost  Audit  Report-Appendix 
Appendix-Billing  Rate-Annual  Incurred  Cost  Audit  Report 
Appendix-Claim  Audit  Report 

Appendix-Contractor’s  Accounting  System-Annual  Incurred 
Cost 

Appendix-Defective  Pricing 
Appendix-Price  Proposal  Audit  Report 
Appendix-Special  Comments-Annual  Incurred  Cost  Audit 
Report 

Appendix-Termination  Audit  Report 
Audit  Report  Exhibit/Schedule/Appendix 
Basis  of  Contractor’s  Proposal-Audit  Report  Appendix 
Comments  on  Profit-Audit  Report  Appendix 
Comments  on  Profit/Fee-Appendix-Termination  Audit  Report 
Contractor  Accounting  System-Audit  Re|»rt  Appendix 
Contractor  Organization/Operations-Audit  Report  Appendix 
Examples  of  Report  Appendix  Statements  on  Technical 
Qualifications 

Incorporation  of  Government  Technical  Report-Audit  Report 
Appendix 

Individuals  Having  Access  to  Information-Audit  Report 
Appendix 

Other  Matters  to  be  Reported-Appendix-Termination  Audit 
Report 

Other  Matters  to  be  Reported-Audit  Report  Appendix 
Outstanding  Estimating  Deficiencies-Audit  Report  Appendix 
Subcontract  Requiring  Contractor  Cost  Analyses-Audit  Report 
Appendix 

.Applied  Research  (See  IR&D) 

APPRECIATION 

Stock  Options/ Appreciation  Rights/Phantom  Stock  Plan 

APPROVAL 

Approval  and  Review  Requirements-Pension  Costs 
Labor  Authorization/Approval-Labor  Internal  Control 
Mandatory  Insurance  Coverage/ ACO  Approval 
Processin^Approval  Interim/Completion  Cost-Reimbursement 
Voucher 

Qualifications-Lack  of  Tech.  Rpt/CO  Approval  Price  Proposal 
Audit  Rpt 

Review/ Approval  of  Interim  Public  Voucher 
APPROVE 

DCAA  Authority  to  Approve  Payment-Cost-Type  Contracts 


CAM 

4-  104 

CAM 

10- 

506 

CAM 

10- 

506. 

3 

CAM 

10-1106 

CAM 

10- 

506. 

1 

CAM 

10- 

607 

CAM 

10- 

307 

CAM 

10- 

506. 

2 

CAM 

10- 

706 

CAM 

10- 

214 

CAM 

10- 

307. 

1 

CAM 

10- 

307. 

6 

CAM 

10- 

706. 

2 

CAM 

10- 

307. 

4 

CAM 

10- 

307. 

3 

CAM 

D- 

304 

CAM 

10- 

307. 

9 

CAM 

10- 

307. 

8 

CAM 

10- 

706. 

1 

CAM 

10- 

307. 

5 

CAM 

10- 

307. 

2 

CAM 

10- 

307.. 

7 

CAM 

A300  31.  205-6 

CAM 

7-  603 

CAM 

5-  908 

CAM 

7-  502 

CAM 

6-1000 

CAM 

10-  308.  5 

CAM 

6-1007 

FAR 

42.  803(b) 
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.Architect-Engineer  (See  A-E)/ ASSETS 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


.Architect-Engineer  (See  A-E) 

.Army-Corps  of  Engineers  (COE) 

ARMY 

\rmy/Navy/Air  Force  Associations-Dues/Membership 
Audit  Followup-Army/Navy  Summary  Distribution  List 
.ASBCA  Armed  Services  Board  of  Contract  Appeals 
.ASBCA  (See  also  BCA) 

.ASBCA 

DCAA  Relationship  with  the  ASBCA 
ASSEMBLY 

Report  Assembly  and  Reproduction  of  Audit  Report 
ASSESSMENT 

Audit  Program-Vulnerability  Assessment  Procedures  $5-70 
CCFY 

Audit  Program-Vulnerability  Assessment  Procedures  Over 
$70M  CCFY 

Contractor  Risk  Assessment  Guide  (CRAG) 

Contractor  Risk  Assessment  Guide-(CRAG) 

FAR  Cost  Principles  Assessment 

Internal  Control  Assessment  Planning  Summary  (ICAPS) 

Risk  Assessment  Procedures 
ASSET 

Asset  Depreciation  Range  (ADR)  Guidelines 
Asset  Retirement  Under  ADR  System 
Asset  Valuation/Revaluation-Purchase  Method-Business 
Combinations 

Asset  Valuations  from  Business  Combinations 
Asset  Write-upsAVrite-downs-Business  Combinations 
Bulletin-F  Asset  Depreciation  Guidelines 
Business  Combinations-Asset  Control  Approaches 
CAS-WG  78-22-Development  of  Asset  Service  Life 
Gain/Loss  on  Asset  Disposition 
Revenue  Procedure  62-21  Asset  Depreciation  Guidelines 
ASSETS 

Acquisition  of  Assets-Business  Combinations 
Acquisition  of  Used  Assets 
Allocation  of  Pension  Fund  Assets  to  Segment 
Audit  Program-CAS  404  Capitalization  of  Tangible  Assets 
Audit  Program-CAS  409  Depreciation  of  Tangible  Capital 
Assets 

Audit  Program-CAS  417  Cost  of  Money  as  Element  of  Assets 
Under  Constr 

CAS  404-Capitalization  of  Tangible  Assets 
CAS  409-Depreciation  of  Tangible  Capital  Assets 
CAS  417-Cost  of  Money/Capital  Assets  Under  Construction 
Cost  of  Money-Capital  Assets  Under  Construction 


CAM  7-1 102.  2 
CAM  15-6S1 


CAM  1-  407.  1 

CAM  10-  203.  7 

DAP  DIIS  (SHORTVAP) 

DAP  DIIS  (LONGVAP) 

CAM  3-  104.10 
CAM  3-  104.1  le. 

DAP  DIIS  (FAR-COST) 
CAM  3-  300 
CAM  14-  304 

CAM  7-  405.  2 
CAM  7-  407.  4 
CAM  7-1705 

CAM  A300  31.  205-52 
CAM  7-1705.  1 
CAM  7-  405.  2a 
CAM  7-1703 
WGI  5990.22  CCH 
CAM  7-  412 
CAM  7-  405.  2b 

CAM  7-1703.  1 
CAM  7-  407.  6 
PAM  79,pg.l9 
DAP  DIIS  (APCAS404) 
DAP  DIIS  (APCAS409) 

DAP  DIIS  (APCAS417) 

CAM  8-  404 
CAM  8-  409 
CAM  8-  417 
CAM  A300  31.  205-10 
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ASSETS/ASSIST  AUDIT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Credit  Due  Government  When  Assets  Written  Up  Under 
Purchase  Method 

Depreciation  on  Assets  Acquired  from  the  Government 
Depreciation  on  Fully  Depreciated  Assets-Usage  Charge 
Depreciation  on  Intracompany  Transfer  of  Assets 
Intangible  Assets-Business  Combinations 
Transfer  of  Pension  Fund  Assets  to  Other  Post-retirement 
Benefit 

Valuation  of  Pension  Plan  Assets 

Write-ups/Direct  Purchase  of  Assets-Business  Combinations 

ASSIGNMENT 

Areas  of  Coverage/Team  Assignment-ESS 
Assignment  of  Credit/Refund/Rebates 
CACO  Assignment/Duties/Responsibilities 
Educational  Institutions-Assignment  of  Audit  Cognizance 
Educational  Institutions-Identification/Assignment-Indirect 
Cost 

Employee  Assignment  not  Covered  by  the  Relocation  Cost 
Principles 

Organization  of  Audit  StafT/Assignment  of  Personnel-Resident 
Offices 

Review  of  Contractor  Organization/Assignment  of 
Responsibility-ESS 

Review  of  Organization  and  Assignment  of 
Responsibility-CSRs 
The  Audit  Assignment 
ASSIST 

Assist  Audit  of  Incurred  Cost 

Assist  Audit  Report-Termination  Audit  Report 

Audit  Report-Intracompany  Contract  Work  Assist  Audit 

Audit  Report-Offsite  Location/Overseas/CONUS  Assist  Audit 

Canadian  Commercial  Corporation/ Assist  Audit 

MAAR  No.  12  Auditable  Subcontract/Assist  Audit 

Offsite  Location/Overseas/CONUS  Assist  Audit 

Subcontract  Assist  Audit  Report 

Use  of  Electronic  Data  Processing  Equipment  to  Assist  Sample 
Selection 
ASSIST  AUDIT 
Assist  Audit  of  Incurred  Cost 
Assist  Audit  Report-Termination  Audit  Report 
Audit  Report-Intracompany  Contract  Work  Assist  Audit 
Audit  Report-Offsite  Location/Overseas/CONUS  Assist  Audit 
Canadian  Commercial  Corporation/ Assist  Audit 
MAAR  No.  12  Auditable  Subcontract/Assist  Audit 
Offsite  Location/Overseas/CONUS  Assist  Audit 
Subcontract  Assist  Audit  Report 


CAM 

7-1705.  6 

CAM 

7-  404.  3 

CAM 

7-  404.  3 

CAM 

7-  404.  4 

CAM 

7-1705.  3 

CAM 

7-  606.  4 

PAM 

79,pg.l7 

CAM 

7-1705.  4 

CAM 

5-1205.  2 

CAM 

6-  203.  Ic 

FAR 

42.  6 

CAM 

13-  102 

CAM 

13-Sl  F 

CAM 

7-1004.  4 

CAM 

H-  302.  4 

CAM 

5-1207.  1 

CAM 

5-  807 

CAM 

3-  102 

CAM 

6-  800 

CAM 

10-  706.  3 

CAM 

6-  803.  3 

CAM 

6-  805.  2 

DFR 

225.870-l(eX2) 

CAM 

6-  302 

CAM 

6-  805 

CAM 

6-  802.  6 

CAM 

B-606 

CAM 

6-800 

CAM 

10-  706.  3 

CAM 

6-  803.  3 

CAM 

6-  805.  2 

DFR 

225.870-l(e)(2) 

CAM 

6-  302 

CAM 

6-  805 

CAM 

6-  802.  6 
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ASSISTANCE/AUDIT  DETERMINATION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


ASSISTANCE 

Assistance  After  Report  Issuance-Should  Cost  Review 
Assistance  in  Preparing  Claim  Against  the  Government 
Cost  Estimating  Methods-Technical  Specialist  Assistance 
DCAA  Assistance  to  Government  Internal  Audit  Organization 
Evaluation/Use/Impact  of  Results-Technical  Specialist 
Assistance 

Government  Assistance  to  Higher-Tier  Contractor 
Government  Internal  Audit  Organization  Assistance  to  DCAA 
Guidance/ Assistance  of  Field  EDP  Programming  Efforts 
Job  Counseling/Placement  Assistance  for  Employee  Dependents 
Need/Requirements  for  Technical  Specialist  Assistance 
Notification  of  Availability  of  Audit  Assistance 
PLA  Assistance  in  Replies  to  General  Accounting  Office  Report 
Price  Proposal-Technical  Specialist  Assistance 
Pro  Forma  Request  for  Technical  Assistance-Labor 
Pro  Forma  Request  for  Technical  Assistance-Material 
Regional  Office  Assistance-ESS 

Reporting  Under  Financial  Assistance-Educational  Institutions 

Request  for  Technical  Assistance 

Request  for  Technical  Specialist  Assistance 

Specialist  Assistance  in  Price  Proposal  Evaluations 

Technical  Specialist  Assistance 

ASSOCIATIONS 

Army/Navy/Air  Force  Associations-Dues/Membership 
ATTENDANCE 

Request  for  Auditor  Attendance  At  Negotiation  Conference 
ATTORNEY 

Coordinated  Support  of  BCA  Cases-Trial  Attorney/Contracting 
Officer 

ATTRIBUTABLE 

Environment  Cleanup  Cost  Attributable  to  Potentially  Party 
ATTRIBUTE 

Elements  Common  to  Attribute  and  Variable  Sampling 
ATTRIBUTES 

Determining  Sample  Sizes-Attributes 
Developing  Reliability  Goal-Attributes 
Identifying  the  Sample  Evaluation  Method/Software-Attributes 
Sampling  for  Attributes 
Sampling  for  Attributes  or  Variable 
Use  of  Sampling  for  Attributes 
AUDIT  CLAUSE 
Audit  Clause-Negotiation 
Audit  Clause-Sealed  Bidding 
AUDIT  DETERMINATION 
Establishment  of  Final  Indirect  Cost  Rate  by  Audit 
Determination 


CAM 

9-1307.  4 

CAM 

1-507 

CAM 

D-400 

CAM 

1-  404.  2 

CAM 

D-  300 

CAM 

9-  106.  2 

CAM 

1-  404.  3 

CAM 

4-  503.  6 

CAM 

A300  31.  205-35 

CAM 

D-  100 

CAM 

15-  402.  1 

CAM 

15-  305.12 

CAM 

D-  100 

CAM 

D-  2  Fig.D-2-1 

CAM 

D-  2  Fig.D-2-2 

CAM 

5-1203.  2 

CAM 

13-  702 

CAM 

6-  506 

CAM 

D-200 

CAM 

9-  306 

CAM 

D-000 

CAM 

7-1102.  2 

CAM 

15-  402.  2 

CAM 

15-  503 

MRD 

02/23/94  PAD030 

C/M 

B-  300 

CAM 

B-  305 

CAM 

B-  304 

CAM 

B-  307 

CAM 

B-  300 

CAM 

B-  206 

CAM 

B-  302 

FAR 

52.  215-2 

FAR 

52.  214-26 

CAM 

6-  708 
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AUDIT  DETERMINED/AUDIT  PROGRAM 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


AUDIT  DETERMINED 

Audit  Report-Final  Audit  Determined  Indirect  Cost  Rates 
Purpose/Scope  of  Audit-Final  Audit  Determined  Indirect  Cost 
Rate 

AUDIT  FOLLOWUP 

Audit  Followup-Army/Navy  Summa.-y  Distribution  List 
Audit  Followup-Audit  Report  Tracking 
Audit  Followup-DCAA  Control  Log 
Audit  Followup-DCAA  Control  Log 
Audit  Followup-DCAA  Responsibility 
Audit  Followup-DCAA  Summary  Sheet 
Audit  Followup-DCAA  Summary  Sheet 
Audit  Followup-DCAA  Support  of  Reviewing  Officials  or 
Boards 

Audit  Followup-Reportable  Contract  Audit  Report 
Audit  Followup-Reporting  Requirements 
Audit  Followup-Resolution  of  Contract  Audit  Report 
Recommendation 
Contract  Audit  Followup 

Responsibilities  of  Acquisition  Component-Audit  Followup 

AUDIT  PROGRAM 

Audit  Program  for  Defective  Pricing  Audits 
Audit  Program  for  Review  of  Pension  Cost 
Audit  Program-Billing  System  Control 
Audit  Program-C/Sese  Surveillanc/Review 
Audit  Program-CACs  (Tailored) 

Audit  Program  -CAS  403  Allocation  of  Home  Office  Expenses 
Audit  Program -CAS  404  Capitalization  of  Tangible  Assets 
Audit  Program  -CAS  405  Accounting  for  Jnallowable  Costs 
Audit  ’’rogram-CAS  406  Cost  Accounting  Period 
Audit  Program-CAS  407  Use  of  Standard  Costs-Direct  Material 
&  Labor 

Audit  Program-CAS  408  Acetng  for  Costs  of  Uncompensated 
Pers.  Absence 

Audit  Program-CAS  409  Depreciation  of  Tangible  Capital 
Assets 

Audit  Program-CAS  410  Allocation  of  Business  Unit  G&A 
Audit  Program-CAS  41 1  Acetng  for  Acquisition  Cost  of 
Material 

<-  ;dit  Program-CAS  414  Cost  of  Money  as  Element  of 
Facilities  Capital 

Audit  Program-CAS  415  Accounting  for  Cost  of  Deferred 
Compensation 

Audit  Program-CAS  417  Cost  of  Money  as  Element  of  Assets 
Under  Constr 

Audit  Program-CAS  418  Allocation  of  Direct  &  Indirect  Cost 


CAM 

1 

o 

500 

CAM 

10- 

504. 

1 

CAM 

15- 

6S1 

CAM 

15- 

603. 

I 

CAM 

15- 

606 

CAM 

15- 

6Fig 

15-6-2 

CAM 

15- 

604 

CAM 

15- 

605 

CAM 

15- 

6Fig 

15-6-1 

CAM 

15- 

604. 

1 

CAM 

15- 

604. 

3 

CAM 

15- 

603. 

2 

CAM 

15- 

603. 

3 

CAM 

15- 

600 

CAM 

15- 

603 

CAM 

14- 

114 

PAM  79,App.B 
DAP  DIIS  (APBILL) 
DAP  DIIS  (APCSCSC) 
DAP  DIIS  (TAP) 

DAP  DIIS  (APCAS403) 
DAP  DIIS  (APCAS404) 
DAP  DIIS  (APCAS405) 
DAP  DIIS  (APCAS406) 
DAP  DIIS  (APCAS407) 

DAP  DIIS  (APCAS408) 

DAP  DIIS  (APCAS409) 

DAP  DIIS  (APCAS410) 
DAP  DIIS(APCAS411) 

DAP  DIIS  (APCAS414) 

DAP  DIIS  (APCAS415) 

DAP  DIIS  (APCAS417) 

DAP  DIIS  (APCAS418) 
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AUDIT  PROGRAM/AUDIT  PROGRAM 


January  1995 


I 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Audit  Program-CAS  420  Accounting  for  IR&D/B&P 
Audit  Program-CAS  Disclosure  Statement  Adequacy 
Audit  Program-CAS  Impact  Proposal 
Audit  Program-Compensation  Control 
Audit  Program-Consultant  and  Professional  Service  Costs 
Audit  Program-Delay/Disruption  Submission 
Audit  Program-EDP  General  Control 
Audit  Program-Equitable  Adjustment  Claim 
Audit  Program-Estimating  System  Control 
Audit  Program-Evaluation  of  Material  Management  &  Acctng 
Sys  (MMAS) 

Audit  Program-Exemption  from  Submission-Certified 
Cost/Pricing  Data 

Audit  Program-Financial  Capability  Audit 
Audit  Program-Flexible  Progress  Payment  Proposal 
Audit  Program-Forward  Pricing  Rate  and  Factor 
Audit  Program-General  Accounting  System  Control 
Audit  Program-Incurred  Cost  Audit-Nonmajor  Contractor 
Audit  Program-Incurred  Cost,  Major  Contractor  Location 
Audit  Program-Indirect  and  Other  Direct  Cost  Control 
Audit  Program-Insurance 

Audit  Program-Internal  Control  Questionnaire  $5-70  CCFY 
Audit  Program-Internal  Control  Questionnaire  Over  $70M 
CCFY 

Audit  Program-Labor  Accounting  Control 
Audit  Propram-Labor  Interview/Floorcheck 
Audit  Program-Pension 

Audit  Program-Performance  of  Financial  Management/Fiscal 
Integrity 

Audit  Program-Planning  and  Budget  System  Control 
Audit  Program-Post  Award  Audit 
Audit  Program-Preaward/Accounting  Survey-Nonmajor 
Contractor 

Audit  Program-Price  Proposal 
Audit  Program-Price  Proposal  (Tailored) 

Audit  Program-Progress  Payments  Based  on  Cost  Incurred 
Audit  Program-Progress  Payments  Based  on  Percentage  or 
Completion 

Audit  Program-Purchasing  Control 
Audit  Program-Quarterly  Limitation  on  Progress  Payment 
Audit  Program-Termination  Settlement  Proposal 
Audit  Program-Vulnerability  Assessment  Procedures  $5-70 

Aucl.i  nogram-Vulnerability  Assessment  Procedures  Over 
$70M  CCFY 
The  Audit  Program 


DAP  DIIS  (APCAS420) 
DAP  DIIS  (APADEQ) 
DAP  DIIS  (APIMPAC) 
DAP  DIIS  (APCOMP) 
DAP  DIIS  (APCNSULT) 
DAP  DIIS  (APDELAY) 
DAP  DIIS  (APEDPG) 
DAP  DIIS  (APCLAIM) 
DAP  DIIS  (APESTG) 
DAP  DIIS  (APMMAS) 

DAP  DIIS  (APEXEMPT) 

DAP  DIIS  (APFINCAP) 
DAP  DIIS  (APPAYFLX) 
DAP  DIIS  (APIRATES) 
DAP  DIIS  (APACTG) 
DAP  DIIS  (NMAPINCR) 
DAP  DIIS  (APOVER40) 
DAP  DIIS  (APINDR) 
DAP  DIIS  (APINSURE) 
DAP  DIIS  (SHORTICQ) 
DAP  DIIS  (LONGICQ) 

DAP  DIIS  (APLABOR) 
DAP  DIIS  (APLABRCK) 
DAP  DIIS  (APENSION) 
DAP  DIIS  (APCHAMPS) 

DAP  DIIS  (APBUDGET) 
DAP  DIIS  (APPOST) 
DAP  DIIS  (NMAPSYS) 

DAP  DIIS  (AP210UN5) 
DAP  DIIS  (TAP) 

DAP  DIIS  (APPAYCOS) 
DAP  DIIS  (APPAYPCT) 

DAP  DIIS  (APPURC) 
DAP  DIIS  (APQLOP) 
DAP  DIIS  (APTERM) 
DAP  DIIS  (SHORTVAP) 

DAP  DIIS  (LONGVAP) 

CAM  3-  103 
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AUDITABLE/BAD  DEBTS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC 

SOURCE/REFERENCE 

AUDITABLE 

MAAR  No.  12  Auditable  Subcontract/Assist  Audit 

CAM  6-  302 

AUTHENTICATION 

Authentication-Functional/Operational  Report 

CAM  10-  410 

AUTHORITY 

Authority  of  the  CAM-Establishment 

REG  7640.1 

Authority  to  Certify  Payment-Cost-Type  Contracts 

REG  5600.2 

Authority  to  Sign  Correspondence 

REG  5000.4 

Authority-Revision  of  Audit  Policy 

DHI  5025.1 

DCAA  Authority  to  Approve  Payment-Cost-Type  Contracts 

FAR  42.  803(b) 

DCAA  Authority-Cost  Reimbursement  Voucher 

CAM  6-1003 

Delegation  of  Signatory  Authority-Audit  Report 

REG  5600.1 

Delegation  of  Signatory  Authority-Public  Voucher 

REG  5600.2 

AUTOMATED 

Difference  Between  Manual  and  Automated  Systems 

CAM  C-  103 

AUTOMOBILE 

Automobile  Liability  Insurance 

CAM  7-  508.  2 

AWARD 

Applicability  of  DFARS  231.205-38(c)  to  Contract  Award  Prior 

MRD  04/01/93  PAD064 

to  12/88 

Audit  Program-Post  Award  Audit 

DAP  DIIS  (APPOST) 

Types  of  Award-Labor  Settlement 

CAM  7-  802.  1 

AWARENESS 

Employee  Awareness  Training-Labor  Internal  Control 

CAM  5-  907 

B  P 

Allowability  of  IR&D/B&P  Costs-CAM  7-1500 

MRD  12/29/92  PAD202 

Audit  Program-CAS  420  Accounting  for  IR&D/B&P 

DAP  DllS  (APCAS420) 

B&P  Support  Costs-Special  Considerations 

CAM  7-1504 

CAS  420-Accounting  for  IR&D/B&P  Costs 

CAM  8-  420 

Deferred  IR&D/B&P 

CAM  7-1502 

Deferred  IR&D/B&P 

CAM  7-1502 

IR&D  &  B&P  Costs 

CAM  A300  31.  205-18 

IR&D  &  B&P  Costs 

CAM  A400  231.  205-18 

IR&D/B&P  Costs 

CAM  7-1500 

IR&D/B&P  General  Considerations 

CAM  7-1503 

IR&D/B&P  Negotiated  Adv.,  Agreement  Not  Required-Spec. 

CAM  7-1505 

Considerations 

IR&D/B&P-Contractors  Not  Meeting  Criterion  for  Advance 

CAM  7-1505.  2 

Agreement 

.B&P  Bid  &  Proposal  (Cost) 

BACKPAY 

Backpay 

CAM  A300  31.  205-  6 

BAD  DEBTS 

Bad  Debts 

CAM  A300  31.  205-  3 

Educational  Institutions-Bad  Debts 

CAM  13-Sl  J.4 

Environmental  Bad  Debts  of  Other  PRP 

CAM  7-1920.10 
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BANK/BILL 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


BANK 
Bank  Fee 

BANKED  VACATIONS 
Banked  Vacations 
BASE 

Base  Period/General  Criteria-Educational  Institutions 
CAD/CAM-Single  Data  Base 
Direct  Salary  &  Wage  Base-Educational  Institutions 
Educati"’''*  Institutions-Distribution  Base-Indirect  Cost 
Exam;  .bit  to  Determine  Base  for  Interest  Computation 
Indirect .  ,  Base  Period 

Interactive  (Online/Data  Base)-EDPS  Processing  Modes 
Modified  Total  Cost  Base-Educational  Institutions 
Population  Served  Base-Educational  Institutions 
Space  Utilization  Base-Educational  Institutions 
Total  Expenditure  Base-Educational  Institutions 
Verification  of  Allocation  (Activity)  Base/Pools 
Verification  of  the  Incurred  Cost  Base 
Worker  Compensation-Defense  Base  Act 
BASELINE 

Baseline  for  Audit/Determining  Defective  Data 
.Basic  Ordering  Agreement  (See  BOA) 

.BCA  Board(s)  of  Contract  Appeals 
.BCA  (See  also  ASBCA) 

BCA 

Coordinated  Support  of  BCA  Cases-Trial  Attomey/Contracting 
Officer 

Field  Audit  Office  Responsibilities-BCA  Cases 

Headquarters  Support-BCA  Cases 

Regional  Contract  Disputes  Coordinator-BCA  Cases 

Reporting  Requirements-BCA  Cases 

Special  Procedures  for  Actual/Potential  BCA  Cases 

.^WP-Budget  Cost  of  Work  Performed 

.BCWS-Budget  Cost  of  Work  Scheduled 

BEVERAGES 

Cost  of  Alcoholic  Beverages 

Educational  Institutions-Alcohoiic  Beverages 

.Bid  &  Proposal  Cost  (See  B&P) 

BID 

Proceeding  Related  to  Bid  Protests 
Review  of  Bid  Proposal  &  Contract  Provisions 
Rotated  Low  Bid 

BIDDING 

Audit  Clause-Sealed  Bidding 

Records  Retention  Clause-Sealed  Bidding 

BILL 

Bill  of  Material 


CAM 

7-1910 

CAM 

7-1912 

CAM 

13-  511.  1 

OAG 

12,050.404 

CAM 

13-  511.  5 

CAM 

13-Sl  G.2 

CAM 

14-  IFig.  14-1-1 

CAM 

6-  605 

CAM 

C-  105.  2 

CAM 

13-  511.  8 

CAM 

13-511.  7 

CAM 

13-  511.  6 

CAM 

13-511.4 

CAM 

6-609 

CAM 

6-  609.  2 

CAM 

7-  507.  4 

CAM 

14-  116 

CAM 

15-  503 

CAM 

15-  506 

CAM 

15-  507 

CAM 

15-  505 

CAM 

15-  504 

CAM 

15-  500 

CAM  A300  31.  205-51 
CAM  13-Sl  J.2 


CAM  7-1918.  8 
CAM  6-  504.  2 
CAM  4-  705 

FAR  52.  214-26 
FAR  52.  214-26 

CAM  9-  403 
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BILLING/BRANCH  OFFICE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


BILLING 

Appendix-Billing  Rate-Annual  Incurred  Cost  Audit  Report 

Audit  Objective-Contractor  Billing  System 

Audit  Policy-Contractor  Billing  System 

Audit  Program-Billing  System  Control 

Billing  Algorithm  Example 

Billing  Algorithm  Summary  Checklist 

Billing  Algorithm-Rate  Development  Example 

Billing  System  Review  Considerations  for  Contract  Type 

Biiling/Final  Indirect  Cost  Rate 

Compliance  Review-Contractor  Billing  System 

EDP-Job  Costing  &  Billing  Formula  Review  Guide 

Inadequate  Billing  System 

Internal  Control  Matrix-Billing  System  Control 

Interplant  Billing 

Policy  and  Procedure-Contractor  Billing  System 
Review  of  Contractor  Billing  System 
BILLINGS 

Overpayment  on  Progress  Billings  due  to  Subcontract  Defective 
Pricing 
BUNKET 

Blanket  DCAA  Form-1 
Preparation  of  Blanket  DCAA  Form-l 
.BOA  Basic  Ordering  Agreementfs) 

BOA 

BOA  Contract  Type 

CAS-Basic  Ordering  Agreement  (BOA) 

.Board(s)  of  Contract  Appeals  (See  BCA) 

BOND 

Unclaimed  Savings  Bond  Payroll  Deductions 

BONDING 

Bonding  Cost 

BONDS 

Fidelity  Bonds 

BONUSES 

Bonuses  &  Incentive  Compensation 
Performance-Based  Pay  Plan  Including  Bonuses-CSRs 
BRANCH  OFFICE 

Analysis  of  Audit  Progress-Branch  Office 
Audit  Planning/Permanent  File-Branch  Office 
Audit  Staffing  Utilization  Plan  Example-Branch  Office 
Audit  Team  Annual  Audit  Plan-Branch  Office  (Example) 
Branch  Manager-Supervision  of  Field  Work-Branch  Office 
Branch  Office  Annual  Audit  Plan  (Example) 

Branch  Office  Staffing 
Branch  Office-Establishment  of 

Determination  of  Audit  Staffing  Requirements-Branch  Office 
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CAM  7-  lFig.7-1-2 
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CAM  G-  307 
CAM  G-  302 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Developing/Maintaining  the  Program  Plan-Branch  Office 
Division  of  Audit  Workload  by  Team-Branch  Office 
Forecasting  Dollars  of  Workload-Branch  Office 
Personnel  Management-Branch  Office 
Planning/Scheduling  Audit  Workload-Branch  Office 
Relations  with  Contracting  Officer-Branch  Office 
Relations  with  Contractor/Contracting  Officer-Branch  Office 
Relations  with  Contractors-Branch  Office 
Scheduling  of  Individual  Audit  Performance-Branch  Office 
Supervision  of  Field  Audit  Work-Branch  Office 
Supervisory  Auditor-Branch  Office 
Team  Leader-Supervision-Branch  Office 
BRIEFING 

Briefing  of  Contracts  &  Request  for  Proposal 
Review/Briefing  of  Request  For  Proposal/Solicitation 

BROKERAGE 

Sale  Commissions/Brokerage  Fee 

BUDGET 

Access  to  Budget 

Audit  Objectives-Contractor  Budget 

Audit  Program-Planning  and  Budget  System  Control 

Evaluation  of  Contractor  Budget/Forecasts-ESS 

General  Audit  Policy/Responsibilities-Contractor  Budget 

Internal  Control  Matrix-Planning  and  Budget  System  Control 

Preparation  of  Budget 

Review  of  Contractor  Budget 

Strategic  or  Long  Range  Planning  Budget 

BUDGETING 

Budgeting  Concepts 

EDP-Cost  Control  &  Budgeting  Review  Guide 
BUILDINGS 

Educational  Institutions-Rental  Cost  of  Buildings/Equipment 
Transitional  Rule  for  Lives  of  Buildings 
.Burden  (See  G&A/Indirect  Cost/Overhead) 

BURDEN 

Burden  Fluctuation  Method  Delay/Disruption  Submission 

BURDENING 

Burdening  of  Catalog  Price 

BUSINESS 

Abnormal  Executive  Severance  Pay-Business  Combinations 
Acquisition  of  Assets-Business  Combinations 
Acquisition  of  Stock-Business  Combinations 
Asset  Valuation/Revaluation-Purchase  Method-Business 
Combinations 

Asset  Valuations  from  Business  Combinations 
Asset  Write-ups/Write-downs-Business  Combinations 
Audit  Prograra-CAS  410  Allocation  of  Business  Unit  G&A 


CAM  G-  305 
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CAM  G-  300 
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CAM  5-  503 

DAP  DIIS  (ICM-BDGT) 
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BUSINESS/BUSINESS  COMBINATION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Business  Combinations  Costs 
Business  Combinations 
Types-Merger/Consolidation/ Acquisition 
Business  Combinations-Asset  Control  Approaches 
Business  Economic  Cycle-Time  Series 
CAS  410-Allocation  of  Business  Unit  G&A  Expenses 
CAS-WG  78>21 -Allocation  of  Business  Unit  G&A  Expenses 
CAS-WG  79-24-Allocation  of  Business  Unit  G&A  Expenses 
Characteristics  of  a  Legitimate  Business  Unit/Segment 
Controlling  Indirect  Cost-Declining  Business  Volume 
Determining  the  Actual  Relationship  Between  the  Business 
Organization 

Extent  of  Government  Business 
GAAP  for  Write-ups/Write-downs-Business  Combinations 
Intangible  Assets-Business  Combinations 
Joint  Ventures/Teaming  Arrangements/Special  Business  Unit 
Normal  Business  Expense-Environmental  Costs 
Novation  Agreement-Business  Combinations 
Organization/Reorganization  Costs-Business  Combinations 
Other  Business  Expenses 

Patent  Costs-Small  Business/Non-Profit  Organization 
Purchase/Pooling  of  Interest  Methods-Business  Combinations 
Reference-Change  of  Contractor’s  Organization-Business 
Combinations 

Royalties-Small  Business/Non-Profit  Organization 
Sharing  the  Business 
Special  Business  Unit  (SBU) 

Special  Compensation  for  Retaining  an  Employee-Business 
Combinations 

Statutory  Consolidation-Business  Combinations 
Statutory  Merger-Business  Combinations 
Summary  of  Audit  Guidelines  for  Write-ups-Business 
Combinations 

Trade,  Business,  Technical  &  Professional  Activity  Cost 
Unallowable  Costs  (Goodwill/Cost  of  Money)-Business 
Combinations 

Warehouse  Space-Projected  Business  Volume 
Write-ups/Direct  Purchase  of  Assets-Business  Combinations 
BUSINESS  COMBINATION 

Abnormal  Executive  Severance  Pay-Business  Combinations 
Acquisition  of  Assets-Business  Combinations 
Acquisition  of  Stock-Business  Combinations 
Asset  Valuation/Revaluation-Purchase  Method-Business 
Combinations 

Asset  Valuations  from  Business  Combinations 
Asset  Write-ups/Wnte-downs-Business  Combinations 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Business  Combinations  Costs 
Business  Combinations 
Types-Merger/Consolidation/Acquisition 
Business  Combinations-Asset  Control  Approaches 
GAAP  for  Write-ups/Write-downs-Business  Combinations 
Intangible  Assets-Business  Combinations 
Novation  Agreement-Business  Combinations 
Organization/Reorganization  Costs-Business  Combinations 
Purchase/Pooling  of  Interest  Methods-Business  Combinations 
Reference-Change  of  Contractor’s  Organization-Business 
Combinations 

Special  Compensation  for  Retaining  an  Employee-Business 
Combinations 

Statutory  Consolidation-Business  Combinations 
Statutory  Merger-Business  Combinations 
Summary  of  Audit  Guidelines  for  Write-ups-Business 
Combinations 

Unallowable  Costs  (Goodwill/Cost  of  Money)-Business 
Combinations 

Write-ups/Direct  Purchase  of  Assets-Business  Combinations 
.CAC  Contract  Audit  Coordinator  (DCAA) 

CAC 

Advice  of  CAC  Case 

Advice  of  CAC  Case  Resolution 

CAC  Case  Files 

CAC  Conference 

CAC  Conference-Objectives 

CAC  Conference-Planning/Conducting 

CAC  Conference-Prepaiation/Distribution  of  Minutes 

CAC  Information  File  Documentation  Requirements 

CAC  Program 

CAC  Program  Establishment  Policy 
CAC  Program  Objectives 

CAC  Program-Communication  Among  Audit  Offices 
CAC  Program-Coordinated  Audit  Objectives/Programs 
CAC  Program-Multi-Segment  Contractor 
CAC  Program-Other  Offices 
CAC  Program-Procedures  for  Coordinated  Audits 
CAC  Program-Responsiblities  of  Other  Audit  Offices 
CAC-Designation  of  Audit  Coordination  Office 
CAC-Resolution  of  Problem  Areas  Among  Auditors 
CAC-Resolution  of  Problem  Areas  with  Contractor 
CAC/CHOA'GAC-CAS 

CAS-CAC/CHOA/GAC  Coordination  Cost  Impact  Proposal 
Coordination  with  CAC/CHOA/GAC-CAS 
Distribution  of  Advice  of  CAC  Case 
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CAC/CAPABILITY 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Establishment  of  CAC  Cases 
Resolution  of  Problem  Areas-CAC  Program 
Responsibilities  of  the  CAC 
Supplemental  Advice  of  CAC  Case 
.CACO  Corporate/Hone  Office  ACO 
CACO 

CACO  Assignment/Duties/Responsibilities 
.CACS  Contract  Audit  Closing  Statements)  (DCAA) 

CACS 

Audit  Program-CACs  (Tailored) 

Audit  Report  Format-CACS 

CACS  Audit  Report  Format 

CACS  on  Vouchered  Costs/Fee-Termination 

CACS-NASA 

Distribution  of  CACS 

Preparation  of  CACS 

Quick  Closeout  Procedures-CACS 

.CAD/CAM  Computer-Aided  Design  &  Manufacturing 

CAD 

CAD/CAM-Applications 
CAD/CAM-Conversion  of  Manual  Drawings 
CAD/CAM-Coordination-Other  Audits 
CAD/CAM-Drafting  Labor  Review  Guide 
CAD/CAM-Equipment  Review  Guide 
CAD/CAM-Functions  &  Applications 
CAD/CAM-Peripheral  Labor  Review  Guide 
CAD/CAM-Problem  Areas 
CAD/CAM-Single  Data  Base 
CAD/CAM-Terms  &  Techniques 
.CAIG  Cost  Analysis  Improvement  Group  (DoD) 
CALIBRATION 

Calibration  Cycles-Test  Equipment 
Maintenance  &  Calibration  of  Test  Equipment 
.CAM  Contract  Audit  Manual  (DCAA) 

CAMPAIGN 

Costs  of  Political  Campaign  Activities  at  Contractor  Facilities 
CAMPUS 

Treatment  of  Off-Campus  Locations-Educational  Institutions 
CANADIAN 

Canadian  Commercial  Corporation/Assist  Audit 
CAPABILITY 

Audit  of  Contractor  Financial  Capability 

Audit  Program-Financial  Capability  Audit 

Contractor  Financial  Capability  Audits  and  Reporting 

Financial  Capability 

Financial  Capability  Annual  Planning 

Financial  Capability  Reporting  Requirements 
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CAM  15-  205 
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OAG  12,050.501 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Opinion  Criteria  in  Reporting  on  Contractor  Financial 
Capability 

Preaward  Financial  Capability  Survey 
Pro  Forma-Financial  Capability  Report 
Publication  Costs-Contractor/Product  Capability  Promotional 
Items 

CAPACITY 

Capacity  Planning/Computer  Performance  Evaluation/System 
Tuning 

Cost  of  Idle  Facilities/Capacity 
Depreciation  on  Idle  Facilities/Capacity 
Physical  Observation-EDP  Support  System  Capacity 
CAPITAL 

Accounting  Rate  of  Return  of  Capital  Investment  Proposal 
Audit  Considerations-Capital  Lease 
Audit  Program-CAS  409  Depreciation  of  Tangible  Capital 
Assets 

Audit  Program-CAS  414  Cost  of  Money  as  Element  of 
Facilities  Capital 
Capital  Items  as  Contract  Costs 
Capital  Lease 
Capital  Lease 

Capital  Lease-Requirements  of  FASB  Statement  13 
CAS  409-Depreciation  of  Tangible  Capital  Assets 
CAS  414-Cost  of  Money-Element  of  Facilities  Capital 
CAS  417-Cost  of  Money/Capital  Assets  Under  Construction 
CAS-WG  77-18-Cost  of  Money/Facilities  Capital 
CAS-WG  77-19-Cost  of  Money/Facilities  Capital-Leased 
Facilities 

Coord,  with  Plant  Representative/ ACO  for  Capital  Investment 
Proposal 

Cost  of  Money-Capital  Assets  Under  Construction 
Discounted  Cash  Flow  Methods  in  Capital  Investment  Proposal 
Double  Counting  of  Capital  Equipment  Charges 
EDP  Equipment-Capital  Lease 

Educational  Institutions-Equipment/Other  Capital  Expenditure 

Facilities  Capital  Cost  of  Money 

Facilities  Capital  Employed 

Methods  for  Evaluating  Capital  Investment  Proposal 

Payback  Method  Approach  to  Capital  Investment  Proposal 

Payback  Reciprocal  Use  in  Capital  Investment  Proposal 

Review  Contractor  Capital  Investment  Projects 

CAPITALIZATION 

Audit  Program-CAS  404  Capitalization  of  Tangible  Assets 
Capitalization  of  Environmental  Costs 
CAS  404-Capitalization  of  Tangible  Assets 
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CAPITALIZED/CAS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CAPITALIZED 

Amount  to  be  Capitalized-Computer  Programming  Cost 
Depreciation  of  Capitalized  Leased  Property 
CAPTIVE 
Captive  Insurer 

CARD 

Auditor  Credential/ID  Card 
Auditor  Credential/ID  Card 

CARRY  FORWARD 

Carry  Forward  of  Under/Over  Recovery-Educational 
Institutions 

.CAS  Cost  Accounting  Standard($) 

CAS 

Applicability  and  Threshold  for  CAS 
Audit  Program-CAS  403  Allocation  of  Home  Office  Expenses 
Audit  Program-CAS  404  Capitalization  of  Tangible  Assets 
Audit  Program-CAS  405  Accounting  for  Unallowable  Costs 
Audit  Program-CAS  406  Cost  Accounting  Period 
Audit  Program-CAS  407  Use  of  Standard  Costs-Direct  Material 
&  Labor 

Audit  Program-CAS  408  Acctng  for  Costs  of  Uncompensated 
Pers.  Absence 

Audit  Program-CAS  409  Depreciation  of  Tangible  Capital 
Assets 

Audit  Program-CAS  410  Allocation  of  Business  Unit  G&A 
Audit  Program-CAS  411  Acctng  for  Acquisition  Cost  of 
Material 

Audit  Program-CAS  414  Cost  of  Money  as  Element  of 
Facilities  Capital 

Audit  Program-CAS  415  Accounting  for  Cost  of  Deferred 
Compensation 

Audit  Program-CAS  417  Cost  of  Money  as  Element  of  Assets 
Under  Constr 

Audit  Program-CAS  418  Allocation  of  Direct  &  Indirect  Cost 
Audit  Program-CAS  420  Accounting  for  IR&D/B&P 
Audit  Program-CAS  Disclosure  Statement  Adequacy 
Audit  Program-CAS  Impact  Proposal 
Audit  Report  -  CAS  Compliance  Audits 
Audit  Report  on  CAS  Matters 
Audit  Report-Noncompliance  w/Disclosed/Established 
Practices/CAS/FAR 

Background  Information-CAS  Initial  Adequacy  Audit  Report 
Background  Information-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 
CAC/CHOA/GaC-CAS 

CAS  40 1  -  '^onsistency-Estimating/Accumulating/Reporting 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CAS  402-Consistency  in  Allocating  Costs  Incurred  for  Same 
Purpose 

CAS  403-Allocation  of  Home  Office  Expenses  to  Segment 

CAS  403-Corporate/Home  Office  Cost 

CAS  404-Capitalization  of  Tangible  Assets 

CAS  405-Accounting  for  Unallowable  Costs 

CAS  406-Cost  Accounting  Period 

CAS  407-Standard  Costs  for  Direct  Material/Direct  Labor 

CAS  408-Costs  of  Compensated  Personal  Absence 

CAS  409  EDP  Program 

CAS  409-Depreciation  of  Tangible  Capital  Assets 

CAS  410-Allocation  of  Business  Unit  G&A  Expenses 

CAS  41 1 -Accounting  for  Acquisition  Costs  of  Material 

CAS  412-Composition/Measurement  of  Pension  Costs 

CAS  413-Adjustments/Allocation  of  Pension  Cost 

CAS  414-Cost  of  Money-Element  of  Facilities  Capital 

CAS  415-Accounting  for  Cost  of  Deferred  Compensation 

CAS  416-Accounting  for  Insurance  Costs 

CAS  417-Cost  of  Money/Capital  Assets  Under  Construction 

CAS  418-Allocation  of  Direct/Indirect  Cost 

CAS  420-Accounting  for  IR&D/B&P  Costs 

CAS  Applicability  At  FFRDC 

CAS  Audit  Report  Format/Content 

CAS  Clause 

CAS  Cost  Impact  Audit  Report  Example  Exhibit 
CAS  Coverage  Requirements 
CAS  Rule/Regulation 
CAS-Accounting  Change 

CAS-ACO  Letter  of  Disclosure  Statement  Adequacy 
CAS-Adequacy  Discussion  with  Contractor 
CAS-Adequacy  of  Cost  Impact  Proposal 
CAS-Audit  Coordination  within  Multiorganizational 
Companies 

CAS-Audit  Disclosure  Statements  for  Adequacy 
CAS-Audit  Programs/Working  Papers  Adequacy 
CAS-Auditor  Function  on  Subcontract 
CAS-Basic  Functions 
CAS-Basic  Ordering  Agreement  (BOA) 
CAS-CAC/CHOA/GAC  Coordination  Cost  Impact  Proposal 
CAS-CAS/FAR  Disclosure  Statement  Compliance  Review 
CAS-CAS/FAR  Disclosure  Statement  Compliance  Review 
CAS-Change  to  Disclosure  Statements/Established  Practices 
CAS-Compliance  Considerations 
CAS-Compliance  Testing 

CAS-Compliance  with  CAS  Rule/Regulation/Standards  and 
FAR 
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CAS/CAS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


CAS-Compliance  with  CAS  Rule/Regulation/Standards  and 
FAR 

CAS-Conference/Report  on  Cost  Impact  Proposal  Reviews 
CAS-Contract  Audit  Role 
CAS-Contract  Audit  Role 
CAS-Contract  Modifications 
CAS-Cost  Adjustments  for  Change 
CAS-Cost  Impact  Proposal  Data  Requirements 
CAS-Cost  Impact  Proposal  Increased  Costs/Change 
CAS-Cost  Impact  Proposal-Implementation  Costs 
CAS-Cost  Offset  Techniques 

CAS-Disclosure  Statement  Requirements-Compliance  with  PL 
91-379 

CAS-Disclosure  Statement  Submission 

CAS-Exemption 

CAS-Exemption 

CAS-Failure  to  Submit  Cost  Impact  Proposal 
CAS-FAR  Requirements  for  Submission  of  Cost  Impact 
Proposal 

CAS-Flowdown  Clause-FAR  52.230-2 
CAS-Increased  Costs-Noncompliance 
CAS-Interest-Contract  Price  Adjustments 
CAS-Letter  Contracts 

CAS-Noncompliance  Actions  Required  by  ACO  &  Auditor 
CAS-Noncompliance  with  FAR  Part  31 
CAS-Price  Adjustments  Clause 
CAS-Proper  Filing  of  Disclosure  Statements 
CAS-Public  Law  91-379 
CAS-Requirements  for  Cost  Impact  Proposal 
CAS-Review  Cost  Impact  Proposal 
CAS-Review  for  Estimated/Accumulated/Reported  Costs 
Compliance 

CAS-Review  of  Proposed  Price  Change 
CAS-Types  of  Cost  Impact  Proposal  Reviews 
CAS-Types  of  Coverage 
CAS-Types  of  Noncompliance 
CAS'WG  76-2-Contract  Modifications/Basic  Ordering 
Agreement 

CAS-WG  76-3-Flowdown  Clause 

CAS-WG  76-4-Increased  Costs  Under  FFP  Contracts 

CAS-WG  76-5-Implementation  Costs 

CAS-WG  76-6-Disclosure  Statement 

CAS-WG  76-7-Effective/Applicability  Dates 

CAS-WG  76-8-Cost  Offset  Techniques 

CAS-WG  76-9-Cost  Adjustments  for  Change/Noncompliance 

CAS-WG  77-IO-Retroactive  Implementation  of  CAS 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CAS-WG  77-10-Retroactive  Implementation  of  CAS 
CAS-WG  77-13-Costs  Determined  Unallowable  on  Basis  of 
Allocability 

CAS-WG  77-15-Termination 
CAS-WG  77-16-Letter  Contracts 
CAS-WG  77-1 7-Contract  Universe 
CAS-WG  77-18-Cost  of  Money/Facilities  Capital 
CAS-WG  77-19-Cost  of  Money/Facilities  Capital-Leased 
Facilities 

CAS-WG  77-20-Withdraw  Determination  Adequacy  of 
Disclosure  Statement 

CAS-WG  78-21 -Allocation  of  Business  Unit  G&A  Expenses 
CAS-WG  78-22-Development  of  Asset  Service  Life 
CAS-WG  78-23-Equitable  Adjustments-Voluntary  Accounting 
Change 

CAS-WG  79-24-Allocation  of  Business  Unit  G&A  Expenses 
CAS-WG  81-25-State  Income/Franchise  Tax 
Circumstances  Affecting  the  Audit-CAS  Initial  Adequacy  Audit 
Report 

Circumstances  Affecting-CAS  Compliance  Audits 
Circumstances  Affecting-Noncompliance  w/Discloscd/Est 
Prac/CAS/FAR 

Compliance  Review  Testing-CAS 
Conditions/Recommendation-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

Contract  Claim-Applicability  of  CAS 
Coordination  for  Consistent  Treatment-CAS 
Coordination  with  CAC/CHOA/GAC-CAS 
Cost  Accounting  Standards  (CAS) 

Cost  of  Money  Rate-CAS  414 
Criteria  for  Adequacy  Determination-CAS 
Defective  Pricing  from  CAS  Noncompliance 
Depreciation-Applicability  of  FAR/CAS 
Disposition  of  Audit  Result-CAS  Initial  Adequacy 
Disposition-CAS  Compliance  Audits 
Disposition/Audit  Results-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

FAR/CAS  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

IR&D-CAS  420  Applicability  to  Non-Covered  Contracts 
Leasing  Costs-Applicability  of  CAS 
Multisegment  Contractor  Coordination-CAS 
Noncompliance  Discussion  with  ACO  &  Contractor-CAS 
Noncompliance-CAS 

Purpose  &  Scope-CAS  Initial  Adequacy  Audit  Report 
Purpose/Scope-CAS  Compliance  Audit  Report 


WGI 

5990.10  CcH 

WGl 

5990.13  CCH 

WGI 

5990.15  CCH 

WGI 

5990.16  CCH 

WGI 

5990.17  CCH 

WGI 

5990.18  CCH 

WGI 

5990.19  CCH 

WGI 

5990.20  CCH 

WGI 

5990.21  CCH 

WGI 

5990.22  CCH 

WGI 

5990.23  CCH 

WGI 

5990.24  CCH 

WGI 

5990.25  CCH 

CAM 

10-  804.  2 

CAM 

10-  805.  2 

CAM 

10-  806.  2 

CAM 

8-  305.  2 

CAM 

10-  806.  5 

CAM 

14-  204b 

CAM 

8-  302.  5 

CAM 

8-  302.  6 

CAM 

8-000 

CAM 

8-414.  lc.(4) 

CAM 

8-  206 

CAM 

14-  120.  2 

CAM 

7-  402.  1 

CAM 

10-  804.  6 

CAM 

10-  805.  4 

CAM 

10-  806.  6 

CAM 

7-1810 

CAM 

A300  31.  205-18 

CAM 

7-  202.  3 

CAM 

8-  302.  6 

CAM 

8-  302.  4 

CAM 

8-  302 

CAM 

10-  804.  1 

CAM 

10-  805.  1 

DCAA  Contract  Audit  Manual 


January  1995 


31 

CAS/CCFY 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Purpose/Scope-Noncompliance  w/Disclosed/Est  Prac/CAS/FAR 
Reporting  Compliance  of  Audit  Results-CAS 
Reporting  Noncompliance-CAS 
Reporting  on  Disclosure  Statement  Adequacy-CAS 
Statement  of  Conditions/Recommendation-CAS  Initial 
Adequacy 

Summary  of  Audit  Results-CAS  Initial  Adequacy 
Summary  of  Audit  Results-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

Summary-CAS  Compliance  Audits 
Systemic  Defective  Pricing  Issues  (Non-CAS) 

Treasury  Rate-CAS  414 
CASH 

Establishment  of  Cost  Accounting  Standards  Board  (CASB) 
CASH  FLOW 

Discounted  Cash  Flow  Methods  in  Capital  Investment  Proposal 

DoD  Cash  Flow  Computer  Model 

Review  of  Cash  Flow  Projection 

CASUALTY 

Casualty  Insurance 

Fire  &  Comprehensive  Casualty  Insurance 
CATALOG 

Burdening  of  Catalog  Price 
DCAA  Lending  Library  Catalog  of  Books 
Established  Catalog  or  Market  Price 
Intracompany  Transfer/Catalog/Market  Price-Material  or 
Service 

Pricing  Data  Based  on  Established  Catalog  or  Market  Price 

CATASTROPHIC 

Self  Insurance-Catastrophic  Loss 

CAUTIONARY 

Cautionary  Statement  on  Suspicion  of  Potential  Fraud 

•CCDR  Coh,  ’’ct  Cost  Data  Report(s)/ing 

CCDR 

Category  I  Information  Reporting  Requirements-CCDR 
Category  II  Information  Reporting  Requirements-CCDR 
CCDR  Acquisition  Program  Categories 
CCDR  Implementing  Procedures 
CCDR  Information  Requirements  Forms 
Contractor  Cost  Data  Reporting  (CCDR) 

.CCFY  Current  Contractor  Fiscal  Year 
CCFY 

Audit  Program-Internal  Control  Questionnaire  $5-70  CCFY 
Audit  Program-Internal  Control  Questionnaire  Over  $70M 
CCFY 

Audit  Program-Vulnerability  Assessment  Procedures  $5-70 
CCFY 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


j 

I 

i 

I 


Audit  Program-Vulnerability  Assessment  Procedures  Over 
$70M  CCFY 

.CECSR  Contractor  Employee  Compensation  System  Review 
CEILING 

Indirect  Cost  Rate  Ceiling 
CENTER 

Allocation  Bases  for  Overhead/Service  Center 

Coordination  with  Technical  Service  Center,  EDP  Branch 

Profit  Center-FAR  Definition 

Treatment  of  Microelectronic  Center  (MEC)  Costs 

CERTIFICATE 

Certificate  of  Current  Cost/Pricing  Data 
CERTIFICATION 

Certification-Current  Cost  or  Pricing  Data 

Certification-FPRA 

Indirect  Cost  Certification 

Shipyard  Welder  Training  &  Certification  Review  Guide 
.Certified  Public  Accountant  (See  CPA) 

CERTIFIED 

Audit  Program-Exemption  from  Submission-Certified 
Cost/Pricing  Data 

Claim  for  Exemption  from  Submission  of  Certified  Cost/Pricing 
Data 

Cost  or  Pricing  Data  Definition  (Certified) 

Performance  of  MAAR  without  Certified  Proposal 
CERTIFY 

Authority  to  Certify  Payment-Cost-Type  Contracts 
.CFSR  Contract  Funds  Status  Report(s)/ing 
CFSR 

CFSR-Audit  Report  Objectives/Procedures 
Contract  Fund  Status  Reporting  (CFSR) 

CSCSC-Reconciliation  of  CPR/CIR/CFSR  Data 
CHAMPUS 

Audit  Report-CHAMPUS 

Champus  (DoD  Health/Medical  Program) 

Contract  Audit  Procedures-CHAMPUS 
CHANGE 

Auditing  Submission  Under  Change  Clause 
Calculating  Economic  Change 
CAS-Accounting  Change 

CAS-Change  to  Disclosure  Statements/Established  Practices 
CAS-Cost  Adjustments  for  Change 
CAS-Cost  Impact  Proposal  Increased  Costs/Change 
CAS-Review  of  Proposed  Price  Change 
CAS-WG  76-9-Cost  Adjustments  for  Change/Noncompliance 
CAS-WG  78-23-Equitable  Adjustments-Voluntary  Accounting 
Change 
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CHANGE/CHART 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Change  in  Cost  Accounting  Practices-SBU 
Change  in  Methods  of  Measuring  Taxable  Income 
Change  in  Size/Character  of  Labor  Force 
Change  in  the  DoD  FAR  Supplement  (DFARS) 

Change  of  FAO  Cognizance 

Change  Order  Accounting  Clause  (Example) 

Change  Order  Accounting-General 
Costs  Associated  with  Resisting  Change  in  Ownership 
Credit  for  Change  in  Inventory  Methods-Most  Favored 
Customer  Clause 
CSCSC-Contract  Change 

DOT  IG  Address  Change  and  Copy  Requirement  Change 
DOT  IG  Address  Change  and  Copy  Requirement  Change 
Engineering  &  Other  Major  Change-Improvement  Curve 
Engineering  Change  Labor  Costs 

Engineering  Change-All  Other  Component-Improvement  Curve 
Engineering  Change-Component  A-Improvement  Curve 
Engineering  Change-Improvement  Curve  Example 
Engineering  Change-NASA  Contracts 
Engineering  Design  Change-Nonconforming  Material 
Joint  Logistics  Commanders  Rate  of  Change 
PS&C-Contract  Change  System  Review  Guide 
Reference-Change  of  Contractor’s  Organization-Business 
Combinations 

Statement  of  Change-Compliance  Revised  Disclosure 
Statements 

Use  of  Index  Levels  and  Percent  Change-Economic 
CHARGES 

Audit  Approach  of  Other  Direct  Charges 
Depreciation/Rental  Chargcs-Govemment  Property 
Double  Counting  of  Capital  Equipment  Charges 
Late  Premium  Payment  Charges-Pension  Plan 
Review  of  Rental  Charges  for  Use  of  Government  Property 
CHARGING 

Analysis  of  Labor  Charging  and  Allocation  System 
Charging  Interest-Defective  Pricing 
Conditions  Influencing  Contractor  Labor  Charging  Practices 
Consistent  Charging  of  Cost-ACMS 
Justification-Immed.  Computer  Programming  Cost  Charging 
Current  Opns 

Review  of  Labor  Cost  Charging  and  Allocation 

CHARITABLE 

Membership  Fee/Organization/Lobbying/Charitable  Activities 

CHART 

Material  Cost  Scatter  Chart 

Scatter  Chart  Example-Correlation  Analysis 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Should  Cost  Review  Team  Organization  Chart 
Time  Series  Chart  Example 
Time  Series  Chart  Example 

Time  Series  Chart  Example-Evaluation  of  Direct  Labor  Rate 
Time  Series  Chart-Use  of  Arithmetic  Graph  Paper 
CHARTER 

DCAA  Charter  DoDD  5105.36 
CHARTERED 

Allowability  of  Contractor-Owned/Leased/Chartered  Aircraft 
Reasonableness  of  Contractor-Owned/Leased/Chartered  Aircraft 
Travel  Costs,  Contractor-Owned/Leased/Chartered  Aircraft 
Travel  Via  Contractor-Owned/Leased/Chartercd  Aircraft 
CHECKLIST 

Billing  Algorithm  Summary  Checklist 
CHOA 

CAC/CHOA/GAC-CAS 

CAS-CAC/CHOA/GAC  Coordination  Cost  Impact  Proposal 
Coordination  with  CAC/CHOA/GAC-CAS 
CHRONOLOGY 

Chronology  of  Significant  Events-Claim  Audit  Report 
.CIPR  Contractor  Insurance/Pension  Review 
CIPR 

Auditor  Participation  on  CIPR  Teams 
Contractor  Insurance/Pension  Review  Program  (CIPR) 

Effect  of  the  CIPR  on  Subsequent  Audits 
Insurance/Pension  Team  Review  (CIPR? 

Optional  Insurance/Govei  ament’s  CIPK  Prog.'-am 
.CIR  Systems  Cost  Information  Report(s)/ing 
CIR 

CSCSC-Reconciliation  of  CPR/CIR/CFSR  Data 
CIVIL 

Civil  Defense  Cost 

Documents  Obtained  Under  IG/Grand  Jury  Subpoena  &  Civil 
Invest  Demands 

Educational  Institutions-Civil  Defense  Cost 

Qui  Tam  Actions  Under  the  Civil  False  Claim  Act 

CIVIUAN 

Civilian  Agency  Profit  Policies/Procedures 
CLAIM 

Advance  Agreement/Special  Contract  Provisions-Claim  Audit 
Report 

Api»ndix-Claim  Audit  Rei»rt 

Assistance  in  Preparing  Claim  Against  the  Government 

Audit  Program-Suitable  Adjustment  Claim 

Audit  Report  on  Claim 

Audit  Report-Contract  Claim 

Auditing  Delay/Disruption  Claim 
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CAM  E-  3Fig;E-3-l 
CAM  E-  3Fig;E-3-2 
CAM  E-  4Fig.E-4.1 
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CLAIM/CXASSIFICATION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Chronology  of  Significant  Events-Claim  Audit  Report 
Circumstances  Affecting  the  Audit-Claim  Audit  Report 
Claim  Due  to  Abnormal  Conditions 
Claim  for  Exemption  from  Submission  of  Certified  Cost/Pricing 
Data 

Claim  for  Extraordinary  Relief 
Claim  for  Extraordinary  Relief  Under  50  U.S.C.  1431-1435 
Claim-Bases  for  Preparing  Cost  Reimbursement 
Claim-Review  of  Procedures  for  Preparing  Reimbursement 
Claim-Contractor  Request  for  Reconsideration-Disapproved 
Costs  Form  1 

Content/Format-Audit  Report  on  Claim 
Contract  Claim-Applicability  of  CAS 
Contract  Claim-Audit  Responsibilities 
Contract  Claim-Audit  Review  Procedures 
Contract  Claim-Discussion  with  Contractor 
Contractor  Reaction-Claim  Audit  Report 
Contractor  Written  Response-Claim  Audit  Report 
Disposition  of  Audit  Result-Claim  Audit  Report 
Evaluation  of  Contractor  Procedures  for  Preparing 
Reimbursement  Claim 

Evaluation  of  Proposal  or  Claim  for  Equitable  Adjustments 
Exhibit/Schedule-Claim  Audit  Report 
Frequency  of  Submission  of  Cost  Reimbursement  Claim 
Interest  Rate  Applicable  to  Amounts  Due  on  Claim 
Preparation/Submission  of  Claim  for  Reimbursement  by 
Contractors 

Prime  Contractor  Audits  of  Subcontractor’s  Claim 
Principles  for  Claim  Adjustments 
Profit/Loss  on  Unaffected  Work-Contract  Claim 
Proper  Terms  for  Report  on  Claim 
Puipose/Scope  of  Audit-Claim  Audit  Report 
Qui  Tam  Actions  Under  the  Civil  False  Claim  Act 
Reviewing  Contract  Claim 
Statutory  Provisions- 18  U.S.C.  287  False  Claim 
Summary  of  Audit  Results-Claim  Audit  Report 
Unsatisfactory  Conditions/Other  Recommendation-Claim  Audit 
Report 

Violations  of  False  Claim  Act 
CLARITY 

Clarity  and  Precision  in  the  Audit  Report 
CLASS  LIFE 

Depreciation  Methods  under  Class  Life  ADR  System 
CLASSIFICATION 

Classification  of  Commercial  vs  Cost-Based  Parts 
Classification  of  Cost  as  Direct  or  Indirect 
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CAM  10-1104.  5 
CAM  10-1107 
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CAM  10-1104.  1 
CAM  4-  709 
CAM  14-  200 
CAM  14-  121.  1 
CAM  10-1104.  3 
CAM  10-1104.  4 

CAM  A300  31.  205-47 

CAM  10-  104.  4 

CAM  7-  407 

CAM  3-S106.  1 
CAM  9-  702.  3 
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CLASSIFICATION/CLAUSE 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Classification  of  Indirect  Cost 
Classification  of  Labor 

Illustrations  of  Improper  Classification-Selling  Costs 
Indirect  Cost  Classification-Educational  Institutions 
Indirect  vs  Direct  Cost  Classification 
Proper  Classification  of  Selling  Expenses 
Standard  Industrial  Classification 
CLASSIFIED 

Access  to  Classified  Information  Held  by  Contractor 
Techniques  to  Identify  Improperly  Classified  Selling  Costs 
CLAUSE 

Advance  Payment  Clause 
Audit  Clause-Negotiation 
Audit  Clause-Sealed  Bidding 
Auditing  Submission  Under  Change  Clause 
CAS  Clause 

CAS-Flowdown  Clause-FAR  52.230-2 
CAS-Price  Adjustments  Clause 
CAS-WG  76-3-Flowdown  Clause 
Change  Order  Accounting  Clause  (Example) 

Contract  Clause 

Contract  Clause  in  Purchase  Order  and  Subcontract-Purchase 
Review 

Contract  Clause-Facilities  Contract 
CPFF  Contract  Type  Clause 
CPIF  Contract  Tyiw  Clause 

Credit  for  Change  in  Inventory  Methods-Most  Favored 
Customer  Clause 
Defective  Pricing  Clause 
Defective  Pricing  Clause 
Disputes  Clause 
EPA  Clause 
EPA  Clause 

Escalation  Lease  Clause 

Evaluation  Techniques/Considerations  Involving  EPA  Clause 

Excessive  Cost  Recovery  Due  to  Operation  of  EPA  Clause 

FAR  Warranty  Clause 

Flexible  Progress  Payment  Clause 

FPI  Contract  Type  Clause 

FPR  Contract  Type  Clause 

Government  Property-Contract  Clause 

Government  Property-Contract  Clause 

Gratuities  Clause 

interest  Clause 

Limitation  of  Cost  Clause  (Cost-Type) 

Limitation  of  Cost  Clause  (Cost-Type) 


CAM  9-  703.  2 
CAM  9-  502.  2 
CAM  7-1303.  2 
CAM  13-512 
CAM  9-311.  1 
CAM  7-1303 
PAM  74,pg.49 

CAM  1-  503.  lb 
CAM  7-1303.  3 

FAR  52.  232-12 
FAR  52.  215-2 
FAR  52.  214-26 
CAM  12-  700 
FAR  52.  230-1-5 
CAM  8-  103.  6 
CAM  8-  502.  1 
WGI  5990.03  CCH 
FAR  52.  243-6 
CAM  14-  112 
CAM  5-  607 

FAR  52.  245-7-10 
FAR  52.  216-7-12 
FAR  52.  216-7,10 
CAM  3-S107.  3 

FAR  52.  214-27 
FAR  52.  215-22,23 
FAR  52.  233-1 
DFR  252.  216-7000 
FAR  52.  216-2,3,4 
CAM  7-  204  2 
CAM  9-  804 
CAM  9-  805 
CAM  7-1602 
DFR  252.  232-7003 
FAR  52.  216-16,17 
FAR  52.  216-5,6 
FAR  45.  302-6,7 
FAR  45.  106 
FAR  52.  203-3 
FAR  52.  232-17 
FAR  52.  232-20 
FAR  32.  704 
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CLAUSE/COGNIZANT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Limitation  of  Fund  Clause  (Cost-Type) 

Overtime  Premium  Clause 
Progress  Payment  Clause 
Progress  Payment  Rate  Clause 
Records  Retention  Clause-Negotiation 
Records  Retention  Clause-Sealed  Bidding 
Review  of  Lease  Clause 
Subcontractor  Cost  or  Pricing  Data  Clause 
Subcontractor  Cost  or  Pricing  Data  Clause 
Subcontractor  Cost  or  Pricing  Data  Clause 
Types  of  EPA  Clause 

Windfall  Profit  Due  to  Operation  of  EPA  Clause 
CLEAN 

Environmental  Clean-Up  Trust  Fund 
Potentially  Responsible  Party  (PRP)  for  Environmental  Clean- 
Up 

CLEANUP 

Environment  Cleanup  Cost  Attributable  to  Potentially  Party 
CLOSED 

Environmental  Costs  Related  to  Previous  Sites  and  Closed 
Segment 
CLOSEOUT 

Quick  (Early)  Closeout  Procedures 
Quick  Closeout  Procedures 
Quick  Closeout  Procedures-CACS 
.CO  Contracting  Officer 
CO 

Establishment  of  Final  Indirect  Cost  Rate  by  CO  Negotiation 
Qualifications-Lack  of  Tech.  Rpt/CO  Approval  Price  Proposal 
Audit  Rpt 

.COBOL  Common  Business-Oriented  Language  (EDP) 

.COE  Corps  of  Engineers  (Army) 

COEFFICIENT 

Coefficient  of  Determination-ImpfOVvjment  Curve 

Graph  Illustrating  Computation  of  Coefficient  of  Determination 

Interpretation  of  Coefficient  of  Deiermination 

Table  of  Significant  Values  of  the  Coefficient  of  Determination 

COGNIZANCE 

Change  of  F.AO  Copizance 

Educational  Institutions-Assignment  of  Audit  Cognizance 
Educational  Institutions-DCAA  Audit  Copizance  OMB 
Circular  A-88 

Establishing  Cognizance/Processing  Non-DoD  Audit  Request 
Rule  for  Establishing  Cognizance/Accepting/Rejecting  Nou-DoD 
Request 
COGNIZANT 

Copizant  Federal  Audit  Agency-Educational  Institutions 


FAR  52.  232-22 
FAR  52.  222-2 
FAR  52.  232-16 
DFR  252;  232-7004 
FAR  52,  215-2 
FAR  52.  214-26 
CAM  7-  204 
FAR  52.  214-28 
FAR  52.  21.5-25 
FAR  52.  215-24 
CAM  9-  803 
CAM  9-  805 

CAM  7-1920.16 
CAM  7-1920.  9 


MRD  02/23/94  PAD030 
CAM  7-1920.  7 


CAM  6-  610.  2 
CAM  6-1009 
CAM  10-  906 


CAM  6-  709 
CAM  10-  308.  5 


CAM  F-  406 
CAM  E-  2Fig.E-2-3 
CAM  E-  205.  1 
CAM  E-  2Tbl.E-2-l 

CAM  1-  502.  4 
CAM  13-  102 
CAM  13-  lTbl.13-1-1 

CAM  15-  102.  1 
CAM  1-  302 


CAM  13-  100 


DCAA  Contract  Audit  Manual 


38 

COGNIZANT/COMMERCIAL 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Cross  Servicing/Cognizant  Audit  Agency  Policy 
Educational  Institutions-Single  Cognizant  Audit  Agency 
Single  Cognizant  Federal  Agency-State/Local 
.College  (See  Eduntional) 

COMBINATIONS 

Abnormal  Executive  Severance  Pay-Business  Combinations 
Acquisition  of  Assets-Business  Combinations 
Acquisition  of  Stock-Business  Combinations 
Asset  Valuation/Revaluation-Purchase  Method-Business 
Combinations 

Asset  Valuations  from  Business  Combinations 
Asset  Write-ups/Write-downs-Business  Combinations 
Business  Combinations  Costs 
Business  Combinations 
Types-Merger/Consolidation/Acquisition 
Business  Combinations-Asset  Control  Approaches 
GAAP  for  Write-ups/Write-downs-Business  Combinations 
Intangible  Assets-Business  Combinations 
Novation  Agreement-Business  Combinations 
Organization/Reorganization  Costs-Business  Combinations 
Purchase/Pooling  of  Interest  Methods-Business  Combinations 
Reference-Change  of  Contractor’s  Organization-Business 
Combinations 

Special  Compensation  for  Retaining  an  Employee-Business 
Combinations 

Statutory  Consolidation-Business  Combinations 
Statutory  Merger-Business  Combinations 
Summary  of  Audit  Guidelines  for  Write-ups-Business 
Combinations 

Unallowable  Costs  (Goodwill/Cost  of  Money)-Business 
Combinations 

Write-ups/Direct  Purchase  of  Assets-Business  Combinations 
COMMERCE 

Supplemental  Requirements-Department  of  Commerce 
COMMERCIAL 

Accounting  for  Unallowable  Cost-Commercial  Organization 
Allowability  of  Cost-Commercial  Organization 
Applicability-FAR  Subpart  31.  2-Commercial  Organization 
Application  of  Cost  Principles-Commercial  Organization 
Canadian  Commercial  Corporation/ Assist  Audit 
Classification  of  Commercial  vs  Cost-Based  Parts 
Composition  of  Total  Cost-Commercial  Organization 
Consistency  of  Standard  Costs  for  Commercial  vs  Government 
Work 

Contractor  Commercial  Product-Facilities  Contract 
Cost  Principles-Contracts  with  Commercial  Organization 


OMB  A-  li 
OMB  A-  88 
OMB  A-128 


CAM  7-1708.  2 
CAM  7-1703.  1 
CAM  7-1703.  2 
CAM  7-1705 

CAM  A300  31.  205-52 
CAM  7-1705.  1 
CAM  7-1700 
CAM  7-1702 

CAM  7-1703 
CAM  7-1705.  2 
CAM  7-1705.  3 
CAM  7-1706 
CAM  7-1707 
CAM  7-1704 
CAM  7-1709 

CAM  7-1708.  3 

CAM  7-1703.  4 
CAM  7-1703.  3 
CAM  7-1705.  9 

CAM  7-1705.  8 

CAM  7-1705.  4 

CAM  15-109 

CAM  A300  31.  201-  6 
CAM  A300  31.  201-  2 
CAM  A300  31.  103 
CAM  A300  31.  204 
DFR  225.870-l(eX2) 
CAM  3-S106.  1 
CAM  A300  31.  201-  1 
CAM  3-S107.  1 

CAM  A300  31.  106-  3 
CAM  A300  31.  2 
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COMMERCIAL/COMPENSATION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Credit-Commercial  Organization 

Definition  of  Allocability-Commercial  Organization 

Definition  of  Reasonableness-Commercial  Organization 

Depreciation  for  Commercial  vs  Government  Work 

Direct  Cost- Commercial  Organization 

Equity  in  Managing  Commercial  vs  Government  Work 

Indirect  Cost-Commercial  Organization 

IPE  on  Commercial  Work-Government  Property 

Shifting  Commercial  Overhead  to  Government  Work 

COMMISSIONS 

Sale  Commissions/Brokerage  Fee 

Sellers’  or  Agent  Compensation/Fee/Commissions-Selling  Costs 
COMMITTEES 

DCAA  Relationship  with  Members  of  Congress  & 
Congressional  Committees 

Material  Prepared  for  Use  Before  Congressional  Committees 
Visits  by  Congressional  Committees  or  Staff 
COMMON 

Common  Costs  Treated  as  Direct-Educational  Institutions 

Common  Items-Termination 

Elements  Common  to  Attribute  and  Variable  Sampling 

Termination  Cost-Common  Items 

COMMUNICATING 

Communicating  with  Contracting  Officer  and  Contractor 
COMPENSATED 

CAS  408-Costs  of  Compensated  Personal  Absence 
COMPENSATION 

Audit  of  Compensation  for  Personal  Service-Educational 
Institutions 

Audit  Program-CAS  415  Accounting  for  Cost  of  Deferred 
Compensation 

Audit  Program-Compensation  Control 

Bonuses  &  Incentive  Compensation 

CAS  415-Accounting  for  Cost  of  Deferred  Compensation 

Compensation  for  Personal  Service 

Compensation  for  Personal  Service 

Compensation  for  Personal  Service 

Compensation  System  Reviews  (CSRs) 

Costs  of  Pension  Plan/Overall  Compensation  of  Participating 
Employee 

Deferred  Compensation 
Description  of  a  Compensation  System-CSRs 
Educational  Institutions-Compensation  for  Personal  Service 
Educational  Institutions-Compensation  for  Personal  Service 
Eval.  of  Reasonableness-Nonunion  Compensation(CSRs)-FAR 
31.205-6(b) 

Internal  Audit  of  Compensation  System-CSRs 


CAM 

A300  31.  201-  5 

GAM 

A300  31.201-4 

CAM 

A300  31.  201-  3 

GAM 

7-  404.  2 

CAM 

A300  31.  202 

CAM 

3-S102.  3 

CAM 

A300  31.203 

CAM 

14-  403.  3 

CAM 

3-SllO.  3 

CAM 

A300  31.  205-38 

CAM 

7-1306.  3 

CAM 

1-409 

REG 

5020.6 

REG 

5020.5 

CAM 

13-  404 

CAM 

12-  304.  5 

CAM 

B-300 

CAM 

A300  31.  205-42 

CAM 

14-  116.  1 

CAM 

8-  408 

CAM 

13-  406 

DAP 

DIIS  (APCAS415) 

DAP 

DIIS  (APCOMP) 

CAM 

A300  31.  205-  6 

CAM 

8-415 

CAM 

A300  31.  205-  6 

CAM 

A144  231.  205-6 

CAM 

A400  231.205-6 

CAM 

5-  800 

CAM 

7-  605.  1 

CAM 

A300  31.  205-  6 

CAM 

5-  802.  1 

0MB 

A-  21,ATCH.J.8. 

CAM 

13-Sl  J.8 

CAM 

6-413.2 

CAM 

5-  806 
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COMPENSATION/COMPLIANCE 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Internal  Control  Matrix-Compensation  Control 
Longshoremen/Harbor  Worker  Compensation  Act 
Reasonableness  of  Compensation  Cost 
Reasonableness-Compensation  for  Personal. Service 
Review  of  Executive  Compensation  System  Reviews-CSRs 
Sellers’  or  Agent  Compensation/Fee/Commissions-Selling  Costs 
Special  Compensation  for  Retaining  an  Employee-Business 
Combinations 

War  Hazard  (Worker)  Compensation  Act 

Worker  Compensation-Defense  Base  Act 

Worker  Compensation-National  Defense  Projects  Rating  Plan 

Worker  Compensation-Retrospectively  Rated  Plan 

Worker  Compensation-State  Bureau  Rate 

Worker  Compensation/Employer  Liability  Insurance 

COMPETENCY 

Evaluation  of  Competency,  Independence,  and  Objectivity  of 
Others 

COMPETITION 

Intracompany  Transfer/Adequate  Price  Competition-Material 
or  Service 

Pricing-Adequate  Price  Competition 
Pricing-Adequate  Price  Competition 
COMPETITIVENESS 

Review  of  External  Equity  or  Competitiveness-CSRs 
COMPLETION 

Actions  Taken  at  Completion  of  Indirect  Cost  Audits 
Audit  Program-Progress  Payments  Based  on  Percentage  or 
Completion 

Completion  Stage-Termination 
Costs  Before  Contract  Date/ After  Completion/Over  Contract 
Amount 

Procedure  Where  Contract  Specifies  a  Completion  or  Delivered 
Product 

Processing  Completion  Voucher 
Processing  Completion  Voucher 

Processing/Approval  Interim/Completion  Cost-Reimbursement 
Voucher 

Receipt  of  Completion  Voucher 

Receipt  of  Completion  Voucher 

Required  Documentation-Completion  Voucher 

Review  of  Completion  Voucher 

Timeliness  of  Receipt/Review  of  Completion  Voucher 

COMPLIANCE 

Audit  Report  -  CAS  Compliance  Audits 
CAS-CAS/FAR  Disclosure  Statement  Compliance  Review 
CAS-Compliance  Considerations 
CAS-Compliance  Testing 


DAP  DIIS  (ICM-COMP) 
CAM  7-  507.  4 
CAM  6-  413 
CAM  A300  31.  205- 6 
CAM  5-  803.  1 
CAM  7-1306.  3 
CAM  7-1708.  3 

CAM  7-  507.  4 
CAM  7-  507.  4 
CAM  7-  507.  3 
CAM  7-  507.  2 
CAM  7-  507.  2 
CAM  7-  507 

CAM  4-1004.  2 


CAM  6-  313.  3 

DFR  215.  804-3(b) 

FAR  15.  804-3(B) 

CAM  5-  808.  3 

CAM  6-  708.  1 
DAP  DIIS  (APPAYPCT) 

CAM  12-  304.11 
CAM  6-  202 

CAM  6-  202.  3 

CAM  6-1008 
CAM  10-  903 
CAM  6-1000 

CAM  6-1008.  1 
CAM  10-  902 
CAM  10-  902 
CAM  6-1008.  2 
CAM  6-1008.  3 

CAM  10-  805 
CAM  8-  303 
CAM  8-  302.  3 
CAM  8-  305 
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COMPLIANCE/COMPONENT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 

CAS-Compliance  with  CAS  Rule/Regulation/Standards  and  CAM  8-  300 
FAR 

CAS-Disclosure  Statement  Requirements-Compliance  with  PL  CAM  8-  303.  1 
91-379 

CAS-Review  for  Estimated/Accumulated/Reported  Costs  CAM  8-  304 

Compliance 

Circumstances  Affecting  Audit-Compliance  Revised  Disclosure  CAM  10-  807.  2 
Statements 

Circumstances  Affecting-CAS  Compliance  Audits  CAM  10-  805.  2 

Compliance  Review  and  Policy/Procedure-Purchasing  Systems  CAM  5-  606 
Review 

Compliance  Review  Testing-CAS  CAM  8-  305.  2 

Compliance  Review-Contractor  Billing  System  CAM  5-1 106 

Compliance  with  DoD  Program  Management  Systems  CAM  11-300 

Reporting  Requirements 

Compliance  with  FAR  31.205-6(c),  Labor-Management  CAM  6-  413.  1 

Agreement-CSRs 

Compliance  with  Internal  Control  on  Labor  Costs  CAM  6-  404.  5 

Compliance-Single  Audit-State/Local  0MB  A-128 

Concurrent  Adequacy/Compliance  Audits  of  Revised  Disclosure  CAM  10-  807 
Statements 

Contractor  Compliance  with  Contract  Financial  Management  CAM  11-000 
Requirements 

Contractor  Compliance  with  DFARS  242.72  CAM  5-  701 

Contractor  Compliance  With  Mil  Spec  Mil-q-9858a  OAG  12,030.201 

Cost  Impact-Compliance  Revised  Disclosure  Statements  CAM  10-  807.  7 

Cost  Sharing/Matching  Compliance-Educational  Institutions  CAM  13-  308.  3 

Disposition  of  Audit  Result-Compliance  Revised  Disclosure  CAM  10-  807.  8 

Statements 

Disposition-CAS  Compliance  Audits  CAM  10-  805.  4 

Pro  Forma-Disclosure  Statement  Report  (adequacy  and  DAP  DIIS  (RPT-191) 

compliance) 

Purpose/Scope-CAS  Compliance  Audit  Report  CAM  10-  805.  1 

Purpose/Scope-Compliance  Audits  of  Revised  Disclosure  CAM  10-  807.  1 

Statements 

Reporting  Compliance  of  Audit  Results-CAS  CAM  8-  304.  3 

Statement  of  Change-Compliance  Revised  Disclosure  CAM  10-  807.  3 

Statements 

Summary  of  Audit  Results-Compliance  Revised  Disclosure  CAM  10-  807.  5 
Statements 

Summary-CAS  Compliance  Audits  CAM  10-  805.  3 

COMPONENT 

Computer  Component  CAM  C- 104 

Educational  Institutions-Individual  Rate  Component  CAM  i3.Sl  G.7 

Engineering  Change-All  Other  Component-Improvement  Curve  CAM  F-  5Fig.F-5-3 
Engineering  Change-Component  A-Improvement  Curve  CAM  F-  5Fig.F-5-2 
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COMPONENT/COMPUTER 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Hardware-Computer  Component 
Personnel-Computer  Component 
Pricing  of  Company-Produced  Component 
Responsibilities  of  Acquisition  Component-Audit  Followup 
Software-Computer  Component 
.Comptroller  General  of  the  U.S.  (See  GAO) 

COMPUTATION 

Computation  of  Least-Square  Line  for  a  Time  Series 
Computation  of  the  Least  Square  Line  for  Time  Series 
Example  Exhibit  to  Determine  Base  for  Interest  Computation 
Examples  of  Manual  Computation-Regression 
Graph  Illustrating  Computation  of  Coeftlcient  of  Determination 
Word  Processing-Cost  Savings  Computation 
COMPUTATIONAL 

Audit  Applications  of  Graphic/Computational  Techniques 
Evaluation  of  Allocation  Bases-Graphic/Computational 
Evaluation  of  Proposed  Labor  Rate-Graphic/Computational 
Evaluation  of  Proposed  Overhead 
Costs-Graphic/Computational 
Graphic/Computational  Analysis  in  Contract  Audit 
Graphic/Computational  Analysis  Techniques 
Other  Applications-Graphic/Computational  Analysis 
.Computer  (See  also  EDP) 

.Computer-Aided  Design  &  Manufacturing  (See  CAD/CAM) 
COMPUTER 

Accounting  for  Computer  Software  Costs  Under  FASB  No.  86 
Allocation  of  Computer  Operating  Costs 
Amortization-Nonrecurring  Computer 
Programming/Reprogramming  Costs 
Amount  to  be  Capitalized-Computer  Programming  Cost 
Audits  of  Contractor  Computer  Equipment  (EDP)-Technical 
Service  Ctr 

Capacity  Planning/Computer  Performance  Evaluation/System 
Tuning 

Characteristics  of  Computer  Processing 
Computer  Assisted  Audit  Techniques-Guidance  on  DCAA  EDP 
Equipment 

Computer  Component 
Computer  Cost  Allocation 

Computer  Output  Microfilm  Applications  Review  Guide 
Computer  Output  Microfilm  System  Flow  Diagram 
Computer  Programs/Lot  Data-Improvement  Curve 
Computer-Aided  Audit  Applications/Working  Papers 
Preparation 

Computer-Assisted  Audit  Summarization/Schedule  Preparation 

DoD  Cash  Flow  Computer  Model 

E-Z  Quant  Computer  Program-Improvement  Curve 


CAM  C-  104.  1 
CAM  C-  104.  3 
CAM  9-  404.  4 
CAM  15-  603 
CAM  C-  104.  2 


CAM  E-  3Fig.E-3-3 
CAM  E-  311 
CAM  14-  lFig.14-1-1 
CAM  E-  202.  2 
CAM  E-  2Fig.E-2-3 
OAG  13,050.502 

CAM  E-  400 
CAM  E-  404 
CAM  E-  405 
CAM  E-  403 

CAM  3-  104.16 
CAM  E-  000 
CAM  E-  406 


CAM  7-  104 
CAM  7-  102 
CAM  7-  103 

CAM  7-  103.  2 
CAM  4-  503.  5 

CAM  C-  403.  2 

CAM  C-  102 
CAM  4-  503.  4 

CAM  C-  104 
CAM  7-  100 
OAG  13,060.406 
OAG  13,060.503 
CAM  F-  305 
CAM  4-  407 

CAM  4-  507 
CAM  9-1406 
CAM  F-  405 
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COMPUTER/CONFIRMATION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOVRCE/REFERENCE 


Grants  Support  for  Computer  Facilities-Educational 
Institutions 

Hardware-Computer  Component 
Justification-Immed.  Computer  Programming  Cost  Charging 
Current  Opns 

Personnel-Computer  Component 
Regional  EDP  Auditors/Computer  Specialist 
Software-Computer  Component 
CONDUCT 

Standards  of  Conduct  -  Federal  Employee 
Standards  Of  Conduct-Government  Personnel 
CONFERENCE 

Advisory  Audit  Counsel  in  the  Negotiation  Conference 
Arranging  for  DCAA  Participation  in  Negotiation 
Conference-PLA 

Audit  Support  of  Negotiation  Conference 
CAC  Conference 
CAC  Conference-Objectives 
CAC  Conference-Plannin^Conducting 
CAC  Conference-Preparation/Distribution  of  Minutes 
CAS-Conference/Rt,-ort  on  Cost  Impact  Proposal  Reviews 
Conference  Costs  vs  Entertainment  Costs 
Conference  with  Contractor-Termination 
Conference/Discussion  with  Contractor  on  Audit  Plan  and 
Results 

Ccnference/Report  on  Functional/Operational  Reviews 
Entrance  Conference 

Entrance  Conference  on  Functional/Operational  Reviews 
Exit  Conference 

Exit  Conference  on  Price  Proposal. 

General  Procedures  for  Interim  Conference 
Interim  Conference 

Limitation  of  Audit  Counsel-Negotiation  Conference 
Nature  of  Audit  Counsel-Negotiation  Conference 
Providing  Working  Papers-Negotiation  Confe'-ence 
Regional  Conference  with  GAO 
Request  for  Auditor  Attendance  At  Negotiation  Conference 
Resident  Working  Arrangements  for  Entrance  Conference 
Subcontract  Negotiation  Conference 
Summarization/Exit  Conference/Reporting-ESS 
CONFIRMATION 

Accounts  Receivable  Confirmation  Request/CPA  Firms 
Sample  Format/Confirmation  of  Specific  Cost  Information 
Third  Party  Confirmation  in  Defective  Pricing  Audits 
Written  Confirmation  of  Specific  Cost  Information 


CAM  13-  510.  5 

CAM  C-  104.  1 
CAM  7-  103.  5 

CAM  C-  104.  3 
CAM  4-  503.  2 
CAM  C-  104.  2 

CAM  7-1103.  4 
FAR  3.  101 

CAM  15-  403 
CAM  15-  305.  6 

CAM  15-  400 
CAM  15-209 
CAM  15-  209.  1 
CAM  15-  209.  2 
CAM  15-  209.  3 
CAM  8-  504 
CAM  7-1103.2 
CAM  12-  204 
CAM  4-  300 

CAM  14-  504 
CAM  4-  302 
CAM  4-  302.  2 
CAM  4-  304 
CAM  4-  304.  2 
CAM  4-  303.  1 
CAM  4-  303 
CAM  15-  403.  3 
CAM  15-  403.2 
CAM  15-  403.  2 
C.^M  1-  205.  3 
CAM  15-  402.  2 
CAM  4-  302.  4 
CAM  15-  402.  3 
CAM  5-1211 

CAM  4-  203 
CAM  9-  lFig.9-1-2 
CAM  14-  120.  6 
CAM  9-  107.  2 
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CONGRESS/CONSTRUCTION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CONGRESS 

DCAA  Relationship  with  Members  of  Congress  & 
Congressional  Committees 
CONGRESSIONAL 
Congressional  Request  for  Audit  Report 
Congressional  Testimony 

DCAA  Relationship  with  Members  of  Congress  & 
Congressional  Committees 

Material  Prepared  for  Use  Before  Congressional  Committees 
Replies  to  Congressional  Inquiries 
Visits  by  Congressional  Committees  or  Staff 
CONSISTENCY 

Allocation  Methods/Consistency  of  Cost  Application 
CAS  401-Consistency-Estimating/Accumuiating/Reporting 
CAS  402-Consistency  in  Allocating  Costs  Incurred  for  Same 
Purpose 

Consistency  in  Depreciation  Method 
Consistency  in  Estimating/Accounting 
Consistency  in  Using  Standards 

Consistency  of  Standard  Costs  for  Commercial  vs  Government 
Work 

Review  of  Internal  Equity  or  Consistency-CSRs 
CONSOLIDATED 
Consolidated  Material  Requirements 
CONSOLIDATION 
Business  Combinations 
Types-Merger/Consolidation/Acquisition 
Employment  Tax  in  Merger/Consolidation 
Statutory  Consolidation-Business  Combinations 
CONSORTIUM 

Cooperative  Research  Consortium  Costs 
Terms/Defmition-Partnership/Cooperative  Research 
Consortium 
CONSTRUCTION 

Applicability-FAR  Subpart  31.  2-Construction/A-E 
CAS  417-Cost  of  Moncy/Capital  Assets  Under  Construction 
Construction  of  Parallel  Lines-lmprovement  Curve 
Construction  Plant  &  Equipment 
Construction  Plant  &  Equipment  Rented  From  Others 
Cost  of  Money-Capital  Assets  Under  Construction 
Cost  Principles-Construction/A-E  Contracts 
Home  Office  Expense-Construction/A-E 
Labor  Standards-Construction  Contract 
Labor  Standards-Construction  Contract 
Special  Allowability  of  Cost-Construction/ A-E 
Temporary  Land/Structures/Facilities-Construction/A-E 


CAM  1-  409 

REG  5020.2 

CAM  1-  204.  3 

CAM  1-  409 

REG  5020.6 

REG  5020.2 

REG  5020.5 

CAM  6-  505.  2 

CAM  8-  401 

CAM  8-  402 

CAM  7.411 

CAM  9- 311.  2 

CAM  9-  314.  4 

CAM  3-S107.  1 

CAM  5-  808.  2 

CAM  9-  404.  8 

CAM  7-1702 

CAM  7-1406 

CAM  7-1703.  4 

CAM  7-1915 

CAM  7-1802 

CAM  A300  31. 

105 

CAM  8-  417 

CAM  F-  lFig.F- 

1-6,7 

CAM  A300  31. 

105(d) 

CAM  A300  31. 

105(d) 

CAM  A300  31. 

205-10 

CAM  A300  31. 

105 

CAM  A300  31. 

105 

FAR  22.  4 

DFR  222.  4 
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CONSTRUCTIVE/CONTRACT  AUDIT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


CONSTRUCTIVE 

Constructive  Ownership  Costs  for  Leased  EDPE 
CONSULTANT 

Audit  Program-Consultant  and  Professional  Service  Costs 
DCAA  Procurement  of  Experts  &  Consultant 
Professional  &  Consultant  Service  Cost 
Professional  and  Consultant  Service  Costs 
CONSULTING 

Engaging  Actuarial  Consulting  Service 
CONSUMER 
Consumer  Price  Index 
CONSUMPTION 

ACRS-Expccted  Consumption  of  Service/Useful  Life 
MAAR  No.  1 3  Existence/Consumption  of  Purchase 
CONTENTS 

Audit  Report  Table  of  Contents 

Format/Contents  of  Audit  Report 

Format/Contents  of  Working  Papers 

Numbering  of  CAM  Pages  &  Contents 

Table  of  Contents  Format-Audit  Report 

Table  of  Contents-Functional/Operational  Report 

CONTINGENCIES 

Contingencies 

CONTINGENCY 

Educational  Institutions-Contingency  Provisions 
CONTINGENT 

Contingent  Nature  of  Environmental  Costs 
.Contract  Administration  (See  also  ACO) 

.Contract  Appeals  Board(s)  (See  BCA) 

.Contract  Audit  Coordinator  (See  CAC) 

.Contract  Audit  Followup  (See  Followup) 

.Contract  Audit  Manual  (CAM) 

CONTRACT  ADMINISTRAT 
Coordination  with  Contractor/Govemment  Contract 
Administration 

Coordination-Contract  Administration/Technical  People 
Coordination-Contractor/Govemment  Contract  Administration 
Personnel 

PLA-Liaison  Service  to  Contract  Administration  Offices 
Plant  Visits-Notice  to  Contractor/Contract  Administration 
Process  Oriented  Contract  Administration  Service  (PROCAS) 
Procurement/Contract  Administration  Responsibilities  to 
DCAA 

Relationship-DCAA  to  Procurement/Contract  Administration 
CONTRACT  AUDIT 

Audit  Followup-Reportable  Contract  Audit  Report 


CAM  7-  206.  4 

DAP  DIIS  (APCNSULT) 
REG  1442.1 
CAM  A300  31.  205-33 
CAM  7-1905 

DHI  1442.1 

PAM  74,pg.57-58 

CAM  7-  405.  4b 
CAM  6-  302 

CAM  10-  212 
CAM  10-  200 
CAM  4-  403 
CAM  0-  004 
CAM  10- 2Fig.  10-2-5 
CAM  10-  412 

CAM  A300  31.  205-  7 

CAM  13-Sl  J.9 

CAM  7-1920.14 


CAM  H-  200 

OAG  12,020.100 
CAM  4-  102 

CAM  15-  306 
CAM  1-  503.  2 
CAM  1-  804 
CAM  1-  403.  2 

CAM  1-  403.  1 

CAM  15-  604.  3 
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CONTRACT  AUDIT/CONTRACT  TYPE 

KEYWORD  INDEX  OF  AUDIT 


TOPIC 

Audit  Followup-Resolution  of  Contract  Audit  Report 
Recommendation 
C\S-Contract  Audit  Role 
CAS-Contract  Audit  Role 

Coi  tract  Audit  at  Educational/Nonprofit  Institutions 
Cor  tract  Audit  Closing  Statements/Cost-Plus-Fixed-Fee  Level- 
of-Effort 

Contract  Audit  Followup 

Contract  Audit  Manual  Citation 

Contract  Audit  Objective 

Contract  Audit  Planning 

Contract  Audit  Procedures-CHAMPUS 

Contract  Audit  Role  in  Joint  Review/Cost  Monitoring 

Contract  Audit-Use  of  Statistical  Sampling 

EDP  in  Contract  Audit 

Encouraging  Contractor  EDP  Applications/Reduce  Contract 
Audit  Impact 

Establishment/Responsibilities  of  DCAA  in  Contract  Audit 
Graphic/Computational  Analysis  in  Contract  Audit 
Illustrations  of  Contract  Audit  Disclosure 
Improvement  Curve  Techniques  in  Contract  Audit 
Introduction  to  the  Contract  Audit  Manual 
Nature  of  Contract  Audit 
Pro  Forma-Contract  Audit  Closing  Statement 
Related  Contract  Audit  Functions-Govemment  Property 
Statistical  Sampling  in  Contract  Audit 
Use  of  Economic  Index  in  Contract  Audit 
Use  of  Quantitative  Methods/EDP  in  Contract  Audit 
CONTRACT  FINANCIAL 
Audit  Disclosure-Contract  Financial  Management 
Contractor  Compliance  with  Contract  Financial  Management 
Requirements 

CONTRACT  PROVISIONS 

Advance  Agreement/Special  Contract  Provisions-Claim  Audit 
Report 

Auditor  Review  of  Contract  Provisions 
Contract  Provisions  on  Depreciation  Cost 
Examples  of  Impeding  Contract  Provisions 
Reporting  on  Impeding  Contract  Provisions 
Reporting  to  the  Contracting  Officer  of  Impeding  Contract 
Provisions 

Review  of  Bid  Proposal  &  Contract  Provisions 
CONTRACT  TYPE 

Applicability  of  Indirect  Cost  by  Contract  Type 
Billing  System  Review  Considerations  for  Contract  Type 
BOA  Contract  Type 


January  1995 


GUIDANCE 

SOURCE/REFERENCE 

CAM  15-  603,  3 

FAR  30.  202-7 
FAR  30.  202-6(0 
CAM  13-000 
CAM  10-  904 

CAM  15-  600 
CAM  0-  003 
CAM  1-  104.  2 
CAM  3-  100 
CAM  14-  902.  2 
DFR  242.7003-2 
CAM  B-  000 
CAM  3-  104.16 
CAM  4-  509 

CAM  1-  102 
CAM  3- 104.16 
CAM  3-SlO 
CAM  3- 104.16 
CAM  0-  001 
CAM  1-  104 
DAP  DIIS  (RPT-154) 
CAM  14-  404.  2 
CAM  3-  104.16 
PAM  74 
CAM  3-  104.16 

CAM  3-S102 
CAM  11-000 


CAM  10-1106.  2 

CAM  3-  202 
CAM  7-  402 
CAM  3-  204.  1 
CAM  3-  204 
CAM  3-  204.  2 

CAM  6-  504.  2 

CAM  6-  704 
CAM  6-10S2 
FAR  16.  703 
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CONTRACT  TYPE/CONTROL  LOG 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Contract  Type 
Contract  Type 
Contract-Type  Risk 
CPAF  Contract  Type 
CPAF  Contract  Type 
CPAF  Contract  Type 
CPFF  Contract  Type  Clause 
CPIF  Contract  Type  Clause 
FPI  Contract  Type  Clause 
FPR  Contract  Type  Clause 

Special  Considerations/Audit  of  Selected  Contract  Type 
.Contracting  Officer  (See  also  ACO/CACO/PCO/TCO) 
CONTRACTING  OFFICER 
Communicating  with  Contracting  Officer  and  Contractor 
Contracting  Officer  Decisions-Contract  Disputes  Act 
Contracting  Officer  Records  of  Price  Negotiation 
Contracting  Officer  Treatment-Audit  Report  Recommendation 
Coordinated  Support  of  BCA  Cases-Trial  Attomey/Contracting 
Officer 

Coordination  Price  Proposal  with  Contracting  Officer 
Internal  DCAA  Reporting  of  Differences  with  Contracting 
Officer 

Relations  with  Contracting  Officer-Branch  Office 
Relations  with  Contractor/Contracting  Officer-Branch  Office 
Relations  with  Contractors/Contracting  Officer-Resident  Office 
Reporting  to  the  Contracting  Officer  of  Impeding  Contract 
Provisions 

.Contmctor  Employee  Compensation  System  Review  (CECSR) 
.Contractor  Insurance/Pension  Review  (See  CIPR) 

.Contractor  Purchasing  System  Survey  (See  CPSR) 

.Contractor-Operated/Govemment-Owned  (Plant)  (See  GOCO) 

CONTRACTOR  INFORMATI 

Safeguarding  Contractor  Information 

CONTRACTOR  PUNT 

Access  to  a  Secured  Contractor  Plant 

Access  to  Contractor  Plant-Security  Procedure 

Access  to  Contractor  Plant-Security  Requirements 

.Contributions  (See  also  Donations) 

CONTRIBUTIONS 

Channeling  Inappropriate  Expenditure-Political  Contributions 
Contributions  &  Donations 
Educational  Institutions-Donation  and  Contributions 
Suspected  Illegal  Political  Contributions 
.Control  &  Scheduling-Production  (See  PS&C) 

.Control  System  Criteria-Cost/Sch^ule  (See  CSCSC) 
CONTROL  LOG 

Audit  Followup-DCAA  Control  Log 


FAR  16.  000 
DFR216.000 
CAM  9-  906.  2 
DFR  216.  404-2 
FAR  16.  404-2 
FAR  16.  305 
FAR  52.  216-7-12 
FAR  52.  216-7,10 
FAR  52.  216-16,17 
FAR  52.  216-5,6 
CAM  6-  200 


CAM  14-  116.  1 
CAM  15-  502 
CAM  14-111 
CAM  15-  403.  4 
CAM  15-  503 

CAM  9-  305 
CAM  3-  204.  3 

CAM  G-  503 
CAM  G-  500 
CAM  H-  200 
CAM  3-  204.  2 


CAM  1-  506 

CAM  1-  503.  lb 
CAM  1-  503.  1 
CAM  1-  503.  1 


CAM  4-  706.  2 
CAM  A300  31.  205-  8 
CAM  13-Sl  J.13 
CAM  4-  706 
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CONTROL  LOG/COORDINATION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Audit  Followup-DCAA  Control  Log 
MAARS  Control 'LoBrNonmajor  Contractor 
Supplement-DGAA  Control  I^g  Distribution  List 
CONTROL  SYSTEM 
DCAA  Quality  Control  System 
EDP-Review  of  Internal  Control  System 
CONVERSION 

Application  of  Percentage/Conversion  Factors-Other  Direct 
Cost 

CAD/CAM-Conversion  of  Manual  Drawings 
Conversion  Guide  for  DAR  Section  XV  Part  2 
Involuntary  Conversion 
COOPERATIVE 

Cooperative  Research  Consortium  Costs 
Grants  and  Cooperative  Agreement  with  State  and  Local 
Government 

Terms/Definition-Partnership/Cooperative  Research 
Consortium 

COORD 

Coord,  with  Plant  Representative/ACO  for  Capital  Investment 
Proposal 

COORDINATED 

CAC  Program-Coordinated  Audit  Objectives/Prograrns 
CAC  Program-Procedures  for  Coordinated  Audits 
Coordinated  Audit  Approach-Educational  Institutions 
Coordinated  Audit  Planning 

Coordinated  Support  of  BCA  Cases-Trial  Attomey/Contracting 
Officer 

COORDINA'^ION 
Audit  Coordiuation-CSRs 
CAC-Designation  of  Audit  Coordination  Office 
CAD/CAM-Coordination-Other  Audits 
CAS-Audit  Coordination  within  Multiorganizational 
Companies 

CAS-CAC/CHOA/GAC  Coordination  Cost  Impact  Proposal 
Coordination  for  Consistent  Treatment-CAS 
Coordination  of  Audit  Guidance  pCAA  Headquariv-rs) 
Coordination  of  Request  for  Audit  Review  of  Price  Proposal 
with  PLA 

Coordination  of  Significant  Litigation  Report 
Coordination  Price  Proposal  with  Contracting  Officer 
Coordination  with  ACO 
Coordination  with  CAC/CHOA/GAC-CAS 
Coordination  with  Contractor 
Coordination  with  Contractor  Intemal/Extemal  Auditon 
Coordination  with  Contractor/Govemment  Contract 
Administration 


CAM  15-  6Fig.  15-6-2 
DAP  D1IS(NM-MA\RS) 
CAM  15-  6S2 

CAM  2-SlO 
OAG  14,020.100 

CAM  9-  604.  1 

OAG  12,050.504 
PAM  6 

CAM  A300  31.  205-16 

CAM  7-1915 
0MB  A.102 

CAM  7-1802 


CAM  14-  606 


CAM  15-  206 
CAM  15-  206.  3 
CAM  13-  307.  2 
CAM  4-  202.  1 
CAM  15-  503 


CAM  5-  803.  3 
CAM  15-  204 
OAG  12,050.404 
CAM  8-  204 

CAM  8-  503 
CAM  8-  302.  5 
DHI  5025.1 
CAM  15-  305.  4 

REG  5500.4 
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OAG  1020.2 
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OAG  1020.3 
CAM  4-  200 
CAM  H-  200 


DCAA  Contract  Audit  ManuAl 


January  1995 


49 

COORDINATION/CORRELATION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Coordination  with  Government  Technical  Personnel 
Coordination  with  Should  Cost  Subteam 
Coordination  with  T^hnical  Representative 
Coordination  with  Technical  Service  Center,  EDP  Branch 
Coordination-Contract  Administration/Technical  People 
Coordination-Contractor/Govemment  Contract  Administration 
Personnel 

EDP-Coordination  With  Government  Technical  People 
Interagency  Coordination  of  Audit  Work 
Multisegment  Contractor  Coordination-CAS 
PS&C-Coordination  With  Government  Technical  People 
Team  Monitoring/Coordination-ESS 
Timeliness/Coordination  of  Subcontractor  Reviews 
.Contract  Audit  Coordinator  (See  CAC) 

COORDINATOR 

Audit  Coordinator  for  Government  Operated  Depot-CAM  14- 
600 

Regional  Contract  Disputes  Coordinator-BCA  Cases 

CORP 

Review  of  Contractor  Financial  Statements/Corp.  Minutes/Tax 
Retum/SEC 

.Corporate/Home  Office  ACO  (See  CACO) 

.Corporate/Home  Office  Auditor  (See  CAC) 

CORPORATE 

Allocation  Bases  for  Corporate/Home  Office  Expense 
Allocation  Bases/G&A  Expenses  Other  than  Corporate/Home 
Office 

Allocation  Bases/Residual  Corporate/Home  Office  Expenses  to 
GOCO 

Audit  Report-Corporate/Home  Office  Cost 

Board  of  Director  Minutes/Corporate  Minutes 

CAS  403-CojT)orate/Home  Office  Cost 

Corporate  Minutes-Accounting/Management  Systems 

Corporate  or  Home  Office  Assessments 

Corporate/Group/Home  Office  Expenses 

Corporate/Home  Office  Audits 

Cost  of  Money  in  Corporate  Aircraft  Cost 

Sample  of  Corporate  Expense  Rate-GOCO  Activities 

CORREUTION 

Comcaring  Correlation  in  Two  Analyses 
Correlation  &  the  Use  of  Scatter  Diagram 
Correlation  Analysis 

Correlation  Analysis  Application  Procedures  -  E-Z  Quant 
Determining  the  Existence  of  Correlation 
Evaluating  the  Extent  of  Correlation 
Evaluation-Correlation  of  Hourly  Labor  Rate/Number  of 
Employee 


CAM 
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14,020.100 
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COk»ELATION/eOST  DATA 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Prediction  Intervals-Regression/Correlation  Analysis 
Regression  &  Correlation  Analysis 
Scatter  Chart  Example-Correlation  Analysis 
Terminology-Correlation/Scatter  Diagram 
CORREUTION  ANALYSIS 
Correlation  Analysis 

Correlation  Analysis  Application  Procedures  -  E-Z  Quant 

Prediction  Intervals-Regression/Correlation  Analysis 

Regression  &  Correlation  Analysis 

Scatter  Chart  Example-Correlation  Analysis 

CORRESPONDENCE 

Authority  to  Sign  Correspondence 

DCAA  Headquarters  CorrespondcnceA'clephone  Calls  to  PAOs 

COSAM 

DCAA  Sampling  on  Contractor  EDP  (COSAM) 

.Cost/Schedule  Control  System  Criteria  (See  CSCH^ 

.Cost  of  Money  (See  CAS  414) 

.Cost  Accounting  Standards  (Sk  CAS) 

COST  ACCOUNTING 

Adequacy  of  Cost  Accounting  System 

Audit  Program-CAS  406  Cost  Accounting  Period 

CAS  406-Cost  Accounting  Period 

Change  in  Cost  Accounting  Practices-SBU 

Cost  Accounting  Standards  (CAS) 

Cost  Accountii.g  Standards  Reviews 
Cost  Accounting  Standards-Educational  Institutions 
Establishment  of  Cost  Accounting  Standards  Board  (CASB) 
Evaluation  of  Cost  Accounting  System-ESS 
Influence  of  Cost  Accounting  Standards  on  Termination 
Labor  Cost  Accounting-Labor  Internal  Control 
Planning  in  Connection  with  Cost  Accounting  Standards 
.Cost  Analysis  Improvement  Group  (DoD)  (CAIG) 

COST  ANALYSIS 
Cost  Analysis 
COST  AVOIDANCE 

Incorporating  Cost  Avoidance  Recommendation-Price  Proposal 
Reviews 

COST  CONTROL 

Audit  Program-Indirect  and  Other  Direct  Cost  Control 

Contractor  Cost  Control  Review 

EDP-Cost  Control  &  Budgeting  Review  Guide 

Internal  Control  Matrix-Indirect  and  Other  Direct  Cost  Control 

COST  DATA 

Applicability  of  Labor  Cost  Data  in  Proposal 
Contractor  Cost  Data  Reporting  (CCDR) 

Current  Nature  of  the  Labor  Cost  Data 
Source  of  Pension  Cost  Data 


CAM  E-  206 
CAM  E^  200 
CAM  E-  lFig.E-1-13 
CAM  E-  103 

CAM  E-  205 
PAM  91,Sect.4 
CAM  E-  206 
CAM  E-  200 
CAM  E-  lFig.E-1-13 

REG  5000.4 
DHI  5020.3 

CAM  4-  504.  2 


CAM  9-  302 
DAP  DIIS  (APCAS406) 
CAM  8-  406 
CAM  7-1811 
CAM  8-  000 
CAM  4-  304.  6 
CAM  13-  206 
CAM  8-  102.  1 
CAM  5-1207.  3 
CAM  12-  105 
CAM  5-911 
CAM  3-  106 


FAR  15.  805-3 
CAM  9-  308 
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CAM  9-  503.  7 
CAM  11-  306 
CAM  9-  503.  1 
PAM  79,pg.21 


DCAA  Contract  Audit  Manual 


January  1995 


51 

COST  DIFFERENTIAL/COST  PRINCIPLES 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


COST  DIFFERENTUL 

Real/Estimated  Cost  DifTerential-Special  Facilities 
COST  INCURRED 

Audit  Program-Progress  Paymems  Based  on  Cost  Incurred 
Educational  Institutions-Cost  Incun'ed  by  State/Local 
Governments 
COST  MONITORING 
Audit  Report-Joint  Review/Cost  Monitoring 
Contract  Audit  Role  in  Joint  Review/Cost  Monitoring 
Cost  Monitoring 

Cost  Monitoring  Program/Joint  Review 
Cost  Monitoring  Responsibilities 
Cost  Monitoring  Specialist 
Cost  Monitoring  Specialist  Function 
Formal  Cost  Monitoring  Program  Criteria 
COST  OBJECTIVE 
Cost  Objective-FAR  Definition 
Final  Cost  Objective-FAR  Definition 
COST  PRINCIPLES 
AID  Contract-Cost  Principles/Procedures 
Applicable  Cost  Principles-Termination 
Application  of  Cost  Principles-Commercial  Organization 
Contract  Cost  Principles  &  Procedures 
Contract  Cost  Principles  &  Procedures-Section  XV 
Cost  Principles  Applicable  to  Environmental  Costs 
Cost  Principles-Construction/A-E  Contracts 
Cost  Principles-Contracts  with  Commercial  Oiganization 
Cost  Principles-Contracts  with  Educational  Institutions 
Cost  Principles-Contracts  with  Indian  Tribal  Government 
Cost  Principles-Contracts  with  Nonprofit  Organization 
Cost  Principles-Contracts  with  State/Local  Government 
Cost  Principles-Facilities  Contract 
Cost  Principles-Grants/Contracts  w/Indian  Tribal  Government 
Cost  Principles-Grants/Contracts  w/State/Local  Government 
Cost  Principles-State/Local 
Cost  Principles/Procedures-NASA 
Definition  in  FAR  Cost  Principles 
DFARS  Contract  Cost  Principles  and  Procedures 
Educational  Institution  Cost  Principles 
Educational  Institutions-Cost  Principles  (0MB  Circular  A-21) 
Employee  Assignment  not  Covered  by  the  Relocation  Cost 
Principles 

FAR  Contract  Cost  Principles  and  Procedures 
FAR  Cost  Principles  Assessment 
FAR  Cost  Principles-Facilities  Contracts 
Index-FAR/DAR/DFARS  Cost  Principles 
Nonprofit  Organization-Cost  Principles 


CAM 

7-  305.  2 

DAP 

DIIS  (APPAYCOS) 

CAM 

13-Sl  C.6 

DFR 

242.7004(c) 

DFR 

242.7003-2 

CAM 

15-  700 

OAG 

1040.2 

CAM 

15-  700 

CAM 

15-  700 

DFR 

242.7003,7004 

CAM 

15-  700 

CAM 

A300  31.001 

CAM 

A300  31.  001 

CAM 

13-  310 

CAM 

12-  104 

CAM 

A300  31.  204 

CAM 

AOOO 

CAM 

A200 

CAM 

7-1920.  3 

CAM 

A300  31.  105 

CAM 

A300  31.  2 

CAM 

A300  31.  302 

CAM 

A300  31.  602 

CAM 

A300  31.  7 

CAM 

A300  31.  j02 

CAM 

A300  31.  106-  1 

CAM 

A300  31.  6 

CAM 

A300  31.  6 

OM’' 

A- 87 

CAM 

15-  106.  1 

CAM 

A300  31.001 

CAM 

A400 

OMB 

A- 21 

CAM 

13-Sl 

CAM 

7-1004.  4 

CAM 

A300 

DAP 

DIIS  (FAR-COST) 

CAM 

6-  607.  3 

CAM 

AlOO 

OMB 

A-122 

DCAA  Contract  Audit  Manual 


52 

COST  PRINCIPLES/COVER  SHEET 


January  1995 


KEY>VORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


0MB  Circular  A- 122  Cost  Principles-Audits  of  Nonprofit 
Organization 

0MB  Circular  A-21,  Cost  Principles  for  Education  Institution 
OMB- Circular  A'21,  Cost  Principles  for  Education  Institution 
COST  SUBMISSION 

Preparation  of  Indirect/Other  Direct  Cost  Submission 
COST  SUBMISSIONS 

Cost  Submissions-Preparation  of  Subcontractor 
Incurred  Cost  Submissions 
Incurred  Cost  Submissions 
COST  TYPE 

Audit  of  Small  Cost-Type  Contracts  at  Remote  Defense 
Installations 

Auditing  Cost-Type  Contracts-Termination 
Authority  to  Certify  Payment-Cost-Type  Contracts 
Cost-Type  Subcontract-Termination 
Credit/Refund  on  Cost-Type  Contracts 
DCAA  Authority  to  Approve  Payment-Cost-Type  Contracts 
DCAA  Form  1 -Cost-Type  Suspended/Disapproved/Appeal 
Final  Audit  Report  for  Cost-Type  Contracts-Termination 
Limitation  of  Cost  Clause  (Cost-Type/ 

Limitation  of  Cost  Clause  (Cost-Type) 

Limitation  of  Fund  Clause  (Cost-Tyt^) 

Offset  of  Cost-Type  Voucher  Deductions 
Offset  of  Cost-Type  Voucher  Deductions-Forro-1 
COSTING 

Acceptability  of  ACRS  for  Contract  Costing 
Costing  &  Reporting-Material  Requirements 
Costing  of  Purchase  Before  Usage 
Determination  of  Special  Facilities  Costing  Rate 
EDP-Job  Costing  &  Billing  Formula  Review  Guide 
Review  of  Other  Labor  Costing  Systems 
COUNCILS 

Private  Industry  Councils  (PIC) 

COUNSEL 

Advisory  Audit  Counsel  in  the  Negotiation  Conference 
Counsel  on  Advisory  Audit  Report-PLA 
DCAA  Relationship  with  Government  Legal  Counsel/Boards  of 
Review 

Limitation  of  Audit  Counsel-Negotiation  Conference 
Nature  of  Audit  Counsel-Negotiation  Conference 
COVER  SHEET 
Audit  Report  Cover  Sheet 

Sample  Cover  Sheet  for  Audit  Report  of  a  Subcontract 
Proposal 

Sample  Cover  Sheet  for  Audit  Report  of  Prime  Contract 
Proposal 
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COVER  SHEET/CREDIT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Sample  Cover  Sheet  for  Audit  Report  on  Subcontract  Incurred 
Cost 

.CPA  Certified  Pubiic  Accountants) 

.CPA  (See  alM  AICPA) 

CPA 

Accounts  Receivable  Confirmation  Request/CPA  Firms 

.CPAF  Cost  Plus  Award  Fee  Type  Contract 

CPAF 

CPAF  Contract  Type 

CPAF  Contract  Type 

CPAF  Contract  Type 

.CPE  Computer  Performance  Evaluation 

.CPFF  Cost  Pius  Fixed  Fee  Type  Contract 

CPFF 

CPFF  Contract  Type  Clause 

.CPIF  Cost  Plus  Incentive  Fee  Type  Contract 

CPIF 

CPIF  Contract  Type  Clause 
.CPPC  Cost-PIus-A-Percentage>Of*Cost 
.CPR  Cost  Performance  Report(s)/in8 
CPR 

Cost  Performance  Report  (CPR) 

CSCSC-Reconciliation  of  CPR/CIR/CFSR  Data 
.CPSR  Contractor  Purchasing  System  Review 
CPSR 

Auditor  Participation  on  CPSR  Teams 
Contractor  Purchasing  System  Review  (CPSR) 

Effect  of  CPSR  on  Performance  of  Functional  Audits 
Purchasing/Subcontracting  System  Reviews  (CPSR) 

.CPU  Central  Processing  Unit  (EDP) 

.CRAG  Contractor  Risk  Assessment  Guide 
CRAG 

Contractor  Risk  Assessment  Gjide  (CRAG) 

Contractor  Risk  Assessment  Cuive-fCRAG) 

CREDIT 

Assignment  of  Credit/Refund/Rebates 
Audit  of  Incurred  Other  Direct  Cost/Credit 
Credit  Due  Government  When  Assets  Written  Up  Under 
Purchase  Method 

Credit  for  Change  in  Inventory  Methods-Most  Favored 
Customer  Clause 
Credit-Commercial  Organization 
Credit/Refund  on  Cost-Type  Contracts 
DHHS  Information  on  Letter  of  Credit-Educational 
Institutions 

Educational  Institutions-Applicable  Credit 


CAM  10-  2Fig.lO-2.2(b) 


CAM  4-  203 
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FAR  16.  404-2 
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CREDIT/CSRS 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Educational  Institutions-Employee  Morale/HealthAVelfare 
Costs/Credit 

Employee  Morale  Cost  &  Credit 
Investment  Tax  Credit 
Miscellaneous  Income  &  Credit  Adjustments 
Processing  Adjustments  for  Credit  &  Refund 
Reviewing  Disposal/Other  Credit-Termination 
.Credits  (See  also  Gain,  Income) 

.Criteria-^ost/Schedule  Control  System  (See  CSCSC) 
.CrosS'ServIcing  (See  Non-DoD) 

CROSS  SERVICING 

Cross  Servicing  Agreement-List  of  Non-DoD  Agencies 
Cross  Servicin^Cognizant  Audit  Agency  Policy 
Cross-Servicing  Agreement 
.CSCSC  Cost/&hedule  Control  System  Criteria 
.CSCSC  (See  also  PS&C) 

CSCSC 

Audit  Working  Papers  &  Report-CSCSC  Surveillance 

Contract  Performance  Measurement-CSCSC 

CSCSC  Demonstration  Reviews 

CSCSC  Demonstration  Reviews-Reporting  Results  of  Audit 

CSCSC  Evaluation  Reviews 

CSCSC  Joint  Surveillance  Guide 

CSCSC  Review 

CSCSC  Subsequent  Application  Review 
CSCSC  Surveillance  Plan  Outline 
CSCSC  Surveillance  Responsibilities-DCAA  Office 
CSCSC  Surveillance  Review 

CSCSC  Surveillance  Review-Consideration  of  Other  System 
Deficiencie 

CSCSC  Surveillance  Reviews-Denial  of  Access  to  Records 

CSCSC  Surveillance  Reviews-Oral  Advice/Memorandum 

CSCSC  Surveillance  Reviews-Reporting  Results  of  Audit 

CSCSC-Contract  Change 

CSCSC-ETC 

CSCSC-lndirect  Expenses 

CSCSC-Reconciliation  of  CPR/CIR/CFSR  Data 

CSCSC-Surveillance  of  Subcontractor 

CSCSC-Variance  Analyses 

CSCSC-Verification  of  BCWS,  BCWP,  and  ACWP 

CSRS 

Audit  Coordination-CSRs 

Audit  Findings-CSRs 

Audit  Objectives-CSRs 

Audit  Policv-CSRs 

Audit  Rep<  rt-CSRs 

Compensation  System  Reviews  (CSRs) 


CAM 

13-Sl  J.14 

CAM 

A300  31.  205' 

CAM 

7-410 

CAM 

9-  703.15 

CAM 

6-  203.  2 

CAM 

12-311 

CAM 

1- 

303f 

OMB 

A* 

73 

CAM 

1- 

303b 

CAM 

11 

■209 

CAM 

11 

-202 

CAM 

11 

202.  3 

CAM 

11 

-  209.  1 

CAM 

11 

202.  2 

PAM 

46 

CAM 

11 

-200 

CAM 

11 

202.  4 

PAM 

46,App.D 

PAM 

46 

pg.3-7 

CAM 

11 

202.  5 

CAM 

11 

204 

CAM 

11 

209.  2f 

CAM 

11 

209.  2b 

CAM 

11 

209.2 

CAM 

11 

206 

CAM 

11 

207.  2 

CAM 

11 

207.  3 

CAM 

11 

207 

CAM 

11 

208 

CAM 

11 

207.  1 

CAM 

11 

205 

CAM 

5- 

803.  3 

CAM 

5- 

810 

CAM 

5- 

804 

CAM 

5- 

803 

CAM 

5- 

811 

CAM 

5- 

800 

DCAA  Contract  Audit  Manual 


January.  1995 


55 

CSRS/CURVE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Compliance  with  FAR  31.20S-6(c),  Labor-Management 
Agreement-CSRs 

Description  of  a  Compensation  System-CSRs 
Eval.  of  Reasonableness-Nonunion  Compensation(CSRs)-FAR 
31.205-6(b) 

Internal  Audit  of  Compensation  System-CSRs 
Performance-Based  Pay  Plan  Including  Bonuses-CSRs 
Review  of  Employee  Benefits  Programs-CSRs 
Review  of  Executive  Compensation  System  Reviews-CSRs 
Review  of  External  Equity  or  Competitiveness-CSRs 
Review  of  Internal  Equity  or  Consistency-CSRs 
Review  of  Merit  Pay  Programs-CSRs 
Review  of  Organization  and  Assignment  of 
Responsibility-CSRs 

Review  of  Policies  and  Procedures-CSRs 
Review  of  Wage  and  Salary  Structures-CSRs 
Scope  of  Audit-CSRs 
System  Deficiencies-CSRs 

.CSSR  Cost/Schcdule  Status  Report  (See  CSCSC) 

.CSSR  Cost/Schedule  Status  Report(s)/ing 
CSSR 

CSSR-Audit  Objectives/Procedures 

CTR 

Audits  of  Contractor  Computer  Equipment  (EDP)-Technical 
Service  Ctr 
CUMULATIVE 

Cumulative  Average  Improvement  Curve  Example 
Cumulative  Average  Theory-Improvement  Curve 
Improvement  Curve  Table/Cumulative  Average  Curve  Theory 
Unit  &  Cumulative  Average  Curve  Theory  of  Improvement 
Curve 
CURRENT 

Certificate  of  Current  Cost/Pricing  Data 
Certification-Current  Cost  or  Pricing  Data 
Current  File  Working  Papers 
Current  Nature  of  the  Labor  Cost  Data 
Justification-Immed.  Computer  Programming  Cost  Charging 
Current  Opns 

Salary  &  Wage  for  Current  Service 
CURVE 

Actual/Theoretical  Cost-First  Unit-Improvement  Curve 
Application  of  Improvement  Curve  Techniques 
Characteristics  of  Improvement  Curve 
Coefficient  of  Determination-Improvement  Curve 
Comparison  of  Improvement  Curve  Theory 
Comparison  of  Improvement  Curve-Different  Slope 
Computer  Programs/Lot  Data-Improvement  Curve 
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CURVE/CURVE 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Construction  of  Parallel  Lines-Improvement  Curve 
Cost  Reduction-Improvement  Curve  (Example) 

Cumulative  Average  Improvement  Curve  Example 

Cumulative  Average  Theory-Improvement  Curve 

Description  of  Improvement  Curve 

Determining  Slope  of  a  Trend  Line-Improvement  Curve 

E-Z  Quant  Computer  Program-Improvement  Curve 

Effect  of  Production  Break-Improvement  Curve 

Effect  of  Retained  Learning-Improvement  Curve 

Engineering  &  Other  Major  Change-Improvement  Curve 

Engineering  Change-All  Other  Component-Improvement  Curve 

Engineering  Change-Component  A-Improvement  Curve 

Engineering  Change-Improvement  Curve  Example 

Factors  Which  Affect  Improvement  Curve 

First  Lot  Midpoint/Unit  Improvement  Curve  Theory 

Fitting  an  Improvement  Curve  to  Data 

Fitting  Improvement  Curve  to  Lot  Data 

Graphical  Projection-Improvement  Curve 

Improvement  Curve  Analysis  Techniques 

Improvement  Curve  Application  Procedures  -  E-Z-Quant 

Improvement  Curve  Example  on  Arithmetic  Paper 

Improvement  Curve  Example  on  Logarithmic  Paper 

Improvement  Curve  Reference  Data  (Glossary) 

Improvement  Curve  Table/Cumulative  Average  Curve  Theory 

Improvement  Curve  Table/Cumulative  Average  Curve  Theory 

Improvement  Curve  Table/Unit  Curve  Theory 

Improvement  Curve  Table/Unit  Curve  Theory 

ImprovemeJ’t  Curve  Techniques 

Improvement  Curve  Techniques  in  Contract  Audit 

Improvement  Curve  Theory 

Improvement  Curve-Production  Planning  &  Control 

Improvement  Curve-Reduction  in  Cost  Level 

Improvement  Curve-Various  Slope-Logarithmic  Paper 

Interruptions  in  Production-Improvement  Curve 

Length  of  Production  Run-Improvement  Curve 

Lot  Average  Cost-Improvement  Curve 

Lot  Midpoint  by  Rule-Of-Thumb-Improvement  Curve 

Lot  Midpoint  From  Table-Improvement  Curve 

Material  Cost  Improvement  Curve 

Measuring  Retained  Prior  Improvement-Improvement  Curve 

Other  Variations  in  Rate  of  Improvement  Curve  &  Cost  Level 

Preliminary  Evaluations  of  Improvement  Curve 

Production  Labor  Improvement  Curve  Patterns 

Selection  of  a  Improvement  Curve 

Slope  of  an  Improvement  Curve 

Table  for  Curve  A,  B,  &  C 
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CURVE/DATA  RIGHTS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Time  Series  Curve-Plot  Curvilinear  Data 
Types  of  Improvement  Curve 
Typical  Improvement  Curve 

Unit  &  Cumulative  Average  Curve  Theory  of  Improvement 
Curve 

Unit  &  Cumulative  Average  Curve  Theory  of  Improvement 
Curve 

Unit  Curve  Theory-Improvement  Curve 

Unit  Curve  Theory-Improvement  Curve 

Unit  Theory-Improvement  Curve 

Unit  Theory-Improvement  Curve  Example 

Use  of  Equivalent  Unit-Improvement  Curve 

Use  of  Improvement  Curve  Factors 

Use  with  Other  Analysis  Methods-Improvement  Curve 

Variations  in  Rate  of  Production-Improvement  Curve 

Vertical  Position  &  Slope-Improvement  Curve 

Vertical  Position  of  Improvement  Curve 

CURVILINEAR 

Curvilinear  Regression  Analysis 

Time  Series  Curve-Plot  Curvilinear  Data 

CUSTOMER 

Credit  for  Change  in  Inventory  Methods-Most  Favored 
Customer  Clause 

Responsiveness  to  the  Customer  in  the  Audit  Report 

.DAR  Defense  Acquisition  Regulation 

DAR 

Conversion  Guide  for  DAR  Section  XV  Part  2 
Index-FAR/DAR/DFARS  Cost  Principles 
.DAS  Defense  Audit  Service 

data  base 

CAD/CAM-Sin^e  Data  Base 

Interactive  (Online/Data  Basc)-EDPS  Processing  Modes 

.Data  Processing-Electronic  also  EDP) 

DATA  PROCESSING 

Description  of  Electronic  Data  Processing  Systems 
Electronic  Data  Processing  Systems 
Use  of  Electronic  Data  Processing  Equipment  for  Stratification 
Use  of  Electronic  Data  Processing  Equipment  to  Assist  Sample 
Se!A?ion 

DATA  RETRIEVAL 

Datatrak  (Version  II)  Data  Retrieval  Program,  DCAA 
DCAA  Data  Retrieval  on  Contractor  EDP  (DATATRAK) 
Overview  of  Generalized  Data  Retrieval  Software 
DATA  RIGHTS 

Data  Rights-Agreed-Upon  Procedures 
Data  Rights-Disclaimer  of  Opinion 
Evaluation  of  Data  Rights  Proposal 
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DATA  SHEET/DEFECTIVE  PRICING 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


DATA  SHEET 

Audit  Report  Data  Sheet 

Data  Sheet  for  Pricing  Proposal  Audit  Report 

Data  Sheet-Price  Proposal  Audit  Report 

DATATRAK 

Datatrak  (Version  II)  Data  Retrieval  Program,  DCAA 
DCAA  Data  Retrieval  on  Contractor  EDP  (DATATRAK) 
.DCAI- Defense  Contract  Audit  Institute 
.DCAS  Defense  Contract  Administration  Service(s) 
DEACTIVATION 

Activation/Deactivation  of  DCAA  Offices 

DEBARMENT 

Suspension/Debarment  Proceeding  Cost 
DECISIONS 

Audit  Disclosure-Make-or-Buy  Decisions 

Contracting  Officer  Decisions-Contract  Disputes  Act 

Make-or-Buy  Decisions 

Material  Make  or  Buy  Decisions 

Review  of  Management  Decisions 

DECLINING 

Controlling  Indirect  Cost-Declining  Business  Volume 

Depreciation-Declining  Balance  Method 

DECREMENTS 

Subcontract  Decrements 

DEDUCTIONS 

Deductions  of  Form-1  on  Public  Voucher  for 
Suspension/Disapprovals 
Limitation  on  Deductions-Assigned  Contracts 
Offset  of  Cost-Type  Voucher  Deductions 
Offset  of  Cost-Type  Voucher  Deductions-Form-l 
Unclaimed  Savings  Bond  Payroll  Deductions 
DEFECT 

Defect  Prevention  Program-Nonconforming  Material 
Vendor-Responsible  Nonconforming  Material  Defect 
Warranty/Correction  of  Defect  Costs 
.Defective  Pricing  (See  also  Postaward) 

DEFECTIVE  PRICING 

Addressing/Distributing  Report-Defective  Pricing 

Appendix-Defective  Pricing 

Audit  Program  for  Defective  Pricing  Audits 

Charging  Interest-Defective  Pricing 

DCAA  Defective  Pricing  Program 

Defective  Pricing  Clause 

Defective  Pricing  Clause 

Defective  Pricing  from  CAS  Noncompliance 

Defective  Pricing  Indicators 

Defective  Pricing  Requirements/Program  Plan 


CAM  10-213 
CAM  10-  3Fig.  10-3-1 
CAM  10-  305 

PAM  89 
CAM  4-  504.  3 


REG  5005.1 

CAM  A300  31.  205-47 

CAM  3-S104 
CAM  15-  502 
CAM  9-  405 
CAM  6-  309 
OAG  1030.7 

CAM  3-SllO.  1 
CAM  7-  406.  3 

CAM  9-  404.  6 

CAM  6-  907 

CAM  6-  203.  2c 
CAM  6-  203.  2c 
CAM  6-  907b 
CAM  6-  203.  4a 

OAG  12,030.302 
OAG  12,030.404 
CAM  7-1600 


CAM  10-  604 
CAM  10-  607 
CAM  14-  114 
CAM  14-  124 
CAM  14- 102 
F.AR  52.  214-27 
FAR  52.  215-22,23 
CAM  14-  120.  2 
CAM  14-  117 
CAM  14-  113 
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DEFECTIVE  PRICING/DEFICIENT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Defective  Pricing  Sweeps 
Defective  Pricing-Subcontract  Audit  Procedures 
Exhibit/Schedule-Defective  Pricing 
Format/Content  of  Report-Defective  Pricing 
Interface  with  GAO-Defective  Pricing  Audits 
Materiality  of  Defective  Pricing  Findings 
Nature/Timing  of  Report-Defective  Pricing 
Overpayment  on  Progress  Billings  due  to  Subcontract  Defective 
Pricing 

Postaward  Reviews  of  Cost/Pricing  Data  for  Possible  Defective 
Pricing 

Report  Narrative-Defective  Pricing 
Resolution  of  Defective  Pricing  Audit  Findings 
Systemic  Defective  Pricing  Issues  (Non-CAS) 

Third  Party  Confirmation  in  Defective  Pricing  Audits 
Treasury  Rate-Defective  Pricing  Interest 
Treatment  of  Offset  in  Defective  Pricing 
DEFERRED 

Audit  Program-CAS  415  Accounting  for  Cost  of  Deferred 
Compensation 

CAS  415-Accounting  for  Cost  of  Deferred  Compensation 

Deferred  Compensation 

Deferred  IR&D  Cost 

Deferred  IR&D/B&P 

Deferred  IR&D/B&P 

Deferred  Payment  of  Form- 1  on  Contract  Debts 
Deferred  Research  and  Development  Act 
DEFICIENCIE 

CSCSC  Surveillance  Review-Consideration  of  Other  System 
Deficiencie 
DEFICIENCIES 

Costs  of  Correcting  Quality  Control  Program  Deficiencies 
Costs  of  Correction  of  Internal  Control  Deficiencies 
Deficiencies  in  Specific  Cost  Estimates 
Flash  Reporting-Outline  of  a  Report  on  Estimating  System 
Deficiencies 

Indicators  of  Potentially  Significant  Estimating 
Deficiencies-ESS 

Outline  of  Report  on  Estimating  Deficiencies  Disclosed-Price 
Proposal 

Outstanding  Estimating  Deficiencies-Audit  Report  Appendix 
Resolution  of  System  Deficiencies  at  Maintenance  Depot-CAM 
14-600 

System  Deficiencies-CSRs 
DEFICIENT 

Deficient/Denial  of  Access  to  Cost/Pricing  Data 


CAM  14-  120.  4 
CAM  14-119 
CAM  10-  606 
CAM  10-  603 
CAM  1-  206 
CAM  14-  120.  1 
CAM  10-  602 
MRD  04/14/94  OPD052 

CAM  4-  304.  3 

CAM  10-  605 
CAM  14-125 
CAM  14-  120.  3 
CAM  14-  120.  6 
CAM  14-  124c.(4) 

CAM  14-  118 

DAP  DIIS  (APCAS415) 

CAM  8-415 
CAM  A300  31.  205-  6 
CAM  A300  31.  205-18 
CAM  7-1502 
CAM  7-1502 
CAM  6-  907a 
CAM  A300  31.  205-48 

CAM  11-204 


CAM  7-1909.  1 
CAM  7-1909 
CAM  9-310 
CAM  10-  4S2 

CAM  5-1204.  2 

CAM  10-  4S2 

CAM  10-  307.  2 
MRD  02/19/93  OPD028 

CAM  5-  802.  2 

CAM  9-  205 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


DEFINED 

Defined  Benefit  Pension  Plan 
Defined  Benefit  Pension  Plan 
Defined  Contribution  Pension  Plan 
Defined  Contribution  Pension  Plan 
WRAP  Defined 
DEFINITION 

Accumulating  of  Cost-FAR  Definition 

Acronyms/Abbreviations/Terms/Definition  Used  in  CAM 

Actual  Cost-FAR  Definition 

Allocate-FAR  Definition 

Cost  Objective-FAR  Definition 

Cost  or  Pricing  Data  Definition  (Certified) 

Definition  in  FAR  Cost  Principles 

Definition  of  Allocability-Commercial  Organization 

Definition  of  an  ACMS 

Definition  of  Foreign  Military  Sale  (FMS) 

Definition  of  Other  Direct  Cost 

Definition  of  Parametric  Cost  Estimating 

Definition  of  Public  Relations/ Advertising 

Definition  of  Reasonableness-Commercial  Organization 

Definition  of  Terms-Indirect  Cost 

Definition  of  Warranty  Costs/ Accounting  for  Such  Costs 

Definition-Pricing-FAR 

Definition/Regulation-Costs  of  Post-retirement  Benefits 
Direct  Associated  Cost-FAR  Definition 
Estimating  Cost-FAR  Definition 
Facilities  Contract-Definition 
Final  Cost  Objective-FAR  Definition 
Glossary  of  Acronyms  and  Definition-Economic 
Government  Property-Definition 
Indirect  Cost  Pools-FAR  Definition 
Nonprofit  Organization-Definition  of 
Pension  Costs-Definition/Terms 
Profit  Center-FAR  Definition 
Proposal-FAR  Definition 
Terms/Definition-Joint  Ventures/Teaming 
Arrangements/SBU/Subsidiary 
Terms/Definition-Partnership/Cooperative  Research 
Consortium 

Work  Sampling  Definition 
DEUY 

Adjustments  to  Eichleay  Method  Delay/Disruption  Submission 
Allegheny  Method  Delay/Disruption  Submission 
Alternative  Method  to  Eichleay  Delay/Disruption  Submission 
Audit  Program-Delay/Disruption  Submission 


PAM 

79,pg.3 

CAM 

A300  31. 

205- 

6 

PAM 

79,pg.2 

CAM 

A300  31. 

205- 

6 

CAM 

3-  402 

CAM 

A300  31. 

001 

CAM 

0-008 

CAM 

A300  31. 

001 

CAM 

A300  31. 

001 

CAM 

A300  31., 

001 

CAM 

9-202 

CAM 

A300  31. 

001 

CAM 

A300  31. 

201- 

4 

CAM 

14-  805 

CAM 

7-1307.  2 

CAM 

9-602 

CAM 

9-1002.  1 

CAM 

7-1202.  1 

CAM 

A300  31. 

201- 

3 

CAM 

6-  702 

CAM 

7-1603 

CAM 

A300  31. 

001 

CAM 

7-  609.  1 

CAM 

A300  31. 

001 

CAM 

A300  31. 

001 

FAR- 

45.  301 

CAM 

A300  31. 

001 

PAM  74,Pg.69-72 
FAR  45.  101 
CAM  A300  31.  001 
CAM  13-  803 
CAM  7-  602 
CAM  A300  31.  001 
CAM  A300  31.  001 
CAM  7-1802 

CAM  7-1802 

CAM  I-  103 

CAM  12-  805 
CAM  12-  807.  1 
CAM  12-  807 
DAP  DIIS  (APDELAY) 


DCAA  Contract  Audit  Manual 


January  1995 


61 

DELAY/DEPARTURES 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Auditing  Delay/Disruption  Claim 
Auditing  Delay/Disruption  Submission 
Burden  Ructuation  Method  Delay/Disruption  Submission 
EfTect  of  Delay  in  Union  Contract  Execution 
Eichleay  Method  Delay/Disruption  Submission 
Explanations  of  Delay  in  Submission  of  Response  to  GAO 
Report 

Simulation  Method  Delay/Disruption  Submission 
Total  Cost  Method  Delay/Disruption  Submission 
DELEGATION 

Delegation  of  Signatory  Authority-Audit  Report 
Delegation  of  Signatory  Authority-Public  Voucher 

DELIVERED 

Procedure  Where  Contract  Specifies  a  Completion  or  Delivered 
Product 
DEMANDS 

Documents  Obtained  Under  IG/Grand  Jury  Subpoena  &  Civil 
Invest  Demands 
DEMONSTRATION 

Audit  Objectives/Procedures  During  Evaluation/Demonstration 
Reviews 

CSCSC  Demonstration  Reviews 

CSCSC  Demonstration  Reviews-Reporting  Results  of  Audit 

DENIAL 

Access  to  Records-Resolution  of  Contractor  Denial 
CSCSC  Surveillance  Reviews-Denial  of  Access  to  Records 
Deficient/Denial  of  Access  to  Cost/Pricing  Data 
Denial  of  Access  to  Records-Impact  of  Contractor  Denial 
Denial  of  Access  to  Records-Impact  of  Contractor  Denial 
DENIES 

Procedures  if  Contractor  Denies  Access  to  Records 
DEPARTMENT 

Educational  Institutions-Department  Administration  Expense 
Supplement-Address  List  for  Department  of  Transportation 
Supplemental  Requirements-Department  of  Agriculture 
Supplemental  Requirements-Department  of  Commerce 
Supplemental  Requirements-Department  of  Energy 
Supplemental  Requirements-Department  of  Health/Human 
Service 

Supplemental  Requirements-Department  of  Interior 
Supplemental  Requirements-Department  of  Labor 
Supplemental  Requirements-Department  of  the  Treasury 
Supplemental  Requirements-Department  of  Transportation 
DEPARTURES 

Identification  of  Departures  from  Historical  Cost  Patterns 


CAM  12-  000 
CAM  12-  800 
CAM  12-  807.  3 
CAM  7-1919.  4 
CAM  12-  804 
CAM  1-  204.  4 

CAM  12-  807.  2 
CAM  12-  807.  4 

REG  5600.1 
REG  5600.2 

CAM  6-  202.  3 


CAM  4-  702.  7 


CAM  11-203 

CAM  11-  202.  3 
CAM  11-  209.  1 

CAM  1-  504.  5 
CAM  11-  209.  2f 
CAM  9-  205 
CAM  1-  504.  6 
CAM  1-  504.  6 

CAM  1-  504.  4 

CAM  13-Sl  F.4 
CAM  15-  1S5 
CAM  15-108 
CAM  15-  109 
CAM  15-  no 
CAM  15-111 

CAM  15-  112 
CAM  15-  113 
CAM  15-  115 
CAM  15-114 

CAM  E-  402 
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DE?OT/DEPRECIATION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


DEPOT 

Audit  Coordinator  for  Government  Operated  Depot-CAM  14- 
600 

Audits  at  Government  Operated  Depot-CAM  14-600 
Resolution  of  System  Deficiencies  at  Maintenance  Depot-CAM 
14-600 

DEPRECIABLE 

Gain/Loss  on  Disposition  of  Depreciable  Property 

DEPRECIATION 

Additional  First-Year  Depreciation  IRS  Code  Section  179 
Allocation  of  Depreciation 
Asset  Depreciation  Range  (ADR)  Guidelines 
Audit  Program-CAS  409  Depreciation  of  Tangible  Capital 
Assets 

Bulletin-F  Asset  Depreciation  Guidelines 

CAS  409-Depreciation  of  Tangible  Capital  Assets 

Consistency  in  Depreciation  Method 

Contract  Provisions  on  Depreciation  Cost 

Conventions  for  Depreciation  of  Vintage  Accounts 

Depreciation 

Depreciation 

Depreciation  Charged  to  Government  Contracts 
Depreciation  Cost 

Depreciation  for  Commercial  vs  Government  Work 
Depreciation  Methods 

Depreciation  Methods  under  Class  Life  ADR  System 
Depreciation  of  Capitalized  Leased  Property 
Depreciation  on  Assets  Acquired  from  the  Government 
Depreciation  on  Fully  Depreciated  Assets-Usage  Charge 
Depreciation  on  Idle  Facilities/Capacity 
Depreciation  on  Intracompany  Transfer  of  Assets 
Depreciation  under  Novation  Agreement 
Depreciation-Applicability  of  FAR/CAS 
Depreciation-Declining  Balance  Method 
Depreciation-General  Principles 
Depreciation-Other  Methods 

Depreciation-Review  of  Contractor  Schedule-M/IRS  Report 
Depreciation-Straight-Line  Method 
Depreciation-Sum  of  the  Years  Digit  Method 
Depreciation/Amortization  of  Leasehold  Improvements 
Depreciation/Rental  Charges  -Government  Property 
Depreciation/Use  Allowances-Educational  Institutions 
Educational  Institutions-Depreciation/Use  Allowances 
Educational  Institutions-Depreciation/Use  Allowances 
Emergency  Facilities  Depreciation  Board 
Estimated  Useful  Life  for  Depreciation 


MRD 

05/25/93  OPD104 

MRD 

05/25/93  OPD102 

MRD 

02/19/93  OPD028 
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7 
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7 
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7 
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CAM 
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DEPRECIATION/DFARS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Relationship  Between  FAR  &  IRS  Rule-Depreciation 
Revenue  Procedure  62>21  Asset  Depreciation  Guidelines 
Review  Techniques  for  Depreciation 
True/Normal  Depreciation 

DESCRIBING 

Describing  the  Sampling  Frame 
Describing  the  Universe 
DESERT  STORM 

Operation  Desert  Storm  Homecoming  Celebration  Expenses 

DESK  REVIEW 

Price  Proposal-Desk  Review 

DESTROYED 

Records  Destroyed  or  Not  in  Condition  for  Audit 
DETAIL 

Detail  Sampling  Plan  for  Variables 
DETECTING 

Auditor  Responsibilities-Detecting  Errors/Irreg./Abuse/lllegal 
Acts 

Detecting/Reporting/Monitoring  Suspected  Fraud/Other 
Irregularity 
DETECTION 

Prevention/Detection/Reporting  Fraud/Unlawful 
Activity/Improper  Practi 
.Development  &  Research  Cost  (See  IR&D) 

DEVELOPMENT 
Algorithm  Development 

Auditor  Role  During  System  Design/Development-EDP 
Billing  Algorithm-Rate  Development  Example 
CAS-WG  78-22-Development  of  Asset  Service  Life 
Contractor  Executive  Development  Programs 
Deferred  Research  and  Development  Act 
Development  Cost-IR&D 
Development  of  Findings  on  Labor  Costs 
EDP-System  Development  Review  Guide 
Employee  Training  &  Development  Program  Review  Guide 
Evaluation  of  Cost  Estimates  Development-ESS 
Planning/Development  Costs-Educational  Institutions 
Supplemental  Requirements-Agency  for  International 
Development 

Systems  Development/Documentation  Controls-EDP  General 
Controls 
DEVIATION 

Class  Deviation,  Special  Tooling 
DFARS 

Applicability  of  DFARS  15.811-ESS 
Applicability  of  DFARS  231.205-38(c)  to  Contract  Award  Prior 
to  12/88 


CAM  7-  402.  3 
CAM  7-  405.  2b 
CAM  7-  403 
CAM  A300  31.  205-11 

CAM  B-  209 
CAM  B-  208 

CAM  7-1917.  3 

CAM  9-  103.  3 

CAM  1-  505 

CAM  B-  205 

CAM  4-  702.  2 

REG  7640.15 


CAM  4-  700 


CAM  7-  102.  2 
CAM  C-  500 
CAM  7-  102.  5 
WGI  5990.22  CCH 
CAM  A300  31.  205-44 
CAM  A300  31.  205-48 
CAM  A300  31.  205-18 
CAM  6-  404.10 
OAG  14,020.403 
OAG  13,040.402 
CAM  5-1209 
CAM  13-  510.  3 
CAM  15-107 

CAM  C-  203.  2 
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DFARS/DIRECr  COST 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Basic  FAR/DFARS  Reference-Government  Property 
Change  in  the  DoD  FAR  Supplement  (DFARS) 

Contractor  Compliance  with  DFARS  242.72 
DFARS  239.73  Reviews 

DFARS  Contract  Cost  Principles  and  Procedures 
FAR/DFARS  Provisions 
Index-FAR/DAR/DFARS  Cost  Principles 
DHHS 

DHHS  Exhibit/Grants-Educational  Institutions 
DHHS  Information  on  Letter  of  Credit-Educational 
Institutions 

DHHS  Program-Report  Exhibit  A-Educational  Institutions 
DHHS  Report  Frequency/Distribution-Educational  Institutions 
Reporting  Under  DHHS  Programs-Educational  Institutions 
Sample  Audit  Report  Exhibit  A-DHHS  Grants-Educational 
Institutions 
DIAGRAM 

Appropriate  Graph  Paper  &  Scales-Scatter  Diagram 
Computer  Output  Microfilm  System  Flow  Diagram 
Correlation  &  the  Use  of  Scatter  Diagram 
Scatter  Diagram 

Terminology-Correlation/Scatter  Diagram 
Time  Relationship-Scatter  Diagram 
Use  &  Limitation  of  Scatter  Diagram 
DIFFERENTIAL 

Domestic  &  Foreign  Differential  Pay 

Domestic  and  Foreign  Tax  Differential  Allowance 

Real/Estimated  Cost  Differential-Special  Facilities 

DIRECT  CHARGES 

Audit  Approach  of  Other  Direct  Charges 

DIRECT  COST 

Accounting  Data-Other  Direct  Cost 
Analytical  Techniques-Other  Direct  Cost 
Application  of  Percentage/Conversion  Factors-Other  Direct 
Cost 

Audit  of  Direct  Cost-Educational  Institutions 
Audit  of  Incurred  Other  Direct  Cost/Credit 
Audit  Program-Indirect  and  Other  Direct  Cost  Control 
Basiv  . .  .ts  of  Direct  Cost-Educational  Institutions 
Definition  of  Other  Direct  Cost 
Direct  Cost-Agreement/Group  of  Agreement-Educational 
Institutions 

Direct  Cost-Commercial  Organization 

Educational  Institutions-Direct  Cost 

Effect  of  Changed  Conditions  on  Direct  Cost  and  Indirect  Cost 

Engineering-Other  Direct  Cost 

Evaluating  Other  Direct  Cost  Estimates 


CAM  14-  403.  1 
MRD  07/19/94  PADl  12 
CAM  5-  701 
CAM  C-  404 
CAM  A400 
CAM  14-  202 
CAM  A 100 

CAM  13-  703.  5 
CAM  13-  703.  2 

CAM  13-  703.4 
CAM  13-  703.  6 
CAM  13-  703 
CAM  13-  7Fig.  13-7-1 


CAM  E-  104.  4 
OAG  13,060.503 
CAM  E-  100 
CAM  E-  104 
CAM  E-  103 
CAM  E-  104.  5 
CAM  E-  104.  6 

CAMA300  31  205-6 
CAM  7-1921 
CAM  7-  305.  2 

CAM  6-  503 

CAM  9-  604.  3 
CAM  9-  604.  4 
CAM  9-  604.  1 

CAM  13-  400 
CAM  6-  500 
DAP  DIIS  (APINDR) 
CAM  13-  405 
CAM  9-  602 
CAM  13-  403 

CAM  A300  31.  202 
CAM  13-Sl  D 
CAM  6-  604.  1 
CAM  9-  605.  1 
CAM  9-  600 
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DIRECT  COST/DISAPPROVED 

KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Evaluation  Considerations/Techniques-Other  Direct  Cost 

Field  Service  Expense-Other  Direct  Cost 

Government-Furnished  Material-Other  Direct  Cost 

Indirect  and  Other  Direct  Cost  System  Review 

Indirect  Cost  Associated  with  Unpaid  Direct  Cost 

Indirect  vs  Direct  Cost  Classification 

Internal  Control  Matrix-Indirect  and  Other  Direct  Cost  Control 

Materiality-Direct  Cost 

Nonprofit  Organization-Direct  Cost  Activities 

Other  Areas  of  Indirect  Cost  and  Direct  Cost 

Packaging-  Other  Direct  Cost 

Preparation  of  Indirect/Other  Direct  Cost  Submission 

Preproduction  &  Start-up  Costs-Other  Direct  Cost 

Royalties  Cost  Estimates-Other  Direct  Cost 

Selected  Areas  of  Indirect  Cost  and  Direct  Cost 

Special  Tooling/Test  Equipment-Other  Direct  Cost 

Specific  Evaluation  Considerations-Other  Direct  Cost  Estimates 

Summary  of  Audit-Direct  Cost 

Travel  &  Subsistence-Other  Direct  Cost 

DIRECT  LABOR 

CAS  407-Standard  Costs  for  Direct  Material/Direct  Labor 
Evaluating  Direct  Labor  Cost  Estimates 
Evaluation  of  Estimated  Direct  Labor  Rate 
Personnel  Policies/Actions-Direct  Labor  Cost 
Time  Series  Chart  Example-Evaluation  of  Direct  Labor  Rate 
Use  of  Permanent  Audit  Files  in  Evaluation  of  Direct  Labor 
Rate 

DIRECTIVES 

Extracts  from  Procurement  Directives  on  Overhead  Settlement 
DIRECTLY 

Materiality-Directly  Associated  Cost 

DIRECTOR 

Board  of  Director  Minutes/Corporate  Minutes 

DIRECTORY 

Directory  of  DCAA  Offices 

DISALLOW 

Notice  of  Intent  to  Disallow  Costs 

.DISAO  Designated  Independent  Senior  Acquisition  Officer 

DISAPPROVALS 

Deductions  of  Form-1  on  Public  Voucher  for 
Suspension/Disapprovals 

Disappiovais-Followup  Action  on  Form-l  Suspension  & 
Guidance  for  Suspension/Disapprovals 

DISAPPROVED 

Claim-Contractor  Request  for  Reconsideration-Disapproved 
Costs  Form  1 

DCAA  Form  1 -Cost-Type  Suspended/Disapproved/Appeal 


CAM  9-  604 
CAM  9-  605.  5 
CAM  9-  604.  2 
CAM  5-1000 
MRD  12/20/93  PAD250 
CAM  9-311.  1 
DAP  DIIS  (ICM-INDR) 
CAM  A300  31.  202(b) 
0MB  A-122,ATCH.A 
CAM  7-1900 
CAM  9-  605.  3 
CAM  5-1008 
CAM  9-  605.  7 
CAM  9-  605.  6 
CAM  7-  000 
CAM  9-  605.  2 
CAM  9-  605 
CAM  10-  504.  4 
CAM  9-  605.  4 

CAM  8-  407 
CAM  9-  500 
CAM  9-  505 
CAM  9-  505.  7 
CAM  E-  4Fig.E-4-l 
CAM  9-  505.  5 


CAM  6-lOSl 
CAM  A300  31.20>-6 
CAM  3-  104.15 
PAM  5100.1 
FAR  42.  801 
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CAM  6-  902 
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DISAPPROVED/DISCLOSURE 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


i 

I 


{ 


Notice  of  Contract  Cost  Suspended/Disapproved 
Notice  of  Contract  Cost  Suspended/Disapproved 
Suspended/Disapproved  Costs  Under  Cost  Reimbursement 
Contracts 

DISCLAIMER 

Data  Rights-Disclaimer  of  Opinion 
Disclaimer  of  Opinion-Cost/Pricing  Data 
Sample  Format/Notification  of  Disclaimer  of  Opinion  on  Price 
Proposal 
DISCLOSURE 

Audit  Disclosure-Accounting  for  Material  Costs 
Audit  Disclosure-Contract  Financial  Management 
Audit  Disclosure-Handling  of  Spare  Parts  Purchase 
Audit  Disclosure-Indirect  Cost/Allocation  Methods 
Audit  Disclosurc-Intracompany  Transfer  of  Material 
Audit  Disclosure-Make*or-Buy  Decisions 
Audit  Disclosure-Management  of  Government-Furnished 
Property 

Audit  Disclosure-Preparation  of  Price  Proposal 
Audit  Disclosure-Production  Control  Procedures 
Audit  Disclosure-Proposal  Procedures/Controls 
Audit  Disclosure-Purchasing/Subcontracting  Practices 
Audit  Program-CAS  Disclosure  Statement  Adequacy 
Audit  Report-Initial  Adequacy  of  Disclosure  Statement 
Background  Information-Revised  Disclosure  Statements 
CAS-ACO  Letter  of  Disclosure  Statement  Adequacy 
CAS-Audit  Disclosure  Statements  for  Adequacy 
CAS-CAS/FAR  Disclosure  Statement  Compliance  Review 
CAS-Change  to  Disclosure  Statements/Established  Practices 
CAS-Disclosure  Statement  Requirements-Compliance  with  PL 
91-379 

CAS-Disclosure  Statement  Submission 
CAS-Proper  Filing  of  Disclosure  Statements 
CAS-WG  76-6-Disclosure  Statement 
CAS-WG  77-20-Withdraw  Determination  Adequacy  of 
Disclosure  Statement 

Circumstances  Affecting  Audit-Compliance  Revised  Disclosure 
Statements 

Concurrent  Adequacy/Compliance  Audits  of  Revised  Disclosure 
Statements 

Cost  Impact-Compliance  Revised  Disclosure  Statements 
Disclosure  of  Parametric  Estimating  Data 
Disposition  of  Audit  Result-Compliance  Revised  Disclosure 
Statements 

Illustrations  of  Contract  Audit  Disclosure 


CAM  6-  9Fig.6-9-l 
CAM  6-  9Fig.6-9-2 
CAM  6-  900 


CAM  9- 109 
CAM  9-  206 
CAM  9-  lFig.9-1-1 


CAM  3-S107 
CAM  3-S102 
CAM  3-S108 
CAM3-S110 
CAM  3-S106 
CAM  3-S104 
CAM  3.S111 

CAM  3.S103 
CAM  3-S109 
CAM  3-S103.  2 
CAM  3-SI05 
DAP  DllS  (APADEQ> 
CAM  10-  804 
CAM  10-  807.  4 
CAM  8-  209 
CAM  8-  200 
CAM  8-  303 
CAM  8-  303.  3 
CAM  8-  303.  1 

CAM  8-  103.  7 
CAM  8-  203 
WGI  5990.06  CCH 
WGl  5990.20  CCH 

CAM  10-  807.  2 

CAM  10-  807 

CAM  10-  807.  7 
CAM  9-1003.  1 
CAM  10-  807.  8 

CAM  3-SlO 
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DISCLOSURE/DISPOSITION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


Pro  Forma-Disclosure  Statement  Report  (adequacy  and 
compliance) 

Purpose/Scope-Compliance  Audits  of  Revised  Disclosure 
Statements 

Reporting  on  Disclosure  Statement  Adequacy-CAS 
Statement  of  Change-Compliance  Revised  Disclosure 
Statements 

Statement  of  Conditions/Recommendation-Revised  Disclosure 
Statements 

Submission  or  Disclosure  of  Cost/Pricing  Data 
Summary  of  Audit  Resuits-Compliance  Revised  Disclosure 
Statements 

System  Disclosure/Maintenance  Requirements-ESS 
Voluntary  Disclosure  Program 
DISCOUNTED 

Discounted  Cash  Flow  Methods  in  Capital  Investment  Proposal 
DISCOUNTS 

Manufacturer  Discounts  to  Educational  Institutions 
DISCUSSION 

CAS-Adequacy  Discussion  with  Contractor 
Conference/Discussion  with  Contractor  on  Audit  Plan  and 
Results 

Contract  Claim-Discussion  with  Contractor 
Discussion  with  Contractor-Government  Property 
Discussion-Audit  Results-Contractor/Govemment  People 
Noncompliance  Discussion  with  ACO  &  Contractor-CAS 
DISPOSAL 

Reviewing  Disposal/Other  Credit-Termination 
DISPOSITION 
Disposition  of  Audit  Report 
Disposition  of  Audit  Result-CAS  Initial  Adequacy 
Disposition  of  Audit  Resuit-Claim  Audit  Report 
Disposition  of  Audit  Result-Compliance  Revised  Disclosure 
Statements 

Disposition  of  Audit  Result-Cost  Impact  Statements 
Disposition  of  Audit  Result-Functional/Operationai  Report 
Disposition  of  Audit  Result-Indirect  Cost 
Disposition  of  Audit  Result-Termination  Audit  Report 
Disposition  of  Postaward  Audits 
Disposition  of  Refund  Paid  by  Check 
Disposition-CAS  Compliance  Audits 
Disposition-Test  Equipment 

Disposition/Audit  Results-Noncompliance  w/Disciosed/Est 
Prac/CAS/FAR 

Educational  Institutions-Gain/Loss  Disposition  of  Plant 
Equipment 

Gain/Loss  on  Asset  Disposition 


SOURCE/REFERENCE 

DAP  DIIS  (RPM91) 

CAM  10-  807.  1 

CAM  8-  208 
CAM  10-  807.  3 

CAM  10-  807.  6 

CAM  14-105 
CAM  10-  807.  5 

CAM  5-1202.  2 
CAM  4-  707 

CAM  14-  603.  4 

CAM  7-  306 

CAM  8-  207 
CAM  4-  300 

CAM  14-  207 
CAM  14-  407 
OAG  1040.1 
CAM  8-  302.  4 

CAM  12-311 

FAR  15.  808 
CAM  10-  804.  6 
CAM  10-1104.6 
CAM  10-  807.  8 

CAM  10-  808.  5 
CAM  10-  409 
CAM  10-  504.  5 
CAM  10-  703.  4 
FAR  15.  804-7(D) 

CAM  6-  203.  3 
CAM  10-  805.  4 
OAG  11,010.406 
CAM  10-  806.  6 

CAM  13-Sl  J.33 

CAM  7-  412 
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DISPOSITION/DISTRIBUTION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Gain/Loss  on  Disposition  of  Depreciable  Property 
DISPUTE 

Contract  Dispute  Act 
DISPUTES 

Contracting  Officer  Decisions-Contract  Disputes  Act 
Disputes  Clause 

Regional  Contract  Disputes  Coordinator-BCA  Cases 

DISRUPTION 

Adjustments  to  Eichleay  Method  Delay/Disruption  Submission 

Allegheny  Method  Delay/Disruption  Submission 

Alternative  Method  to  Eichleay  Delay/Disruption  Submission 

Audit  Program-Delay/Disruption  Submission 

Auditing  Delay/Disruption  Claim 

Auditing  Delay/Disruption  Submission 

Burden  Fluctuation  Method  Delay/Disruption  Submission 

Eichleay  Method  Delay/Disruption  Submission 

Simulation  Method  Delay/Disruption  Submission 

Total  Cost  Method  Delay/Disruption  Submission 

DIST 

Dist.  of  Audit  Report  on  Postaward  Review  for  Certain  DoD 
Contracts 

DISTRIBUTING 

Addressing/Distributing  Audit  Report  on  Price  Proposal  Audits 
Addressing/Distributing  Report-Defective  Pricing 
Distributing  Functional/Operation  Report 
DISTRIBUTION 

Audit  Followup-Army/Navy  Summary  Distribution  List 
Audit  Report  Distribution 
Audit  Report  Distribution  to  On-site  PLA 
Bases  for  Indirect  Cost  Distribution-Educational  Institutions 
CAC  Conference-Preparation/Distribution  of  Minutes 
DHHS  Report  Frequency/Distribution-Educational  Institutions 
Distribution  of  Advice  of  CAC  Case 
Distribution  of  CACS 
Distribution  of  DCAA  Form-1 
Distribution  of  Functional/Operational  Reports  on  NASA 
Contractors 

Distribution  of  Incurred  Cost  Audit  Report 

Distribution  of  Public  Voucher 

Distribution  of  Report-Cost  Impact  Statements 

Distribution  of  Report-Termination  Settlement 

Educational  Institutions-Criteria  for  Distribution-Indirect  Cost 

Educational  Institutions-Distribution  Base-Indirect  Cost 

Format/Content/Distribution  of  Audit  Report-Termination 

Labor  Distribution-Labor  Internal  Control 

Preparation  &  Distribution  of  Report 

Signature  Element/Sample  Distribution  List-Audit  Report 


CAM  A300  31.  205-16 

CAM  12-  504 

CAM  15-  502 
FAR  52.  233-1 
CAM  15-  505 

CAM  12-  805 
CAM  12-  807.  1 
CAM  12-  807 
DAP  DIIS  (APDELAY) 
CAM  12-  000 
CAM  12-  800 
CAM  12-  807.  3 
CAM  12-  804 
CAM  12-  807.2 
CAM  12-  807.  4 

CAM  10-  6S1 


CAM  10-  303 
CAM  10-  604 
CAM  10-411 

CAM  15-6S1 
CAM  10-211 
CAM  15-  308 
CAM  13-  511 
CAM  15-  209.  3 
CAM  13-  703.  6 
CAM  15-211.  2 
CAM  10-  907 
CAM  6-  906 
CAM  10-4Fig.l0-4-l 

CAM  10-  508 
CAM  6-1007 
CAM  10-  809 
CAM  10-  704 
CAM  13-Sl  E.2 
CAM  13-Sl  G.2 
CAM  12-  313 
CAM  5-  910 
CAM  10-  000 
CAM  10-  2Fig.  10-2-4 
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DISTRIBUTION/DOD 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Supplement-Additional  Report  Distribution/Non*DoD 
Organization 

Supplement-DCAA  Control  Log  Distribution  List 
Verification  of  Rate  Calculation/Indirect  Cost  Distribution 

DIVIDEND 

Dividend  Used  to  Satisfy  ESOP  Contribution  Requirement 

.DLA  Defense  Logistics  Agency 

DOCUMENT 

Source  Document  Reference  for  the  Keyword  Index 
DOCUMENTATION 

CAC  Information  File  Documentation  Requirements 
Documentation  Requirements-Relying  on  the  Work  of  Others 
Employee  Travel  Cost-IRS  Required  Documentation 
Guidelines  for  Review  of  Annual  EDPE  Leasing 
Documentation 

Leased  EDPE-Annual  Submission/Documentation 
Requirements 

Required  Documentation-Completion  Voucher 
Sampling  Plan  Design  and  Documentation 
Systems  Development/Documentation  Controls-EDP  General 
Controls 

DOCUMENTING 

Documenting  Auditor  Participation  at  Negotiation 

.DoD  Department  of  Defense 
DOD 

Audit  Service  for  Non-DoD  Agencies 
Champus  (DoD  Health/Medical  Program) 

Change  in  the  DoD  FAR  Supplement  (DFARS) 

Compliance  with  DoD  Program  Management  Systems 
Reporting  Requirements 

Cross  Servicing  Agreement-List  of  Non-DoD  Agencies 
DCAA  Implementation  of  the  DoD  Operations  Security 
(OPSEC)  Program 

DCAA  Support  DoD  IG/lntemal  Audit  Reviews 
Dist.  of  Audit  Report  on  Postaward  Review  for  Certain  DoD 
Contracts 

DoD  Approach  of  Indirect  Cost 
DoD  Cash  Flow  Computer  Model 
DoD  FMS  Sale  Agent  Policy 
DoD  Hotline 

DoD  Hotline  Telephone  Number 
DoD  Policy  on  Furnishing  Facilities-Govemment  Propen> 
Establishing  Cognizance/Processing  Non-DoD  Audit  Request 
Expediting  0/H  Settlement/Completed  DoD  Cost- 
Reimbursement  Contracts 
Federal/DoD  Regulation-Educational  Institutions 


CAM  15-  1S7 

CAM  15-  6S2 
CAM  6-  610 

MRD  05/04/94  PAD077 


CAM  TI-  004 

CAM  15-212 
CAM  4-1005 
CAM  7-1002.  2 
CAM  7-  206.  3 

CAM  7-  206.  2 

CAM  10-  902 
CAM  B-  203 
CAM  C-  203.  2 


CAM  15-404 


CAM  1-  300 
CAM  14-  902 
MRD  07/19/94  PADl  12 
CAM  1 1-  300 

CAM  1-  303f 
CAM  3-  205 

CAM  15-  604.2 
CAM  10-  6S1 

CAM  6-  703.  1 
CAM  9-1406 
DFR  225.7303-4 
REG  7600.1 
CAM  4-  702.  4a.(l) 
CAM  14-  403.  2 
CAM  15- 102.  1 
CAM  6-lOSl 

CAM  13-  207 
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DOD/EARLY  RETIREMENT 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Non-DoD  Agencies-Cbst  Reimbursement  Voucher  Processing 
Procedures 

Non-DoD  Procedures  on  Indirect  Cost 
Other  Methods  for  Establishing  DoD  Profit  Objectives 
Processing  Non-DoD  Agency  Request  for  Audit  Information  or 
Service 

Rule  for  Establishing  Cognizance/Accepting/Rejecting  Non-DoD 
Request 

Special  Procedures  for  Non-DoD  Agencies 
Supplement-Additional  Report  Distribution/Non-DoD 
Organization 

Wei^ted  Guidelines  for  DoD  Profit  Policy 

.DoE  Department  of  Energy 

OOLUR 

Educational  Institutions-Simplified  Procedure  (Dollar 
Threshold) 

Field  Pricing  Support-Dollar  Threshold 
DONATION 

Educational  Institutions-Donation  and  Contributions 
.Donations  (See  Contributions) 

DONATIONS 
Contributions  &  Donations 

DORMITORY 

Employee  Health/Welfare/Food-Service/Dormitory 

.DOT  Department  of  Transportation 
DOT 

DOT  IG  Address  Change  and  Copy  Requirement  Change 
DOUBLE  COUNTING 

Double  Counting  of  Capital  Equipment  Charges 
DROP  SHIPMENTS 
Drop  Shipments  of  Material 
DRUG 

Obstruction  of  Audit  Provision  of  the  Anti-Drug  Abuse  Act 
DUES 

Army/Navy/Air  Force  Associations-Dues/Membership 
Due^Membership/Professional  Activity  Costs 
Dues/Membership/Subscriptions 
DUTIES 

CACO  Assignment/Duties/Responsibilities 
EAC 

EAC  and  ETC-Progress  Payments 
EARLY  RETIREMENT 

Accounting  for  Early  Retirement  Incentive  Payments-Pension 
Pension  Cost-Early  Retirement 
Plan-Early  Retirement  Incentive 

Termination  Plan,  Early  Retirement  Incentive,  and  Severance 
Payments 


CAM  15- 103 

CAM  6-  703.  2 
CAM  9-  903 
CAM  1-  303 

CAM  1-  302 

CAM  15-100 
CAM  15-  1S7 

CAM  9-  902 

CAM  13-Sl  H.2 
CAM  9-  102.  3 
CAM  13-Sl  J.13 

CAM  A300  31.  205-  8 
CAM  A300  31.  205-13 

MRD  12/17/93  OAD228 

CAM  3-SllO.  2 

CAM  9-  404.  5 

CAM  4-  708 

CAM  7-1102.  2 
CAM  7-1100 
CAM  7-1102 

FAR  42.  6 

CAM  14-  205g 

CAM  7-  608 
PAM  79,pg.20 
CAM  A300  31.  205-  6 
CAM  7-1907.  1 
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EARNINGS/EDP 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


EARNINGS 

Average  Hourly  Earnings 

.Economic  Price  Adjustment  (See  also  EPA) 

ECONOMIC 

Adjustments  for  Economic  Factors 
Annual  vs  Quarterly  Forecasts-Economic 
Audit  Application-Economic  Forecasts 
Business  Economic  Cycle-Time  Series 
Calculating  Economic  Change 
Economic  Considerations  in  Price  Proposal 
Economic  Measurement 

Economic  Order  Quantity-Material  Requirements 
Economic  P'-mning  Cost 
Economic  Recovery  Tax  Act  of  1981-ACRS 
Economic  Usefulness  Criterion  of  FAR 
Foreign  Economic  Data 

Glossary  of  Acronyms  and  Definition-Economic 

National  Economic  Index 

National  Economic  Index 

Selecting  Proper  Index-Economic 

Sources  of  Economic  Data 

State  and  Local  Index-Economic 

Technical  Support-Economic 

TRASOPS-1981  Economic  Recovery  Act 

Types  of  Forecasts-Economic 

Use  of  Economic  Index  in  Contract  Audit 

Use  of  Index  Levels  and  Percent  Change-Economic 

.Economy/Efficiency  Review  (See  Functional) 

ECONOMY 

Economy/Efficiency  of  Operations-Audit  Report 
Economy/Efficiency  Reviews-EDP  Reviews 
.EDP  Electronic  Data  Processing 
.EDP  (See  also  Computer) 

EDP 

Access  Contro)"-EDP  General  Controls 
ACMS  EDP  Auc'it  Approach 
Audit  Concems/Procedures-Other  EDP  Reviews 
Audit  Program-EDP  General  Control 
Auditor  Role  During  System  Design/Development-EDP 
Audi.:  of  Contractor  Computer  Equipment  (EDP)-Technical 
Service  Ctr 

Basic  Control  Procedures-EDP  Reviews 
CAS  409  EDP  Program 

Computer  Assisted  Audit  Techniques-Guidance  on  DCAA  EDP 
Equipment 
Contractor  EDP 

Control  Procedure  Objectives-EDP 


PAM  74,pg.63-65 


CAM  E-  207 
PAM  74,pg.l7-19 
PAM  74,pg.31-45 
CAM  E-  306 
PAM  74,pg.  15-20 
CAM  9-  800 
PAM  74,pg.3-6 
OAG  11,030.404 
CAM  A300  31.  205-12 
CAM  7-  405.  4 
CAM  7-  405.  1 
PAM  74,pg.6 
PAM  74,Pg.69-72 
PAM  74, Part  III 
PAM  74,pg.4-6 
PAM  74,pg.  19-20 
PAM  74,pg.7-10 
PAM  74,pg.6 
PAM  74,pg.ll 
CAM  A300  31.  205-  6 
PAM  74,pg.4-6 
PAM  74 

PAM  74,pg.l5-17 


CAM  10-  400 
CAM  C-  403 


CAM  C-  203.  4 
CAM  14-  807 
CAM  C-  403.  1 
DAP  DUS  (APEDPG) 
CAM  C-  500 
CAM  4-  503.  5 

CAM  C-  303.  3 
PAM  85 
CAM  4-  503.  4 

CAM  4-  502.  3 
CAM  C-  202.  1 
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EDP/EDP 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Control  Procedures  in  EDP  Systems 

Coordination  with  Technical  Service  Center,  EDP  Branch 

Data/Procedural  Controls-EDP  General  Controls 

DCAA  Data  Retrieval  on  Contractor  EDP  (DATATRAK) 

DCAA  Organizational  Support  of  EDP  Audit  Applications 

DCAA  Sampling  on  Contractor  EDP  (COSAM) 

Economy/Efficiency  Reviews-EDP  Reviews 

EDP  Acquisition 

EDP  Application  Controls 

EDP  Auditor  Training 

EDP  Cooperation  with  Intemal/Independent  Auditors 

EDP  Equipment  Lease  Cost 

EDP  Equipment-Capital  Lease 

EDP  Equipment-Operating  Lease 

EDP  for  Mobile/Resident  Audits 

EDP  for  Supplemental  Analysis 

EDP  General/Application  System  Reviews 

EDP  in  Contract  Audit 

EDP  Internal  Control  Audits  SIS 

EDP  Internal  Control  Survey 

EDP  Reviews-Extent  of  Utilization 

EDP  Systems 

EDP-Centrali,«iion  of  Resources  Review  Guide 
EDP-Coordination  With  Government  Technical  People 
EDP-Cost  Control  &  Budgeting  Review  Guide 
EDP-Data  Preparation  &  Control  Function  Review  Guide 
EDP-Equipment  Operations  Review  Guide 
EL  ?-Job  Costing  &  Billing  Formula  Review  Guide 
EDP-Lease/Purchase  Analysis  Review  Guide 
EDP-Organizational  Structure  Review  Guide 
EDP-Review  of  Internal  Control  System 
EDP-Review  of  Programming  Controls 
EDP-Staffr  .  Review  Guide 
EDP-Systen  :  -evelopment  Review  Guide 
EDP-System  Planning  Review  Guide 
EDP-System  Software  &  Configuration  Review  Guide 
EDP-Technical  Administration  &  Support  Review  Guide 
Effect  of  a  Weakness  in  Application  Controls-EDP  Application 
Controls 

Encouraging  Contractor  EDP  Applications/Reduce  Contract 
Audit  Impact 

Exception  Analysis  on  Contractor  EDP 

FAO  EDP  Auditors 

Flow  of  Transaction-EDP  Reviews 

Generalized  Audit  Software  on  Contractor  EDP 

Guidance/ Assistance  of  Field  EDP  Programming  Efforts 


CAM  C-  200 
OAG  14,020.100 
CAM  C-  203.  5 
CAM  4-  504.  3 
CAM  4-  503 
CAM  4-  504.  2 
CAM  C-  403 
DFR  239.7300 
CAM  C-  204 
CAM  4-  503.  3 
CAM  4-  502.  4 
CAM  A300  31.205-2 
CAM  A300  31.205-2 
CAM  A300  31.  205-  2 
CAM  4-  502.  2 
CAM  4-  508 
CAM  C-  300 
CAM  3-  104.16 
PAM  82 
CAM  C-  304 
CAM  C-  303.  2 
OAG  14,020 
OAG  14,020.401 
OAG  14,020.100 
OAG  14,020.402 
OAG  14,020.405 
OAG  14,020.406 
OAG  14,020.402 
OAG  14,020.401 
OAG  14,020.401 
OAG  14,020.100 
OAG  14,020.404 
OAG  14,020.401 
OAG  14,020.403 
OAG  14,020.401 
OAG  14,020.407 
OAG  14,020.408 
CAM  C-  204.  4 

CAM  4-  509 

CAM  4-  505 
CAM  4-  503.  1 
CAM  C-  303.  1 
CAM  4-  504 
CAM  4-  503.  6 
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KEYWORD  INDEX  OF  AUDIT 


TOPIC 

Hardware/Systems  Software  Controls-EDP  General  Controls 
Identification  of  Transaction  Auditing-EDP  Reviews 
Input  Controls-EDP  Application  Controls 
Internal  Accounting  Control  Through  Use  of  EDP 
Internal  Control  Matrix-EDP  General  Control 
Organization  and  Operation  Controls-EDP  General  Controls 
Other  EDP  Reviews 

Output  Controls-EDP  Application  Controls 
Physical  Observation-EDP  Support  System  Capacity 
Policy  on  Use  of  EDP 

Preliminary  Review/System  Survey-EDP  Reviews 
Processing  Controls-EDP  Application  Controls 
Regional  EDP  Auditors/Computer  Specialist 
Reporting  Audit  Results-EDP  Reviews 
RetrievaLTesting-EDP  Reviews 
Review  of  Contractor  EDP  General  Internal  Control 
Special  Audit  Analyses  on  Contractor  EDP 
Standards  on  Study  of  Internal  Control  Structure  in  EDP 
Systems 

System  Evaluation  Software  Performance  Evaluation  on 
Contractor  EDP 

Systems  Development/Documentation  Controls-EDP  General 
Controls 

Transaction  Auditing-EDP  Reviews 

Use  of  EDP  for  Stratification-Sampling 

Use  of  Quantitative  Methods/EDP  in  Contract  Audit 

Using  EDP  in  Contract  Auditing 

EDPE 

Constructive  Ownership  Costs  for  Leased  EDPE 
EDPE  Lease  vs.  Purchase  Comparison  Other  Considerations 
Guidelines  for  Review  of  Annual  EDPE  Leasing 
Documentation 
Leased  EDPE 

Leased  EDPE-Annual  Submission/Documentation 
Requirements 

Operating  Lease  Other  Than  EDPE 
EDPS 

Audit  Risk  in  EDPS 
Batch-EDPS  Processing  Modes 
EDPS  Implementation  Modes-Processing 
EDPS  Processing  Modes 

Interactive  (Online/Data  Base)-EDPS  Processing  Modes 
EDUCATION 

0MB  Circular  A-21,  Cost  Principles  for  Education  Institution 
0MB  Circular  A-21,  Cost  Principles  for  Education  Institution 


73 

EDP/EDUCATION 


GUIDANCE 

SOURCE/REFERENCE 

CAM  C-  203.  3 
CAM  C-  306.  1 
CAM  C-  204.  1 
CAM  4-  505a 
DAP  DIIS  (ICM-EDPG) 
CAM  C-  203.  1 
CAM  C-  400 
CAM  C-  204.  3 
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TOPIC 


SOURCE/REFERENCE 


EDUCATIONAL 

Accounting  System-Educational  Institutions 
Applicability-FAR  Subpart  31.  3-Educational  Institution 
Contracts 

Applicability-OMB  Circular  No.  A-21 -Educational  Institutions 
Areas  of  Nonresearch  Performance-Educational  Institutions 
Areas  of  Research  Performance-Educational  Institutions 
Audit  Approach-Educational  Institutions 
Audit  Objective-Educational  Institutions 
Audit  of  Compensation  for  Personal  Service-Educational 
Institutions 

Audit  of  Direct  Cost-Educational  Institutions 
Audit  of  Indirect  Cost-Educational  Institutions 
Audit  Planning  At  Educational  Institutions 
Audit  Procedures-Educational  Institutions 
Audit  Report  on  Educational  Institutions 
Base  Period/General  Criteria-Educational  Institutions 
Bases  for  Indirect  Cost  Distribution-Educational  Institutions 
Basic  Provisions/Indirect  Cost-Educational  Institutions 
Basic  Tests  of  Direct  Cost-Educational  Institutions 
Carry  Forward  of  Under/Over  Recovery-Educational 
Institutions 

Cognizant  Federal  Audit  Agency-Educational  Institutions 
Common  Costs  Treated  as  Direct-Educational  Institutions 
Comparison  of  Agreement  Provisions  w/Educational  Institution 
Policies 

Contract  Audit  at  Educational/Nonprofit  Institutions 
Contract  Regulation-Educational  Institutions 
Contracts  with  Educational  Institutions 
Coordinated  Audit  Approach-Educational  Institutions 
Cost  Accounting  Standards-Educational  Institutions 
Cost  Principles-Contracts  with  Educational  Institutions 
Cost  Sharing/Matching  Compliance-Educational  Institutions 
Costs  Applicable  to  Instruction-Educational  Institutions 
Cross  Allocation  Method-Educational  Institutions 
Departmental  Administration  Expenses-Educational  Institutions 
Depreciation/Use  Allowances-Educational  institutions 
DHHS  Exhibit/Grants-Educational  Institutions 
DHHS  Information  on  Letter  of  Credit-Educational 
Institutions 

DHHS  Program-Report  Exhibit  A-Educational  Institutions 
DHHS  Report  Frequency/Distribution-Educational  Institutions 
Direct  Cost-Agreement/Group  of  Agreement-Educational 
Institutions 

Direct  Salary  &  Wage  Base-Educational  Institutions 
Educational  Institution  Cost  Principles 
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TOPIC 


SOURCE/REFERENCE 


Educational  Institutions  Subject  to  Circular  A-21 
Educational  Institutions-Administrative  Cost  Limitation 
Educational  Institutions-Advertising  and  Public  Relations  Costs 
Educational  Institutions-Alcoholic  Beverages 
Educational  Institutions-Allocable  Cost 
Educational  Institutions-Allocation 
Educational  Institutions-Allowability  of  Cost 
Educational  Institutions-Alumni  Activities 
Educational  Institutions-Applicable  Credit 
Educational  Institutions-Assignment  of  Audit  Cognizance 
Educational  Institutions-Bad  Debts 
Educational  Institutions-Civil  Defense  Cost 
Educational  Institutions-Collection  of  Unallowable  Costs 
Educational  Institutions-Commencement/Convocation  Cost 
Educational  InstitutionS'-Communication  Cost 
Educational  Institutions-Compensation  for  Personal  Service 
Educational  Institutions-Compensation  for  Personal  Service 
Educational  Institutions-Composition  of  Total  Cost 
Educational  Institutions-Contingency  Provisions 
Educational  Institutions-Cost  Incurred  by  State/Local 
Governments 

Educational  Institutions-Cost  Principles  (0MB  Circular  A-21) 
Educational  Institutions-Criteria  for  Distribution-Indirect  Cost 
Educational  Institutions-DCAA  Audit  Cognizance  0MB 
Circular  A-88 

Educational  Institutions-Deans  of  raculty/Graduate  Schools 
Educational  Institutions-Defense  and  Prosecution 
Educational  Institutions-Dep?r:uient  Administration  Expense 
Educational  Institutions-E  epreciation/Use  Allowances 
Educational  Institutions-Depreciation/Use  Allowances 
Educational  Institutions-Determination/Application-Indirect 
Rate 

Educational  Institutions-Direct  Cost 
Educational  Institutions-Distribution  Base-Indirect  Cost 
Educational  Institutions-Donation  and  Contributions 
Educational  Institutions-Employee  Morale/Health/Welfare 
Costs/Credit 

Educational  Institutions-Entertainment  Cost 
Educational  Ir.stitutions-Equipment/Other  Capital  Expenditure 
Educational  Institutions-Exccutive  Lobbying  Cost 
Educational  Institutions-Financial  Management  Systems 
Standards 

Educational  Institutions-Fines/Penalty 
Educational  Institutions-Gain/Loss  Disposition  of  Plant 
Equipment 

Educational  Institutions-General  Administration  Expenses 
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TOPIC 


SOURCE/REFERENCE 


Educational  Institutions-Goods/Service  for  Personal  Use 
Educational  Institutions-Grants/Contracts/Other  Agreement 
Educational  Institutions-Housing  and  Personal  Living  Expenses 
Educational  Institutions-Identification/Assignment-lndirect 
Cost 

Educational  Institutions-Indirect  Cost 
Educational  Institutions-Indirect  Cost  Pools 
Educational  Institutions-Individual  Rate  Component 
Educational  Institutions-lnsurance/Indemnification 
Educational  Institutions-Interest/Fund-Raising/Investment 
Management 

Educational  Institutions-Labor  Relations  Cost 
Educational  Institutions-Library  Expenses 
Educational  Institutions-Limitation  on  Allowance  of  Cost 
Educational  Institutions-Lobbying 
Educational  Institutions-Loss  on  Other  Sponsored  Agreement 
Educational  Institutions-Maintenance/Repair  Cost 
Educational  Institutions-Material  Cost 
Educational  Institutions-Membership/Subscriptions 
Educational  Institutions-Negotiated  Fixed  Indirect  Rate 
Carryforward 

Educational  Institutions-Negotiated  Lump  Sum  for  Indirect 
Cost 

Educational  Institutions-Offset  Otherwise  Provided  by 
Government 

Educational  Institutions-Operation/Maintenance  Expenses 
Educational  Institutions-Patent  Cost 
Educational  Institutions-Plant  Security  Cost 
Educational  Institutions-Preagreement  Cost 
Educational  Institutions-Predetermined  Fixed  Rate  for  Indirect 
Cost 

Educational  Institutions-Professional  Service  Cost 
Educational  Institutions-Property  Accountability 
Educational  Institutions-Proposal  Cost 
Educational  Institutions-Rearrangement/Alteration  Cost 
Educational  Institutions-Reasonable  Cost 
Educational  Institutions-Reconversion  Cost 
Educational  Institutions-Recruiting  Cost 
Educational  Institutions-Rental  Cost  of  Buildings/Equipment 
Educational  Institutions-Royalties/Other  Cost  for  Use  of  Patent 
Educational  Institutions-Sabbatical  Leave  Cost 
Educational  Institutions-Scholarship/Student  Aid  Cost 
Educational  Institutions-Selling  and  Marketing 
Educational  Institutions-Severance  Pay 
Educational  Institutions-Simplified  Method  for  Small 
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EDUCATIONAL/EDUCATIONAL 

KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Educational  Institutions-Simplified  Procedure  (Dollar 
Threshold) 

Educational  Institutions-Single  Cognizant  Audit  Agency 
Educational  Institutions-Single  Indirect  Cost  Negotiation 
Educational  Institutions-Specialized  Service  Facilities 
Educational  Institutions-Sponsored  Agreement 
Educational  Institutions-Sponsored  Projects  Administration 
Educational  Institutions-Student  Activity  Cost 
Educational  Institutions-Student  Administration/Service 
Educational  Institutions-Tax 
Educational  Institutions-Termination  Cost-Sponsored 
Agreement 

Educational  Institutions-Transportation  Cost 
Educational  Institutions-Travel  Cost . 

Educational  Institutions-Trustees 
Employee  Training  &  Educational  Costs 
Establishing  Indirect  Cost  Rate-Educational  Institutions 
Federal/DoD  Regulation-Educational  Institutions 
Format  for  Allocation  of  Indirect  Cost-Educational  Institutions 
Fringe  Benefit  Costs-Pension  Plan-Educational  Institutions 
General  Administration/General  Expenses-Educational 
Institutions 

General  Audit  Considerations-Training/Educational  Costs 
General  Concepts  for  Audit  of  Costs-Educational  Institutions 
Grants  Support  for  Computer  Facilities-Educational 
Institutions 

Grants  to  Educational  or  Training  Institutions 
Indirect  Cost  Classification-Educational  Institutions 
Indirect  Cost  Rate  for  Sponsored  Agreement-Educational 
Institutions 

Library  Expenses-Educational  Institutions 
Manuihcturer  Discounts  to  Educational  Institutions 
Methods  of  Selecting  Bases-Educational  Institutions 
Modified  Total  Cost  Base-Educational  Institutions 
Negotiated  Fixed  Rate-Educational  Institutions 
Observation  of  Performance  Areas-Educational  Institutions 
0MB  Circular  A-llO-Educational  Institutions 
0MB  Circular  A-128-Educational  Institutions 
0MB  Circular  A-133-Educational  Institutions 
0MB  Circular  A-21 -Educational  Institutions 
Planning/Development  Costs-Educational  Institutions 
Plant  Operation/Maintenance  Expenses-Educational  Institutions 
Population  Served  Base-Educational  Institutions 
Predetermined  Fixed  Indirect  Cost  Rate-Educational 
Institutions 

Provisions  of  FAR  31.20544-Training/Educational  Costs 
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TOPIC 


SOURCE/REFERENCE 


Rate  for  Educational  Service  Agreement-Educational 
Institutions 

Rate  for  Educational  Service  Agreement-Edccjitional 
Institutions 

Reconciliation  and  Account  Analysis-Educational  Institutions 
Reporting  Under  AID  Programs-Educational  Institutions 
Reporting  Under  DHHS  Programs-Educational  Institutions 
Reporting  Under  Financial  Assistance-Educational  Institutions 
Requirements  for  Annual  Data  from  Educational  Institutions 
Sample  Audit  Report  Exhibit  A-DHHS  Grants-Educational 
Institutions 

Scholarship/Student  Aid  Costs-Educational  Institutions 
Simplified  Procedure  for  Small  Educational  Institutions 
Space  Utilization  Base-Educational  Institutions 
Special  Procedures  Relating  to  Grants-Educational  Institutions 
Sponsored  Projects  Administration  Expenses-Educational 
Institutions 

State-Wide  Benefits  for  University  Employee-Educational 
Institutions 

Statistical  Sampling-Educational  Institutions 
Student  Health  Service-Educational  Institutions 
Television/Radio  Stations-Educational  Institutions 
Total  Expenditure  Base-Educational  Institutions 
Training  &  Educational  Cost 

Treatment  of  Dining  Hall  Gain  &  Loss-Educational  Institutions 
Treatment  of  Educational  Institutions  Hospitals 
Treatment  of  Off-Campus  Locations-Educational  Institutions 
Treatment  of  Other  Costs/Functions-Educational  Institutions 
Treatment  of  Student  Work  Study  Grants-Educational 
Institutions 

Uniform  Administrative  Requirements-Educational  Institutions 
Unreliable  Expense  Statement-Educational  Institutions 
EEO 

Violation-Equal  Employment  Opportunity  (EEO)  Law 
EFFICIENCY 

Economy/Efficiency  of  Operations-Audit  Report 
Economy/Efficiency  Reviews-EDP  Reviews 
EICHLEAY 

Adjustments  to  Eichleay  Method  Delay/Disruption  Submission 
Alternative  Method  to  Eichleay  Delay/Disruption  Submission 
Eichleay  Method  Delay/Disruption  Submission 
.Electronic  Data  Processing  also  EDP) 

ELECTRONIC 

Description  of  Electronic  Data  Processing  Systems 

Electronic  Data  Processing  Systems 

Use  of  Electronic  Data  Processing  Equipment  for  Stratification 
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i 

] 

I 


i 


Use  of  Electronic  Data  Processing  Equipment  to  Assist  Sample 
Selection 
EMBLEMS 

Contractor  Logos/Emblems 
EMPLOYEE 

Allowability  of  Employee  Relocation-FAR  31.205-35 
Costs  of  Pension  Plan/Overall  Compensation  of  Participating 
Employee 

Detailed  Employee  Interviews  on  Labor  Costs 
Educational  Institutions-Employee  Morale/Health/Welfare 
Costs/Credit 

Employee  Assignment  not  Covered  by  the  Relocation  Cost 
Principles 

Employee  Awareness  Training-Labor  Internal  Control 
Employee  Benefits  &  Service  Review  Guide 
Employee  Health  &  Safety  Program  Review  Guide 
Employee  Health/Welfare/Food-Service/Dormitory 
Employee  Morale  Cost  &  Credit 
Employee  Relocation  Costs 
Employee  Stock  Ownership  Plan  (ESOP) 

Employee  Stock  Ownership  Plan-ESOP 
Employee  Stock  Ownership  Trust  (ESOT) 

Employee  Stock  Ownership  Trust-ESOT 
Employee  Termination  Payments 
Employee  Training  &  Development  Program  Review  Guide 
Employee  Training  &  Educational  Costs 
Employee  Travel  Cost-IRS  Required  Documentation 
Employee  Travel  Costs 
Employee  Travel/Relocation  Costs 
Employee  Welfare  &  Morale  Expense 
Evaluation-Correlation  of  Hourly  Labor  Rate/Number  of 
Employee 

Individual  Employee  Labor  Rate 

Job  Counseling/Placement  Assistance  for  Employee  Dependents 
Mortgage  Loan  to  Employee 

Publication  Costs-Employee  Welfare/Industrial  Relations 
Review  of  Employee  Benefits  Programs-CSRs 
Special  Compensation  for  Retaining  an  Employee-Business 
Combinations 

Standards  of  Conduct  -  Federal  Employee 
State-Wide  Benefits  for  University  Employee-Educational 
Institutions 

State/Local  Transfer  Tax-Employee  Relocation 
EMPLOYER 

Worker  Compensation/Employer  Liability  Insurance 
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TOPIC 


SOURCE/REFERENCE 


EMPLOYMENT 
Employment  Cost  Index 
Employment  Tax 

Employment  Tax  in  Merger/Consolidation 
Employment  Tax  of  Successor  Contractors 
Violation-Equal  Employment  Opportunity  (EEO)  Law 
ENERGY 

Supplemental  Requirements-Department  of  Energy 
.Engineer-Architect  (See  also  A-E) 

.Engineering  Expense  (Indirect)  (See  also  Overhead) 
ENGINEERING 

Engineering  &  Other  Major  Change-Improvement  Curve 
Engineering  Change  Labor  Costs 

Engineering  Change-All  Other  Component-Improvement  Curve 
Engineering  Change-Component  A-Improvement  Curve 
Engineering  Change-Improvement  Curve  Example 
Engineering  Change-NASA  Contracts 
Engineering  Costs-Termination 
Engineering  Design  Change-Nonconforming  Material 
Engineering-Other  Direct  Cost 
Engineering/Scientific  Manpower  Utilization-NASA 
Legal/ Accounting/Engineering/Other  Cost 
Manufacturing  &  Production  Engineering  Cost 
Micrographic-Scientific/Engineering  Data  Management 
.Engineers-Army  Corps  Of  (See  COE) 

ENTERTAINMENT 

Conference  Costs  vs  Entertainment  Costs 

Educational  Institutions-Entertainment  Cost 

Entertainment  Cost 

ENTRANCE 

Entrance  Conference 

Entrance  Conference  on  Functional/Operational  Reviews 
Resident  Working  Arrangements  for  Entrance  Conference 
ENVIRONMENT 

Environment  Cleanup  Cost  Attributable  to  Potentially  Party 
ENVIRONMENTAL 

Advance  Agreement  for  Environmental  Costs 
Allocability  of  Environmental  Costs 
Capitalization  of  Environmental  Costs 
Contingent  Nature  of  Environmental  Costs 
Cost  Principles  Applicable  to  Environmental  Costs 
Environmental  Bad  Debts  of  Other  PRP 
Environmental  Clean-Up  Trust  Fund 
Environmental  Costs 

Environmental  Costs  Related  to  Previous  Sites  and  Closed 
Segment 

Environmental  Tax 
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CAM  7-  802 

CAM  15-  110 


CAM  F-  502 
CAM  9-  503.  5 
CAM  F-  5Fig.F-5.3 
'  CAM  F-  5Fig.F-5-2 
CAM  F-  5Fig.F-5-l 
CAM  3-S208 
CAM  12-  305.  2 
OAG  12,030.403 
CAM  9-  605.  1 
CAM  3-S206 
CAM  A300  31.  205-33 
CAM  A300  31.  205-25 
OAG  13,060.405 


CAM  7-1  ic:  2 
CAM  13-Sl  J.l5 
CAM  A300  31.  205-14 

CAM  4-  302 
CAM  4-  302.  2 
CAM  4-  302.  4 

MRD  02/23/94  PAD030 

CAM  7-1920.15 
CAM  7-1920.  6 
CAM  7-1920.  8 
CAM  7-1520.14 
CAM  7-1920.  3 
CAM  7-1920.10 
CAM  7-1920.16 
CAM  7-1920 
CAM  7-1920.  7 

CAM  7-1409 
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ENVIRONMENTAL/EQUIPMENT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Environmental  Wrongdoing 
Insurance  Recovery  for  Environmental  Costs 
Normal  Business  Expense-Environmental  Costs 
Potentially  Responsible  Party  (PRP)  for  Environmental  Clean- 
Up 

Reasonableness  of  Environmental  Costs 
Summary-Environmental  Cost 

Supplement-Address  List  for  Environmental  Protection  Agency 
Supplemental  Requirements-Environmental  Protection  Agency 
Types  of  Environmental  Costs 
.EPA  Economic  Price  Adjustment 
EPA 

EPA  Clause 
EPA  Clause 

Evaluation  Techniques/Considerations  Involving  EPA  Clause 
Excessive  Cost  Recovery  Due  to  Operation  of  EPA  Clause 
Types  of  EPA  Clause 

Windfall  Profit  Due  to  Operation  of  EPA  Clause 
.EPAG  Environmental  Protection  Agency 
EpUAL 

Violation-Equal  Employment  Opportunity  (EEO)  Law 
.Equipment  (See  also  Material) 
.Equipment-Government-Fumished  (See  also  IPE) 

EQUIPMENT 

Acquisition/Control/Utilization-Inspection  Equipment 
Acquisition/Control/Utilization-Test  Equipment 
Audits  of  Contractor  Computer  Equipment  (EDP)-Technical 
Service  Ctr 

CAD/CAM-Equipment  Review  Guide 
Calibration  Cyclcs-Test  Equipment 

Computer  Assisted  Audit  Techniques-Guidance  on  DCAA  EDP 
Equipment 

Construction  Plant  &  Equipment 
Construction  Plant  &  Equipment  Rented  From  Others 
Disposition-Test  Equipment 
Double  Counting  of  Capital  Equipment  Charges 
EDP  Equipment  Lease  Cost 
EDP  Equipment-Capital  Lease 
EDP  Equipment-Operating  Lease 
EDP-^uipment  Operations  Review  Guide 
Educational  Institutions-Equipment/Other  Capital  Expenditure 
Educational  Institutions-Gain/Loss  Disposition  of  Plant 
Equipment 

Educational  Institutions-Rental  Cost  of  Buildings/Equipment 
Estimated  Rental  Cost  of  Machinery  &  Equipment 
Facilities  Management  Equipment  Utilization  Review  Guide 
Facilities/Equipment-NASA  Contracts 


CAM 

7-1920.13 

CAM 

7-1920.11 

CAM 

7-1920.  4 

CAM 

7-1920.  9 

CAM 

7-1920.  5 

CAM 

7-1920.  1 

CAM 

15-  1S4 

CAM 

15-  116 

CAM 

7-1920.  2 

DFR  252.  216-7000 
FAR  52.  216-2,3,4 


CAM 

9-804 

CAM 

9-  805 

CAM 

9-803 

CAM 

9-  805 

CAM 

7-  802 

OAG 

11,010.402 

OAG 

11,010.402 

CAM 

4-  503.  5 

OAG 

12,050.403 

OAG 

11,010.403 

CAM 

4-  503.  4 

CAM 

A300  31.  105(d) 

CAM 

A300  31.  105(d) 

OAG 

11,010.406 

CAM 

3-SllO.  2 

CAM 

A300  31.  205-  2 

CAM 

A300  31.  205-2 

CAM 

A300  31.205-2 

OAG 

14,020.406 

CAM 

13-Sl  J.16 

CAM 

13-Sl  J.33 

CAM 

13-Sl  J.38 

CAM 

9-  703.11 

OAG 

13,010.402 

CAM 

3-S207 
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EQUIPMENT/ESCALATION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Maintenance  &  Calibration  of  Test  Equipment 
Micrographic-Equipment  Utilization  Review  Guide 
Preventive  Maintenance-Test  Equipment 
Production  Labor  Equipment  Utilization  Review  Guide 
Providing  Special  Testing  Equipment 
Repair-Test  Equipment 

Reproduction  Equipment  In-House  Maintenance  Review  Guide 
Reproduction  Equipment  Lease/Ownership  Review  Guide 
Reproduction  Equipment  Utilization  Review  Guide 
Reproduction  Equipment-State  Taxes  Review  Guide 
Reproduction-^uipment  &  Processes 
Shipyard  Welding  ^uipment  Review  Guide 
Special  Machinery/Equipment-Termination 
Special  Tooling  &  Test  Equipment  Cost 
Special  Tooling/Machineiy/^uipment  Cost-Termination 
Special  Tooling/Test  Equipment-Other  Direct  Cost 
Use  of  Electronic  Data  Processing  Equipment  for  Stratification 
Use  of  Electronic  Data  Processing  Equipment  to  Assist  Sample 
Selection 

Word  Processing  Equipment  &  System  Configuration 
Word  Processing  Workflow/Equipment  Review  Guide 
EQUITABLE 

Audit  Program-Equitable  Adjustment  Claim 
CAS-WG  78-23-^uitable  Adjustments-Voluntary  Accounting 
Change 

Equitable  Price  Adjustments 
Equitable  Price  Adjustments 

Evaluation  of  Proposal  or  Claim  for  Equitable  Adjustments 
EQUITY 

Equity  in  Managing  Commercial  vs  Government  Work 
Review  of  External  Equity  or  Competitiveness-CSRs 
Review  of  Internal  Equity  or  Consistency-CSRs 
EQUIVALENT 

Use  of  Equivalent  Unit-Improvement  Curve 
.ERISA  Retirement  Income  Security  Act(1974) 

ERISA 

Pension-ERISA 

ERRORS 

Auditor  Responsibilities-Detecting  Errors/Irreg./Abuse/lllegal 

E^AUTION 
Escalation  Lease  Clause 
Escalation  of  Foreign  Purchase 
Escalation  of  Labor  Costs 
Escalation  of  Material  Costs 
Escalation  of  Overhead  Costs 
Escalation  of  Travel  Costs 


OAG 

11,010 

OAG 

13,060.402 

OAG 

11,010.404 

OAG 

12,010.403 

FAR 

45.  307 

OAG 

11,010.405 

OAG 

13,030.405 

OAG 

13,030.403 

OAG 

13,030.402 

OAG 

13,030.405 

OAG 

13,030.501 

OAG 

12,040.407 

CAM 

12-  304.14 

CAM 

A300  31.  205-40 

CAM 

A300  31.  205-42 

CAM 

9-  605.  2 

CAM 

B-506 

CAM 

B-606 

OAG 

13,050.501 

OAG 

13,050.403 

DAP 

DIIS  (APCLAIM) 

WGI 

5990.23  CCH 

CAM 

12-  600 

CAM 

12-  500 

CAM 

10-1  lFig.10-1 1-1 

CAM 

3-S102.  3 

CAM 

5-  808.  3 

CAM 

5-  808.  2 

CAM 

F-306 

CAM 

A300  31.  205-19 

CAM 

4-  702.  2 

CAM 

7-  204.  2 

PAM 

74,pg.29-30 

PAM 

74,pg.25-26 

PAM 

74,pg.26-27 

PAM 

74,pg.29 

PAM 

74,pg.27-29 
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ESCHEAT/ESTIMATED 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


ESCHEAT 

State  Escheat  Law 

.ESOP  Employee  Stock  Option  Plan 

ESOP 

Dividend  Used  to  Satisfy  ESOP  Contribution  Requirement 
Employee  Stock  Ownership  Plan  (ESOP) 

Employee  Stock  Ownership  Plan-ESOP 
ESOT 

Employee  Stock  Ownership  Trust  (ESOT) 

Employee  Stock  Ownership  Trust-ESOT 
.ESS  Estimating  System  Survey 
ESS 

ACO  Processing  of  the  Report-ESS 
Applicability  of  DEARS  liSl  1-ESS 
Areas  of  Coverage/Team  Assignment-ESS 
Characteristics  of  an  Adequate  Estimating  System*ESS 
Continuous  Evaluation  of  Estimating  Systems-ESS 
ESS  (Team  Review) 

Estimating  Methods-ESS 
Evaluation  of  Contractor  Budget/Forecasts-ESS 
Evaluation  of  Contractor’s  Control/Review  of  Estimates-ESS 
Evaluation  of  Cost  Accounting  System-ESS 
Evaluation  of  Cost  Estimates  Development-ESS 
Evaluation  of  Policies/Procedures-ESS 
Evaluation  of  Proposal  Format/Support-ESS 
Indicators  of  Potentially  Significant  Estimating 
Deficiencies-ESS 
Monitoring/Follow-up-ESS 
Objectives  of  Survey-ESS 
Regional  Office  Assistance-ESS 
Review  of  Contractor  Organization/Assignment  of 
Responsibility-ESS 

Sample  Outline  of  Audit  Report  on  Team  ESS 
Selection  of  Contractors  for  Team  Review-ESS 
Summarization/Exit  Conference/Reporting-ESS 
Survey  Planning/Preparation-ESS 
System  Disclosure/Maintenance  Requirements-ESS 
Team  Makeup/Responsibilities-ESS 
Team  Monitoring/Coordination-ESS 
.Estimate-At-Completion  (See  EAC) 

.Estimate-To*Complete  (See  ETC) 

ESTIMATED 

CAS-Review  for  Estimated/Accumulated/Reported  Costs 
Compliance 

Comparison  of  Estimated/ Actual  Cost 
Estimated  Data  Price 

Estimated  Rental  Cost  of  Machinery  &  Equipment 


CAM  6-  203.  4b 


MRD  05/04/94  PAD077 


CAM 

7-1914 

CAM 

A300  31. 

CAM 

7-1914 

CAM 

A300  31. 

CAM 

5-1211.  1 

CAM 

9-1202.  1 

CAM 

5-1205.  2 

CAM 

5-1204.  1 

CAM 

5-1212 

FAR 

15.  811 

CAM 

5-1209.  1 

CAM 

5-1207.  3 

CAM 

5-1209.  4 

CAM 

5-1207.  3 

CAM 

5-1209 

CAM 

5-1207.  2 

CAM 

5-1209.  2 

CAM 

5-1204.  2 

CAM 

5-1211.  2 

CAM 

5-1204 

CAM 

5-1203.  2 

CAM 

5-1207.  1 

CAM 

10-4S1 

CAM 

5-1203.  2 

CAM 

5-1211 

CAM 

5-1205 

CAM 

5-1202.  2 

CAM 

5-1203.  2 

CAM 

5-1205.  3 

CAM 

8-  304 

CAM 

9-311.  3 

DFR 

215.  873 

CAM 

9-  703.11 

DCAA  Contract  Audit  Manual 


T 

^  i 

i 

i 

( 

I 

1 

•1 

S’ 

1 

f 

t 

--  • 

\ 

i 

■  ’ 

» 

r 

I 

84 

ESTIMATED/ESTIMATING 

January  1995 

f 

e 

KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

i 

TOPIC  SOURCE/REFERENCE 

Estimated  Useful  Life  for  Depreciation 

CAM  7-  405 

Evaluation  of  Estimated  Direct  Labor  Rate 

CAM  9-  505 

? 

Real/Estimated  Cost  Differential-Special  Facilities 

CAM  7-  305.  2 

ESTIMATES 

Deficiencies  in  Specific  Cost  Estimates 

CAM  9-  310 

% 

* 

Estimates  Based  on  Revised  Standards 

CAM  9-  314.  1 

Estimates  Based  on  Standard  Costs 

CAM  9-  314 

» 

Evaluating  Direct  Labor  Cost  Estimates 

CAM  9-  500 

Evaluating  Direct  Material  Cost  Estimates 

CAM  9-  400 

, 

Evaluating  Indirect  Cost  Estimates 

CAM  9-  700 

\ 

Evaluating  Major  Subcontractor  Estimates 

CAM  9-  406 

5 

5 

f 

Evaluating  Other  Direct  Cost  Estimates 

CAM  9-  600 

Evaluating  Quantity  Estimates 

CAM  9-  403.  1 

\ 

Evaluation  of  Contractor’s  Control/Review  of  Estimates-ESS 

CAM  5-1209.  4 

S 

Evaluation  of  Cost  Estimates  Development-ESS 

CAM  5-1209 

' 

Evaluation  of  Indirect  Cost  Estimates-Anticipated  Future 

CAM  9-  702.  2 

1 

i 

i 

Operations 

General  Evaluation  Procedures  for  Estimates 

CAM  9-  300 

s 

i 

1 

! 

i 

Guidance  for  Evaluating  Estimates  Based  on  Historical  Data 

CAM  9-  503.  2 

Guidance  for  Evaluating  Estimates  Based  on  Technical  Data 

CAM  9-  504.  2 

! 

Individual  Estimates  Review-Price  Proposal 

CAM  9- 311 

Labor  Estimates  Based  on  Historical  Cost 

CAM  9-  503 

Labor  Hours  Estimates 

CAM  9-  504.  3 

Review  of  Cost  Estimates/Price  Proposal 

CAM  9-  000 

Royalties  Cost  Estimates-Other  Direct  Cost 

CAM  9-  605.  6 

Source  of  Material  Cost  Estimates 

CAM  9-  402.  1 

Specific  Evaluation  Considerations-Other  Direct  Cost  Estimates 

CAM  9-  605 

Submissions  (Estimates)  After  Costs  Have  Been  Incurred 

CAM  9-313 

1 

Variance  in  Labor  Cost  Estimates 

CAM  9-  503.  8 

.Estimating  System  Survey  (See  ESS) 

ESTIMATING 

Areas  for  Special  Consideration  in  Parametric  Cost  Estimating 

CAM  9-1005 

Audit  Program-Estimating  System  Control 

DAP  DIIS  (APESTG) 

CAS  40 1  -Consistency-Estimating/Accumulating/Reporting 

CAM  8-  401 

Characteristics  of  an  Adequate  Estimating  System-ESS 

CAM  5-1204.  1 

Comprehensive  Estimating  System  Surveys 

CAM  5-1203.  1 

Consistency  in  Estimating/Accounting 

CAM  9-311.  2 

t 

Continuous  Evaluation  of  Estimating  Systems-ESS 

CAM  5-1212 

1 

Contractor  Estimating  Methods/Procedures 

CAM  9-  303 

! 

Cost  Estimating  Methods-Technical  Specialist  Assistance 

CAM  D-  400 

i 

s 

Definition  of  Parametric  Cost  Estimating 

CAM  9-1002.  1 

If 

Disclosure  of  Parametric  Estimating  Data 

CAM  9-1003.  1 

Estimating  Cost-FAR  Definition 

CAM  A300  31.001 

Estimating  Methods-ESS 

CAM  5-1209.  1 

Estimating-Flash  Reporting 

CAM  9- 310c 
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ESTIMATING/EXCISE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Flash  Reporting-Outline  of  a  Report  on  Estimating  System 
Deficiencies 

Indicators  of  Potentially  Significant  Estimating 
Deftciencies-ESS 

Internal  Control  Matrix-Estimating  System  Control 
Material  Estimating  Methods 
Methods  of  Estimating  Labor  Costs 
Outline  of  Report  v  .1  Estimating  Deficiencies  Disclosed-Price 
Proposal 

Outstanding  Estimating  Deficiencies-Audit  Report  Appendix 

Parametric  Cost  Estimating 

Parametric  Cost  Estimating-Cost  Prediction  Results 

Parametric  Cost  Estimating-Estimating  Standard 

Parametric  Cost  Estimating-Estimating  Standard 

Parametric  Cost  Estimating-Logical  Relationship 

Parametric  Cost  Estimating-Statistical  Validity 

Parametric  Cost  Estimating-System  Monitoring 

Parametric  Cost  Estimating-Verifiable  Data 

Pro  Forma-Estimating  System  Survey  Report 

Reviewing  Estimating  Methods/Procedures 

Surveys  of  Contractor  Estimating  Systems 

Uses  of  Parametric  Cost  Estimating 

ESTOPPEL 

Audit  Consideration-Estoppel 
.ETC  Estimate  to  Complete  (Cost) 

ETC 

CSCSC-ETC 

EAC  and  ETC-Progress  Payments 
ETHICAL 

Integrity  and  Ethical  Value 
EVAL 

Eval.  of  Reasonableness-Nonunion  Compensation{CSRs)-FAR 
31.205-6{b) 

EVIDENCE 

Evidence-Field  Work  Standards/Financial  Audits 
Evidence-Field  Work  Standards/Operations  Audits 
Quality  of  Audit  Evidence 
Sources  of  Audit  Evidence 
EXCESS 

Excess  Facilities  Cost 

Incuired  Cost  in  Excess  of  Contract  Amount 
Scrap,  Spoilage,  Excess,  Obsolescence 
EXCESSIVE 

Excessive  Cost  Recovery  Due  to  Operation  of  EPA  Clause 
EXCISE 

Federal  Excise  Tax 


CAM  10-  4S2 

CAM  5-1204.  2 

DAP  DIIS  (ICM-ESTG) 
CAM  9-  402 
CAM  9-  502 
CAM  10-  4S2 

CAM  iu-  307.  2 
CAM  9-1000 
CAM  9-1004.  4 
CAM  9-1004.  6 
CAM  9-1004.  6 
CAM  9-1004.  1 
CAM  9-1004.  3 
CAM  9-1004.  5 
CAM  9-1004.  2 
DAP  DIIS  (RPT-240) 
CAM  9-  309 
CAM  5-1200 
CAM  9-1002.  3 

CAM  7-1911.  2d 


CAM  11-  207.2 
CAM  14-  205g 

CAM  5-  306 

CAM  6-413.  2 


CAM  2-  306 
CAM  2-  506 
CAM  3-  104.13 
CAM  3-  104.13 

CAM  9-  703.13 
CAM  6-  202.  4 
CAM  6-  307 

CAM  9-  805 

CAM  7-1407 
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EXECUTIVE/EXPERTS 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


EXECUTIVE 

Abnormal  Executive  Severance  Pay-Business  Combinations 
Contractor  Executive  Development  Programs 
Educational  Institutions-Executive  Lobbying  Cost 
Executive  Lobbying  Cost 

GAO  Audit  Standards  Adopted  for  Executive  Branch 
Review  of  Executive  Compensation  System  Reviews-CSRs 
EXEMPTION 

Audit  Program-Exemption  from  Submission-Certified 
Cost/Pricing  Data 
CAS-Exemption 
CAS-Exemption 

Claim  for  Exemption  from  Submission  of  Certified  Cost/Pricing 
Data 

EXHIBIT 

Advisory  Indirect  Cost  Audit  Report  Exhibit 
Advisory  Overhead  Audit  Report  Exhibit 
Audit  Report  Exhibit/Schedule/Appendix 
CAS  Cost  Impact  Audit  Report  Example  Exhibit 
DHHS  Exhibit/Grants-Educational  Institutions 
DHHS  Program-Report  Exhibit  A-Educational  Institutions 
Example  Exhibit  to  Determine  Base  for  Interest  Computation 
Exhibit  and  Schedule-Cost  Impact  Statements 
Exhibit/Schedule-Annual  Incurred  Cost  Audit  Report 
Exhibit/Schedule-Claim  Audit  Report 
Exhibit/Schedule-Defective  Pricing 
Exhibit/Schedule-Price  Proposal  Audit  Report 
Exhibit/Schedule-Termination  Audit  Report 
Sample  Audit  Report  Exhibit  A-DHHS  Grants-Educational 
Institutions 
EXISTING 

Review  of  Existing  Financial  Conditions 
EXIT  CONFERENCE 
Exit  Conference 

Exit  Conference  on  Price  Proposal 
Summarization/Exit  Conference/Reporting-ESS 
EXPENDITURE 

Channeling  Inappropriate  Expenditure-Political  Contributions 
Educational  Institutions-Equipment/Other  Capital  Expenditure 
Illegal  Expenditure  and  Act  for  Specific  Audit  Area 
Total  Expenditure  Base-Educational  Institutions 
EXPERIENCE 
Audit  Experience 

Past  Experience/Changed  Conditions  on  Incurred  Indirect  Cost 

Trend  of  Labor  Cost/Rate  Experience 

EXPERTS 

DCAA  Procurement  of  Experts  &  Consultant 


CAM  7-1708.  2 
CAM  A300  31.  205-44 
CAM  13-Sl  J.17 
CAM  A300  31.  205-50 
0MB  A-  73 
CAM  5-  803.  1 

DAP  DIIS  (APEXEMPT) 

CAM  8-  103.  8 
CAM  8-  103.  1 
CAM  14-  907 


CAM  10-  5Fig.  10-5-1 
CAM  10-  5Fig.  10-5-2 
CAM  10-  214 
CAM  10-  8Fig.lO-8-l 
CAM  13-  703.  5 
CAM  13-  703.  4 
CAM  14-  lFig.14-1-1 
CAM  10-  808.  6 
CAM  10-  505 
CAM  10-1105 
CAM  10-  606 
CAM  10-  306 
CAM  10-  705 
CAM  13-  7Fig.  13-7-1 


CAM  14-  305.  1 

CAM  4-  304 
CAM  4-  304.  2 
CAM  5-1211 

CAM  4-  706.  2 
CAM  13-Sl  J.16 
CAM  4-  7Fig.4-7-3 
CAM  13-  511.  4 

CAM  3-  104.  3 
CAM  6-  603.  4 
CAM  9-  505.  6 

REG  1442.1 
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EXPRESSLY/FACILITIES 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


EXPRESSLY 

Expressly  Unallowable  Tax 

EXTERNAL 

Coordination  with  Contractor  Intemal/Extemal  Auditors 
Relationship-Contractor  intemal/Extemal  Auditors 
Review  of  External  Equity  or  Competitiveness-CSRs 
EXTRA 

Review  of  Overtime,  Extra-Pay  Shift,  and  Multi-Shift  Work 
EXTRAORDINARY 
Claim  for  Extraordinary  Relief 
Claim  for  Extraordinary  Relief  Under  50  U.S.C.  1431-1435 
Costs  Related  to  Extraordinary  Reviews  of  Unsettled  Overhead 
Costs 

PL-85-804-Extraordinary  Contractual  Adjustment 
PL-85-804-Extraordinary  Contractual  Adjustment 
FACILITIES 

Allocation  of  Indirect  Cost  to  Facilities  Contracts 
Allocation  of  Special  Facilities  Operating  Costs 
Applicability-FAR  Subpart  31.  2-Facilities  Contracts 
Audit  Program-CAS  414  Cost  of  Money  as  Element  of 
Facilities  Capital 

CAS  414-Cost  of  Money-Element  of  Facilities  Capital 
CAS-WG  77-1 8-Cost  of  Money/Facilities  Capital 
CAS-WG  77- 19-Cost  of  Money/Facilities  Capital-Leased 
Facilities 

CAS-WG  77-19-Cost  of  Money/Facilities  Capital-Leased 
Facilities 

Contract  Clause-Facilities  Contract 

Contractor  Commercial  Product-Facilities  Contract 

Cost  of  Idle  Facilities/Capacity 

Cost  Principles-Facilities  Contract 

Costs  of  Political  Campaign  Activities  at  Contractor  Facilities 

Criteria  for  Special  Facilities 

Depreciation  on  Idle  Facilities/Capacity 

Determination  of  Special  Facilities  Costing  Rate 

DoD  Policy  on  Furnishing  Facilities-Govemment  Propert. 

Educational  Institutions-Specialized  Service  Facilities 

Emergency  Facilities  Depreciation  Board 

Excess  Facilities  Cost 

Facilities  Capital  Cost  of  Money 

Facilities  Capital  Employed 

Facilities  Contract-Definition 

Facilities  Contract-Profit/Fee 

Facilities  Management 

Facilities  Management  Equipment  Utilization  Review  Guide 
Facilities  Management  Plant  Protection  Review  Guide 
Facilities  Management  Preventive  Maintenance  Review  Guide 


CAM  7-1402 

CAM  4-  200 
CAM  4-  202 
CAM  5-  808.  3 

CAM  6-  409 

CAM  12-  900 
CAM  14-  202.  2 
CAM  7-1909.  2 

DFR  250.  000 
FAR  50.  000 

CAM  6-  607 
CAM  7-  300 
CAM  A300  31.  106 
DAP  DIIS  (APCAS414) 

CAM  8-  414 
WGI  5990.18  CCH 
WGI  5990.19  CCH 

WGI  5990.19  CCH 

FAR  52.  245-7-10 
CAM  A300  31.  106-  3 
CAM  A300  31.  205-17 
CAM  A300  31.  106-  1 
CAM  7-1102.  5 
CAM  7-  302 
CAM  7-  404.  5 
CAM  7-  305 
CAM  14-  403.  2 
CAM  13-Sl  J.44 
CAM  A300  31.  205-11 
CAM  9-  703.13 
CAM  A300  31.  205-10 
CAM  9-  906.  3 
FAR  45.  301 
FAR  45.  302-2(0 
GAG  13,010 
GAG  13,010.402 
GAG  13,010.405 
GAG  13,010.404 
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FACILUIES/FAR 
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KEYWORD  INDEX  OF  AUDIT 


TOPIC 

Facilities  Managetnent  Supply  Operations  Review  Guide 
Facilities  Management-Functions 
Facilities  Work  Management/StafUng  Review  Guide 
Facilities/Equipment-NASA  Contracts 
FAR  Cost  Principles-Facilities  Contracts 
G&A  Allocation  Per  W.G.  79-24-Facilities  Contracts 
Grants  Support  for  Computer  Facilities-Educational 
Institutions 

Notification  of  Visits  to  Contractor  Facilities 

Plan  for  Plant/Facilities  Improvements  Review 

Real/Estimated  Cost  Differential-Special  Facilities 

Sale  &  Leaseback  of  Facilities 

Temporary  Land/Structures/Facilities-Construction/A-E 

Treatment  of  Grants  for  Special  Facilities 

Use  of  Facilities  Contracts 

.Factory  Expense  (Indirect)  (See  Overhead) 

FACULTY 

Educational  Institutions-Deans  of  Faculty/Graduate  Schools 
FAILURE 

CAS-Failure  to  Submit  Cost  Impact  Proposal 

FAIR 

Fair  Labor  Standards  Act  of  1938 
FALSE 

Qui  Tam  Actions  Under  the  Civil  False  Claim  Act 
Statutory  Provisions- 18  U.S.C.  1001  False  Statements 
Statutory  Provisions- 18  U.S.C.  287  False  Claim 
Violations  of  False  Claim  Act 
.FAO  Field  Audit  ORicefs)  (DCAA) 

FAO 

Change  of  FAO  Cognizance 
FAO  EDP  Auditors 

FAO-Establishment  of  Field  Audit  OfTices/Suboffices 
Postaward  Audit  Already  Performed  by  FAO 
Postaward  Audit  not  Completed  by  FAO 
Resident  Office-Establishment  of  FAO 

FAR 

Accumulating  of  Cost-FAR  Definition 
Actual  Cost-FAR  Definition 
Allocate-FAR  Definition 

Allowability  of  Employee  Relocation-FAR  31.205-35 
Allowability  of  Per  Diem  Cost-FAR  31-205-46 
Applicability  of  FAR-Public  Relations/ Advertising  Costs 
Applicability-FAR  Subpart  31.  2-Commercial  Organization 
Applicability-FAR  Subpart  31.  2-Construction/A-E 
Applicability-FAR  Subpart  31.  2-Facilities  Contracts 
Applicability-FAR  Subpart  31.  3-Educational  Institution 
Contracts 


GUIDANCE 

SOURCE/REFERENCE 

OAG  13,010.403 
OAG  13,010.100 
OAG  13,010.401 
CAM  3-S207 
CAM  6-  607.  3 
CAM  6-  607.  4 
CAM  13-510.  5 

CAM  1-  503 
CAM  9-  318 
CAM  7-  305.  2 
CAM  9-  703.11 
CAM  A300  31.  105 
CAM  7-  307 
FAR  45.  302-2 


CAM  13-Sl  J.IO 

CAM  8-  503.  7 

FAR  22.1002-4 

CAM  4-  709 
CAM  14-  121.  1 
CAM  14-  121.  1 
CAM  A300  31.  205-47 


CAM  1-  502.  4 
CAM  4-  503.  1 
CAM  1-  502 
CAM  1-  206.  1 
CAM  1-  206.  2 
CAM  1-  502.  3 

CAM  A300  31.  001 
CAM  A300  31.  001 
CAM  A300  31.  001 
CAM  7-1004.  2 
CAM  7-1002.  3 
CAM  7-1202 
CAM  A300  31.  103 
CAM  A300  31.  105 
CAM  A300  31.  106 
CAM  A300  31.  104 
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FAR/FAR 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Applicability-FAR  Subpart  31.  6-Contracts  /State/Local 
Government 

Audit  Report-Noncompliance  w/Disclosed/Established 
Practices/CAS/FAR 

Background  Information-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

Basic  FAR/DFARS  Reference-Government  Property 
CAS-CAS/FAR  Disclosure  Statement  Compliance  Review 
CAS-Compliance  with  CAS  Rule/Regulation/Standards  and 
FAR 

CAS-FAR  Requirements  for  Submission  of  Cost  Impact 
Proposal 

CAS-Flowdown  Clause-FAR  52.230-2 
CAS-Noncompliance  with  FAR  Part  31 
Change  in  the  DoD  FAR  Supplement  (DFARS) 

Circumstances  AfTecting-Noiicompliance  w/Disclosed/Est 
Prac/CAS/FAR 

Compliance  with  FAR  31.205-6(c),  Labor-Management 
Agreement-CSRs 

Conditions/Recommendation-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

Cost  Objective-FAR  Definition 
Definition  in  FAR  Cost  Principles 
Definition-Pricing-FAR 
Depreciation-Applicability  of  FAR/CAS 
Direct  Associated  Cost-FAR  Definition 
Disposition/Audit  Results-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

Economic  Usefulness  Criterion  of  FAR 
Estimating  Cost-FAR  Definition 

Eval.  of  Reasonableness-Nonunion  Compensation(CSRs)-FAR 
31.205.6(b) 

FAR  Contract  Cost  Principles  and  Procedures 
FAR  Cost  Principles  Assessment 
FAR  Cost  Principles-Facilities  Contracts 
FAR  Warranty  Clause 

FAR/CAS  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 
FAR/DFARS  Provisions 
Field  Pricing  Support-FAR  Reference 
Final  Cost  Objective-FAR  Definition 
Index-FAR/DAR/DFARS  Cost  Principles 
Indirect  Cost  Pools-FAR  Definition 
Leasing  Costs-Applicability  of  FAR 
NASA  Contracts-Special  Consideration-FAR/NASA 
Procurement  Regulation 
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FAR/FEEDBACK 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Profit  Center-FAR  Definition 
Proposal-FAR  Definition 

Provisions  of  FAR  31.205-44-Training/Educational  Costs 
Purpose/Scope-Noncompliance  w/Disclosed/Est  Prac/CAS/FAR 
Relationship  Between  FAR  &  IRS  Rule-Depreciation 
Summary  of  Audit  Results-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 
FASB 

Accounting  for  Computer  Software  Costs  Under  FASB  No.  86 

Accounting  for  Pension  Costs-FASB  87 

Capital  Lease-Requirements  of  FASB  Statement  13 

FASB  13  Applicability  to  Specific  Contracts 

Leasing  Costs-Applicability  of  FASB  Statement  13 

Limitation  of  FASB  86 

Purpose  of  FASB  86 

FAULT 

Fault-Based  Liability  to  Third  Party 
FAVORED 

Credit  for  Change  in  Inventory  Methods-Most  Favored 
Customer  Clause 

.FCRC  Federal  Contract  Research  Center(s) 

.FCRC  (See  FFRDC) 

.Federal  Insurance  Contributions  Act  (See  FICA) 

.Federal  Procurement  Policy,  Office  Of  (See  OFPP) 

•Federal  Unemployment  Tax  Act  (FUTA) 

FEE 

Adjusted  Fee-Termination 
Bank  Fee 

CACS  on  Vouchered  Costs/Fee-Termination 
Comments  on  Profit/Fee-Appendix-Termination  Audit  Report 
Contract  Audit  Closing  Statements/Cost-Plus-Fixed-Fee  Level- 
of-Efibrt 

Costs/Fee  Submitted  in  Settlement  Proposal-Termination 
Costs/Fee  Vouchered  Out-Termination 
Facilities  Contract-Profit/Fee 
Incorporation  Fee 

Membership  Fee/Organization/Lobbying/Charitable  Activities 
Retainer  Fee 

Sale  Commissions/Brokerage  Fee 

Sellers’  or  Agent  Compensation/Fee/Commissions-Selling  Costs 
Weighted  Guidelines  Profit/Fee  Objective 

FEEDBACK 

Application/Feedback  of  Headquarters  Guidance 


CAM  A300  31.  001 
CAM  A300  31.  001 
CAM  7-  904 
CAM  10-  806.  1 
CAM  7-  402.  3 
CAM  10-  806.  4 


CAM  7-  104 
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CAM  7-1910 
CAM  12-  404 
CAM  10-  706.  2 
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CAM  12-  402.  2 
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FAR  45.  302-2(0 
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CAM  A300  31.  205-38 
CAM  7-1306.  3 
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.FEMA  Federal  Emergency  Management  Agency/FIELD  WORK 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


.FEMA  Federal  Emergency  Management  Agency 
.FERC  Federal  Energy  Regulatory  Commission 
.FFP  Firm-Fixed-Price  Type  Contract 
FFP 

CAS-WG  76-4-lncreased  Costs  Under  FFP  Contracts 
.FFRDC  Federally  Funded  R&D  Center(s) 

FFRDC 

CAS  Applicability  At  FFRDC 

.FICA  Federal  Insurance  Contributions  Act 

FICA 

Income  Tax/FICA  Payment  Incident  to  Relocation  Cost 

FIDELITY 

Fidelity  Bonds 

.Field  Audit  OfRce  (DCAA)  (See  FAO) 

FIELD  PRICING 

Administrative  Procedures  for  Field  Pricing  Support 

Contractor  Request  for  Field  Pricing  Support 

Field  Pricing  Report  on  Contract  Price  Proposal 

Field  Pricing  Report  on  Contract  Price  Proposal 

Field  Pricing  Support 

Field  Pricing  Support  Approach 

Field  Pricing  Support  At  Prime  Contract  Level 

Field  Pricing  Support-Dollar  Threshold 

Field  Pricing  Support-FAR  Reference 

Field  Pricing  Support-Procurement  Procedures 

Subcontract  Proposal-Field  Pricing  Support 

The  Field  Pricing  Support  Concept 

FIELD  SERVICE 

Field  Service  Expense-Other  Direct  Cost 

FIELD  WORK 

Branch  Manager-Supervision  of  Field  Work-Branch  Office 
Evidence-Field  Work  Standards/Financial  Audits 
Evidence-Field  Work  Standards/Operations  Audits 
Field  Work  Standards  for  Financial  Statement/Financial 
Related  Audits 

Field  Work  Standards  for  Performance  (Operations)  Audits 
Internal  Control  Structure-Field  Work  Standards/Financial 
Audits 

Internal  Control-Field  Work  Standards/Operations  Audits 
Legal/Regulatory  Requirements-Field  Work  Standards/Financial 
Audits 

Legal/Regulatory  Requirements-Field  Work 
Standards/Operations  Audits 
Planning-Field  Work  Standards/Financial  Audits 
Planning-Field  Work  Standards/Operations  Audits 
Supervision-Field  Work  Standards/Financial  Audits 
Supervision-Field  Work  Standards/Operations  Audits 


WGl  5990.04  CCH 


0MB  A-  21 


CAM  A300  31.  205-35 
CAM  7-  509.  2 


CAM  9-  100 
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CAM  9-  102.  1 
CAM  9-  102.  2 
CAM  9-  104.  2 
CAM  9-  102 

CAM  9-  605.  5 

CAM  G-  405 
CAM  2-  306 
CAM  2-  506 
CAM  2-  300 

CAM  2-  500 
CAM  2-  305 

CAM  2-  505 
CAM  2-  304 

CAM  2-  5C4 
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FILING/FINANCIAL 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


FILING 

CAS-Proper  Filing  of  Disclosure  Statements 

FINAL  AUDIT 

Audit  Report-Final  Audit  Determined  Indirect  Cost  Rates 
Final  Audit  Report  for  Cost-Type  Contracts-Termination 
Final  Audit  Report  on  Cost  Reimbursement  Contracts 
Final  Audit  Report  on  Time/Material  Type 
Contracts/Subcontract 
Final  Audit  Report-Government  Property 
Purpose/Scope  of  Audit-Final  Audit  Determined  Indirect  Cost 
Rate 

FINAL  COST 

Final  Cost  Objective-FAR  Definition 
FINANCIAL 

Analysis  of  Financial  Flexibility 
Application  of  Reporting  Standards-Financial  Audits 
Audit  Disclosure-Contract  Financial  Management 
Audit  of  Contractor  Financial  Capability 
Audit  Program-Financial  Capability  Audit 
Audit  Program-Performance  of  Financial  Management/Fiscal 
Integrity 

Contractor  Compliance  with  Contract  Financial  Management 
Requirements 

Contractor  Financial  Capability  Audits  and  Reporting 
Contractor  Financial  Management-NASA  Form  533 
Contractor  Financial  Management-NASA-PERT  System 
Contractor  Report/Financial 
Statements-Accounting/Management  Systems 
DCAA-Independent  Financial  Advisor  in  Government 
Contracting 

Educational  Institutions-Financial  Management  Systems 
Standards 

Evidence-Field  Work  Standards/Financial  Audits 
Field  Work  Standards  for  Financial  Statement/Financial 
Related  Audits 

Field  Work  Standards  for  Financial  Statement/Financial 
Related  Audits 
Financial  Capability 
Financial  Capability  Annual  Planning 
Financial  Capability  Reporting  Requirements 
Interest  &  Other  Financial  Cost 
Internal  Control  Structure-Field  Work  Standards/Financial 
Audits 

Legal/Regulatory  Requirements-Field  Work  Standards/Financial 
Audits 

MAAR  No.4  Tax  Return  and  Financial  Statements 
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FINANCIAL/FISCAL 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Nonprofit  Organization-Financial  Management  Systems 
Standards 

Opinion  Criteria  in  Reporting  on  Contractor  Financial 
Capability 

Planning-Field  Work  Standards/Financial  Audits 
Preaward  Financial  Capability  Survey 
Pro  Forma-Financial  Capability  Report 
Reporting  Standards  for  Financial  Statement/Financial  Related 
Audits 

Reporting  Standards  for  Financial  Statement/Financial  Related 
Audits 

Reporting  Under  Financial  Assistance-Educational  Institutions 
Review  of  Contractor  Financial  Statements 
Review  of  Contractor  Financial  Statements/Corp.  Minutes/Tax 
Retum/SEC 

Review  of  Existing  Financial  Conditions 
Supervision-Field  Work  Standards/Financial  Audits 
Use  of  ACRS  for  Financial  Accounting  Purpose 
FINANCIAL  CAPABILITY 
Audit  of  Contractor  Financial  Capability 
Audit  Program-Financial  Capability  Audit 
Contractor  Financial  Capability  Audits  and  Reporting 
Financial  Capability 
Financial  Capability  Annual  Planning 
Financial  Capability  Reporting  Requirements 
Opinion  Criteria  in  Reporting  on  Contractor  Financial 
Capability 

Preaward  Financial  Capability  Survey 

Pro  Forma-Financial  Capability  Report 

FINDINGS 

Audit  Findings-CSRs 

Development  of  Findings  on  Labor  Costs 

Discussing  Audit  Findings 

Findings/Conditions  Requiring  Pursuit  as  Potential  Cases  of 
Fraud 

Materiality  of  Defective  Pricing  Findings 
Reporting  of  Opera!  ions  Audit  Findings  Synopsis 
Resolution  of  Defective  Pricing  Audit  Findings 
Result  of  Negotiation  &  Findings  on  Appeal 
FINES 

Educational  Institutions-Fines/Penalty 

Fines  &  Penalty 

FISCAL 

Audit  Program-Performance  of  Financial  Management/Fiscal 
Integrity 


0MB  A-110 

CAM  14-  306 
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CAM  5-  202.  1 
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CAM  2-  400 
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.Fixed  Price  Incentive  (See  FPI)/FMS 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


.Fixed  Price  Incentive  (See  FPI) 

.Fixed  Price  Redeterminable  (Sm  FPR) 

FIXED  PRICE 

Auditing  Fixed-Price  Contracts-Termination 
Fast  Payment  Procedure  on  Fixed-Price  Contract 
Indirect  Cost  on  Fixed-Price  Contracts 
Reimbursement  of  Indirect  Cost  on  Fixed-Price  Contracts 
Report  to  Establish  Final  Price  Fixed-Price  Incentive  Contract 
FIXED  RATE 

Educational  Institutions-Predetermined  Fixed  Rate  for  Indirect 
Cost 

Negotiated  Fixed  Rate-Educational  Institutions 
FLASH 

Estimating-Flash  Reporting 

Flash  Reporting-Outline  of  a  Report  on  Estimating  System 
Deficiencies 

FLEXIBILITY 

Analysis  of  Financial  Flexibility 

FLEXIBLE 

Audit  Program-Flexible  Progress  Payment  Proposal 

Flexible  Progress  Payment  Clause 

Review  of  Proposal  for  Flexible  Progress  Payment  Rate 

FLOOR  CHECK 

Access  to  Restricted  Area-Floor  Check 

FLOOR  CHECKS 

Floor  Checks-T&M  Contracts 

Observation  of  Work  Areas  (Floor  checks)  Procedures 

Procedures  for  Performing  Physical  Observation  (Floor  checks) 

Production  Labor  Floor  Checks 

FLOORCHECK 

Audit  Program-Labor  Interview/Floorcheck 
FLOORCHECKS 

Floorchecks  and  Material  Verification  at  Nonmajor  Contractor 
FLOWDOWN 

CAS-Flowdown  Clause-FAR  52.230-2 
CAS-WG  76-3-Flowdown  Clause 
FLUCTUATION 

Burden  Fluctuation  Method  Delay/Disruption  Submission 
FMIS 

FMIS/AMIS  Data  Accuracy 
.FMS  Foreign  Military  Sales 
FMS 

Definition  of  Foreign  Military  Sale  (FMS) 

DoD  FMS  Sale  Agent  Policy 

Foreign  Military  Sale  (FMS)  Offset  Arrangements 

Pricing  Principles  for  FMS  Contracts 
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FMS/FOREIGN 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Selling  Costs  Under  Foreign  Military  Sale  (FMS)  Contracts 
Use  of  Government  Property  on  FMS 
.FOIA  Freedom  of  Information  Act 
FOIA 

Processing  Freedom  of  Information  Act  (FOIA)  Request 
Processing  Request  for  Information  Under  the  FOIA 
FOLLOWUP 

Audit  Followup-Army/Navy  Summary  Distribution  List 
Audit  Followup-Audit  Report  Tracking 
Audit  Followup-DCAA  Control  Log 
Audit  Followup-DCAA  Control  Log 
Audit  Followup-DCAA  Responsibility 
Audit  Followup-DCAA  Summary  Sheet 
Audit  Followup-DCAA  Summary  Sheet 
Audit  Followup-DCAA  Support  of  Reviewing  Officials  or 
Boards 

Audit  Followup-Reportable  Contract  Audit  Report 
Audit  Followup-Reporting  Requirements 
Audit  Followup-Resolution  of  Contract  Audit  Report 
Recommendation 
Contract  Audit  Followup 

Disapprovals-Followup  Action  on  Form-1  Suspension  & 
Responsibilities  of  Acquisition  Component-Audit  Followup 
FORECASTING 

Forecasting  Cost  Underruns/Overruns 
Forecasting  Dollars  of  Workload-Branch  Office 
Forecasting  Material  Shrinkage  Requirements 
Shop  Forecasting  &  Loading  PS&C 
FORECASTS 

Annual  vs  Quarterly  Forecasts-Economic 
Audit  Application-Economic  Forecasts 
Evaluation  of  Contractor  Budget/Forecasts-ESS 
Types  of  Forecasts-Economic 

FOREIGN 

Definition  of  Foreign  Military  Sale  (FMS) 

Domestic  &  Foreign  Differential  Pay 
Domestic  and  Foreign  Tax  Differential  Allowance 
Escalation  of  Foreign  Purchase 
Foreign  Economic  Data 
Foreign  Income  Tax 

Foreign  Military  Sale  (FMS)  Offset  Arrangements 
Foreign  Selling  Costs 
Selling  Cost-Foreign  Military  Sale 
Selling  Costs  Under  Foreign  Military  Sale  (FMS)  Contracts 
Severance  Payments  to  Foreign  Nationals 
Waiver  of  Cost  or  Pricing  Data  for  Foreign  Government  or 
Agency 
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3-S105.  5 

CAM 

14-  705.  5 

PAM 

74,pg.l7-19 

PAM 

74,pg.31-45 

CAM 

5-1207.  3 

PAM 

74,pg.4-6 

CAM 

7-1307.  2 

CAM 

A300  31.205-6 

CAM 

7-1921 

PAM 

74,pg.29-30 

PAM 

74,pg.6 

CAM 

7-1408 

CAM 

7-1307.  4 

CAM 
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CAM 
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CAM 
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CAM 
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FORM/FORMAT 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


FORM 

Blanket  DCAA  Form-1 

Claim-Contractor  Request  for  Reconsideration-Disapproved 
Costs  Form  1 

Contractor  Financial  Management-NASA  Form  533 
Copy  of  DCAA  Form- 1  (Continuation  Sheet) 

DCM  Form  1-Cost-Type  Suspended/Disapproved/Appeal 
Deductions  of  Form- 1  on  Public  Voucher  for 
Suspension/Disapprovals 
Deferred  Payment  of  Form- 1  on  Contract  Debts 
Disapprovals-Followup  Action  on  Form-1  Suspension  & 
Distribution  of  DCAA  Form-1 
Form- 1 -Copy  of  DCAA 
Form- 1 -Preparation  of  DCAA 
Form- 1 -Preparation  of  Regular  DCAA 
Form- 1 -Regular  DCAA 
Form- 1 -Types  of  DCAA 

Offset  of  Cost-Type  Voucher  Deductions-Form-1 
Performance-Cost  Suspension  (Form-t)-Impairment  of 
Contract 

Preparation  of  Blanket  DCAA  Form-1 
Short  Form  Audit  Report 
Suspected  Irregularity  Referral  Form 
Suspected  Irregularity  Referral  Form 
FORMAT 

Audit  Report  Format 
Audit  Report  Format-CACS 
CACS  Audit  Report  Format 
CAS  Audit  Report  Format/Content 
Content/Format-Audit  Report  on  Claim 
Evaluation  of  Proposal  Format/Support-ESS 
Format  for  Allocation  of  Indirect  Cost-Educational  Institutions 
Format/Content  of  Annual  Incurred  Cost  Audit  Report 
Format/Content  of  Price  Proposal  Audit  Report 
Format/Content  of  Report-Defective  Pricing 
Format/Content  of  Report-Other  Areas 
Format/Content-Functional/Operational  Audit  Report 
Format/Content/Distribution  of  Audit  Report-Termination 
Format/Contents  of  Audit  Report 
Format/Contents  of  Working  Papers 
Price  Proposal  Format/Support 
Sample  Format/Confirmation  of  Specific  Cost  Information 
Sample  Format/Notification  of  Disclaimer  of  Opinion  on  Price 
Proposal 

Subject  &  Address  Format-Audit  Report 
Table  of  Contents  Format-Audit  Report 


CAM  6-  903.  2 
CAM  6-  908 

CAM  3-S203 
CAM  6-  9Fig.6-9-2 
FAR  42.  803 
CAM  6-  907 

CAM  6-  907a 
CAM  6-  904 
CAM  6-  906 
CAM  6-  9Fig.6-9-l 
CAM  6-  905 
CAM  6-  905.  1 
CAM  6-  903.  1 
CAM  6-  903 
CAM  6-  907b 
CAM  6-  907a 

CAM  6-  905.  2 
CAM  10-  218 
CAM  4-  7Fig.4-7-2 
DAP  DIIS  (2K-FORM) 

CAM  10-  204 
CAM  10-  9Fig.lO-9-l 
CAM  10-  905 
CAM  10-  803 
CAM  10-1103 
CAM  5-1209.  2 
CAM  13-  5Fig.  13-5-1 
CAM  10-  503 
CAM  10-  302 
CAM  10-  603 
CAM  10-1203 
CAM  10-  403 
CAM  12-  313 
CAM  10-  200 
CAM  4-  403 
CAM  9-  304 
CAM  9-  lFig.9-1-2 
CAM  9-  lFig.9-1-1 

CAM  10-  2Fig.  10-2-3 
CAM  10-  2Fig.l0-2-5 
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FORMAT/FRAUD 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Termination  Settlement  Proposal  Format/Content 
FORMUU 

DCAA  Netting  Formula  Evaluation  Technique  (D-NET) 
EDP-Job  Costing  &  Billing  Formula  Review  Guide 
Formula  Pricing  Agreement 
The  Z  Score  Formula 

.Forward  Pricing  Rate  Agreement  (See  also  FPRA) 
FORWARD 

Audit  Program-Forward  Pricing  Rate  and  Factor 
Carry  Forward  of  Under/Over  Recovery-Educational 
Institutions 

Evaluation  of  Forward  Price  Proposal-Audit  Report 

Forward  Pricing  Factor 

Forward  Pricing  Rate  Agreement  (FPRA) 

Forward  Pricing  Rate  Recommendation  (FPRR) 
Pre-Established  Forward  Pricing  Factors 
•FOUO  For  Official  Use  Only 
.FPI  Fixed  Price  Incentive  Type  Contract 
FPI 

FPI  Contract  Type  Clause 

Negotii-:'ng  Final  Price  under  FPI  Contract 

.FPR  Fixed  Price  Redeterminable 
FPR 

FPR  Contract  Type  Clause 

.FPRA  Forward  lacing  Rate  Agreement(s) 

FPRA 

Auditor  Involvement  at  Negotiation-FPRA 

Certification-FPRA 

Evaluation-FPRA 

Forward  Pricing  Rate  Agreement  (FPRA) 

FPRA  Initiation/Application/Use/Expiration 

FPRA  Procedures 

Labor-FPRA 

Monitoring  FPRA 

Postaward  Audits-FPRA 

Rate  Identification  and  Support-FPRA 

Reporting-FPRA 

Review  Scope-FPRA 

FPRR 

Forward  Pricing  Rate  Recommendation  (FPRR) 
FRAME 

Describing  the  Sampling  Frame 
FRANCHISE 

CAS-WG  81-25-State  Income/Franchise  Tax 
FRAUD 

Cautionary  Statement  on  Suspicion  of  Potential  Fraud 
Defense  of  Fraud  Proceeding  Cost 


CAM  10-  702 

CAM  4-  504.  5 
OAG  14,020.402 
CAM  9-1202.  4 
CAM  14-  3Fig.  14-3-1 


DAP  DIIS  (APIRATES) 
CAM  13-  605 

CAM  10-  3Fig.  10-3-2 
CAM  9-1202.  3 
CAM  9-1200 
CAM  9-1202.  2 
CAM  9-  312 


FAR  52.  216-16,17 
CAM  7-1606 


FAR  52.  216-5,6 


CAM  9-1210 
CAM  9-1207 
CAM  9-1206 
CAM  9-1200 
CAM  9-1203 
FAR  15.  809 
CAM  9-  505.  3 
CAM  9-1208 
CAM  9-1211 
CAM  9-1204 
CAM  9-1209 
CAM  9-1205 

CAM  9-1202.  2 

CAM  B-  209 

WGI  5990.25  CCH 


CAM  4-  7Fig.4-7-l 
CAM  A300  31.  205-47 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Detecting/Reporting/Monitoring  Suspected  Fraud/Other 
Irregularity 

Examples  of  Conditions  Warranting  Consideration  of  Fraud 
Referral 

Findings/Conditions  Requiring  Pursuit  as  Potential  Cases  of 
Fraud 

Fraud  Indicators-Audit  Procedures  for  Uncovering  Fraud 
Fraud  Indicators-Audit  Procedures  for  Uncovering  Fraud 
Fraud/Unlawful  Activity/Anticompetitive  Practices-DCAAF 
2000.0 

Investigative  Support  Responsibilities-Fraud 
Prevention/Detection/Reporting  Fraud/Unlawful 
Activity/Improper  Practi 

Procedures-Referring  Fraud/Unlawful  Activity  Suspicion 
Suspected  Fraud/Unlawful  Activity 

FREEDOM 

Processing  Freedom  of  Information  Act  (FOIA)  Request 
Scope  of  Statute-Freedom  of  Information  Act 

FREIGHT 

Outbound  Freight  Cost 
FRINGE  BENEFIT 
Fringe  Benefit 

Fringe  Benefit  Costs-Pension  Plan-Educational  Institutions 
Payroll  Costs-Tax  &  Fringe  Benefit 
FULLY  DEPRECIATED 

Depreciation  on  Fully  Depreciated  Assets-Usage  Charge 
FUNCTIONAL 

Authentication-Functional/Operational  Report 
Background  Information-Functional/Operational  Report 
Conference/Report  on  Functional/Operational  Reviews 
Contractor  Organization-Functional/Operational  Report 
Disposition  of  Audit  Result-Functional/Operational  Report 
Distributing  Functional/Operation  Report 
Distribution  of  Functional/Operational  Reports  on  NASA 
Contractors 

Effect  of  CPSR  on  Performance  of  Functional  Audits 
Entrance  Conference  on  Functional/Operational  Reviews 
Format/Content-Functional/Operational  Audit  Report 
Functional  Responsibility  Statement 
Functional/Operational  Reviews 
Functional/Operational  Reviews 
Operations  Audit/Functional  Review 
Programming  Functional  Reviews/Operations  Audits-NASA 
Purpose/Scope-Functional/Operational  Report 
Report  Address-Functional/Operational  Report 
Statement  of 

Conditions/Recommendation-Functional/Operational  Report 


REG  7640.15 

CAM  14-  121.  2 

CAM  14-  121 

CAM  4-  702.  3 
CAM  4-  702.  3 
CAM  4-  702.  4a 

CAM  4-  702.  6 
CAM  4-  700 

CAM  4-  702.  4 
CAM  4-  702 

CAM  1-  700 
CAM  1-  703 

CAM  A300  31.  205-45 

CAM  A300  31.205-6 
CAM  13-  509 
CAM  9-  703.  8 

CAM  7-  404.  3 

CAM  10-  410 
CAM  10-  406 
CAM  14-  504 
CAM  10-  414 
CAM  10-  409 
CAM  10-411 
CAM  10-  4Fig.lO-4-l 

CAM  5-1302.  4 
CAM  4-  302.  2 
CAM  10-  403 
OAG  1030.3 
CAM  4-  304.  5 
CAM  4-  303.  3 
CAM  14-  500 
CAM  15-  106.  3 
CAM  10-  405 
CAM  10-  404 
CAM  10-413 
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FUNCTIONAL/GAC 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Status  of  Corrective  Action-Functional/Operational  Report 
Summar)'  of  Audit  Results-Functional/Operational  Report 
Table  of  Contents-Functional/Operational  Report 
FUND 

Allocation  of  Pension  Fund  Assets  to  Segment 
Audit  Report-Limitation  of  Cost/Fund/Payments 
Audit  Report-Nonappropriated  Fund 
Audit  Service  for  Nonappropriated  Fund 
Contract  Fund  Status  Reporting  (CFSR) 

Educational  Institutions-Interest/Fund-Raising/Investment 
Management 

Environmental  Clean-Up  Trust  Fund 
Limitation  of  Cost/Fund/Payments 
Limitation  of  Fund  Clause  (Cost-Type) 

Review  Procedures-Limitation  of  Cost/Fund/Payments 
Transfer  of  Pension  Fund  Assets  to  Other  Post-retirement 
Benefit 

FUND  RAISING 

Educational  Institutions-Interest/Fund-Raising/Investment 
Management 
FUNDING 

Full  Funding  Limitation  Advance  Agreement-Pension  Plan 

Funding  of  Self-Insurance 

Funding  Requirements  for  Pension  Cost 

.FUTA  Federal  Unemployment  Tax  Act 

G  A 

Allocation  Bases/G&A  Expenses  Other  than  Corporate/Home 
Office 

Audit  Program-CAS  410  Allocation  of  Business  Unit  G&A 
Auditing  G&A  Expenses-Termination 
CAS  410-Allocation  of  Business  Unit  G&A  Expenses 
CAS-'VG  78-21 -Allocation  of  Business  Unit  G&A  Expenses 
CAS-WG  79-24-Allocation  of  Business  Unit  G&A  Expenses 
G&A  Allocation  Per  W.G.  79-24-Facilities  Contracts 
G&A  Expense  Allocable  to  Unallowable  Cost 
.G&A  General  &  Administrative  (Expense) 

.G&A  (See  also  Burden/Indirect  Cost/Overhead) 

.GAAP  Generally  Accepted  Accounting  Principles 
GAAP 

GAAP  for  Write-up'/Write-downs-Business  Combinations 

.GAAS  Generally  Accepted  Auditing  Standards 

G.AC 

CAC/OIOA/GAC-CAS 

CAS-CAC/CHOA/GAC  Coordination  Cost  Impact  Proposal 
Coordination  with  CAC/CHOA/GAC-CAS 


CAM  10-  408 
CAM  10-  407 
CAM  10-  412 

PAM  79,pg.l9 
CAM  11-  105 
CAM  14-  905.  4 
CAM  14-  905 
CAM  11-303 
CAM  13-Sl  J.22 

CAM  7-1920.16 
CAM  11-  100 
FAR  52.  232-22 
CAM  11-  104 
CAM  7-  606.  4 


CAM  13-Sl  J.22 


CAM  7-  606.  2 
CAM  3-S102.  4 
PAM  79,pg.l6 


CAM  6-  606.  4 

DAP  DUS  (APCAS410) 
CAM  12-  306 
CAM  8-  410 
WGI  5990.21  CCH 
WGI  5990.24  CCH 
CAM  6-  60T  4 
MRD  02/01/94  PAD016 


CAM  7-1705.  2 


CAM  8-  104.  3 
CAM  8-  505 
CAM  8-  302.  6 
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.Gain  (See  also  Profit)/GOAL 


KEYWORD  INDEX  OF  AUDIT 

GUIDANCE 

TOPIC 

SOURCE/REFERENCE 

.Gain  (See  also  Profit) 

GAIN 

Educational  Institutions-Gain/Loss  Disposition  of  Plant 

CAM  13-Sl  J.33 

Equipment 

1  Gain/Loss  on  Asset  Disposition 

CAM  7-  412 

1  Gain/Loss  on  Disposition  of  Depreciable  Property 

CAM  A300  31.  205-16 

Pension  Cost-Actuarial  Gain  &  Loss 

PAM  79,pg.l5 

Treatment  of  Dining  Hall  Gain  &  Loss-Educational  Institutions  CAM  13-  508 

.GAO  General  Accounting  Office 

GAO 

Access  to  Records  on  Replies  to  GAO  Report 

CAM  1-  203.  3 

Exception-GAO  Notice  of 

CAM  6-  909 

Explanations  of  Delay  in  Submission  of  Response  to  GAO 

CAM  1-  204.  4 

Report 

GAO  Access  to  Audit  Records  &  Files  (DODD  7650.1) 

CAM  1-  203 

GAO  Access  to  Audit  Records  and  Files  on  Completed  Audits 

CAM  1-  203.  1 

GAO  Access  to  Audit  Records  and  Files  on  Incomplete  Audits 

CAM  1-  203.  2 

GAO  Audit  Standards  Adopted  for  Executive  Branch 

0MB  A-  73 

GAO  Audits-NASA  Contracts 

CAM  3-S210 

Headquarters  Liaison  with  GAO 

CAM  1-  205.  1 

Interface  with  GAO-Defective  Pricing  Audits 

CAM  1-  206 

Liaison  Between  DCAA  &  GAO  Activities 

CAM  1-  205 

Liaison  on  GAO  Reviews  Affecting  DCAA 

CAM  1-  205.  4 

Regional  Conference  with  GAO 

CAM  1-  205.  3 

Regional  Office  Liaison  with  GAO 

CAM  1-  205.  2 

Relationship-DCAA  &  GAO 

CAM  1-  202 

Replies  to  GAO  Headquarters  Report 

CAM  1-  204.  1 

Replies  to  GAO  Report 

CAM  1-  204 

Replies  to  Letter  Report  of  GAO  Regional  Offices 

CAM  1-  204.  2 

.General  Accounting  Office  (See  GAO) 

.General  Services  Aduiinistration  (GSA) 

GENERALLY 

Generally  Accepted  Auditing  Standards/Relationship  to  DCAA 

CAM  2-  100 

Audits 

.GFM  Government-Furnished  Material 

.GFP  Government-Furnished  Property 

GIFTS 

Suspected  Contractor  Provision  of  Improper  Gifts  Gratuities- 

CAM  4-  703 

Govt  Pers. 

GLOSSARY 

1  Glossary  of  Acronyms  and  Definition-Economic 

PAM  74,Pg.69-72 

Improvement  Cune  Reference  Data  (Glossary) 

PAM  14,pg.ll 

.  Material  Handling-Glossary  of  Terms 

OAG  11,040.502 

GOAL 

Developing  Reliability  Goal-Attributes 

CAM  B-  304 

Developing  Reliability  Goal- Variables 

CAM  B-  404 
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.GOCO  Government-Owned,  Contractor-Operated  (PIant)/GOVERNMENT 

PROPERTY 

KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


.GOCO  Government-Owned,  Contractor-Operated  (Plant) 
GOCO 

Allocation  Bases/Residual  Corporate/Home  Office  Expenses  to 
GOCO 

Sample  of  Corporate  Expense  Rate-GOCO  Activities 
GOLDEN  PARACHUTE 
Golden  Parachute  Plan 
GOODS 

Educational  Institutions-Goods/Service  for  Personal  Use 

GOODWILL 

Goodwill 

Unallowable  Costs  (Goodwill/Cost  of  Money)-Business 
Combinations 
GOVERNANCE 

Costs  Related  to  Contractor  Self  Governance  Programs 
.Government-Owned  Equipment/Material/Property  (See  also 
Material) 

GOVERNMENT  FURNISHED 
Audit  Disclosure-Management  of  Government-Furnished 
Property 

Government-Furnished  Material  &  Reusable  Containers 
Government-Furnished  Material-Other  Direct  Cost 
Savings  Through  Government-Furnished  Parts 
GOVERNMENT  PROPERTY 
Administration  of  Government  Property  Furnished  to 
Contractors 

Audit  Objectives/Procedures-Govemment  Property 
Audit  Programs  for  Material  Costs-Govemment  Property 
Audit  Report-Government  Property 
Audits  of  Government  Property/ 

Basic  FAR/DFARS  Reference-Government  Property 
Contract  Regulation  on  Government  Property 
Depreciation/Rental  Charges-Govemment  Property 
Discussion  with  Contractor-Government  Property 
DoD  Policy  on  Furnishing  Facilities-Govemment  Property 
Final  Audit  Report-Government  Property 
Functions  of  Government  Property  Administrator 
Government  Property 

Government  Property  Review  At  Other  Locations 
Government  Property  Review  Upon  Specific  Request 
Government  Property-Contract  Clause 
Government  Property-Contract  Clause 
Government  Property-Definition 
Government  Property-Use  &  Charge 
Government  Role  in  Review  of  Government  Property 
Internal  Audit  Functions-Govemment  Property 
IPE  on  Commercial  Work-Government  Property 


CAM  6-  606.  6 

CAM  6-10Fig.6-6-l 

CAM  7-1907.  8 

CAM  13-Sl  J.19 

CAM  A300  31.  205-49 
CAM  7-1705.  8 


CAM  7-1909.  3 


CAM  3-Slll 

CAM  9-  407.  1 
CAM  9-  604.  2 
CAM  3-S105.  4 

CAM  1-  4S1 

CAM  14-  405 
CAM  14-  405.  2 
CAM  14-  408 
CAM  14-  400 
CAM  14-  403.  1 
CAM  14-  403 
CAM  14-  405.  8 
CAM  14-  407 
CAM  14-  403.  2 
CAM  14-  405.  5 
CAM  14-  404.  1 
FAR  45.  000 
CAM  14-  406.  3 
CAM  14-406 
FAR  45.  302-6,7 
FAR  45.  106 
FAR  45.  101 
FAR  52.  245-9 
CAM  14-  404 
CAM  14-  404.  3 
CAM  14-  403.  3 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Material  Handling/Usage-Govemment  Property 

Related  Contract  Audit  Functions-Govemment  Property 

Residual  Material/Intercontract  Transfer-Government  Property 

Review  of  Contractor  Report  on  Government  Property 

Review  of  Physical  Controls-Govemment  Property 

Review  of  Rental  Charges  for  Use  of  Government  Property 

Testing  of  Purchase  Costs-Govemment  Property 

Types  of  Government  Property 

Use  of  Government  Property  on  FMS 

GRAND  JURY 

Documents  Obtained  Under  IG/Grand  Jury  Subpoena  &  Civil 
Invest  Demands 
GRANTS 

Cost  Principles-Grants/Contracts  w/lndian  Tribal  Government 
Cost  Principles-Grants/Contracts  w/State/Local  Government 
DHHS  Exhibit/Grants-Educational  Institutions 
Educational  Institutions-Grants/Contracts/Other  Agreement 
Grants  &  Contracts  with  State  &  Local  Government 
Grants  and  Cooperative  Agreement  with  State  and  Local 
Government 

Grants  Support  for  Computer  Facilities-Educational 
Institutions 

Grants  to  Educational  or  Training  Institutions 
Sample  Audit  Report  Exhibit  A-DHHS  Grants-Educational 
Institutions 

Special  Procedures  Relating  to  Grants-Educational  Institutions 
Treatment  of  Grants  for  Special  Facilities 
Treatment  of  Student  Work  Study  Grants-Educational 
Institutions 

GRAPH 

Appropriate  Graph  Paper  &  Scales-Scatter  Diagram 

Appropriate  Graph  Paper  &  Scales-Time  Series  Charts 

Graph  Illustrating  Computation  of  Coefficient  of  Determination 

Graph  of  Simple  Linear  Regression  Line 

Time  Series  Chart-Use  of  Arithmetic  Graph  Paper 

GRAPHIC 

Audit  Applications  of  Graphic/Computational  Techniques 
Evaluation  of  Allocation  Bases-Graphic/Computational 
Evaluation  of  Proposed  Labor  Rate-Graphic/Computational 
Evaluation  of  Proposed  Overhead 
Costs-Graphic/Computational 
Graphic  Analysis-Repair/Rework  Cost 
Graphic/Computational  Analysis  in  Contract  Audit 
Graphic/Computational  Analysis  Techniques 
Other  Applications-Graphic/Computational  Analysis 
Use  of  Graphic  Analysis 


CAM 

14-  405.  4 

CAM 

14-  404.  2 

CAM 

14-  405.  6 

CAM 

14-  406.  1 

CAM 

14-  405.  7 

CAM 

14-  406.  2 

CAM 

14-  405.  3 

CAM 

14-  402 

CAM 

14-  405.  9 

CAM 

4-  702.  7 

CAM 

A300  31.  6 

CAM 

A300  31.  6 

CAM 

13-  703.  5 

CAM 

13-Sl 

CAM 

A300  31.  6 

0MB 

A- 102 

CAM 

13-510.  5 

CAM 

A300  31.  205-44 

CAM 

13-  7Fig.  13-7-1 

CAM 

13-  309 

CAM 

7-  307 

CAM 

13-  507 

CAM 

E-  104.  4 

CAM 

E-312 

CAM 

E-  2Fig.E-2-3 

CAM 

E-  2Fig.E-2-l 

CAM 

E-  3Fig.E-3-5/6 

CAM 

E-400 

CAM 

E-404 

CAM 

E-405 

CAM 

E-403 

OAG 

12,030.303 

CAM 

3-  104.16 

CAM 

E-000 

CAM 

E-406 

CAM 

9-  702.  1 
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GRAPHICAL/HEALTH 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


GRAPHICAL 

Graphical  Projection-Improvement  Curve 

GRATUITIES 

Gratuities  Clause 

Suspected  Contractor  Provision  of  Improper  Gifts  Gratuities- 
Govt  Pers. 

GROUP 

Corporate/Group/Home  Office  Expenses 
Direct  Cost-Agreement/Group  of  Agreement-Educational 
Institutions 

.GSA  General  Services  Administration 

GUIDANCES 

Obtaining  Audit  Guidances 

HANDLING 

Audit  Disclosure-Handling  of  Spare  Parts  Purchase 
Material  Handling 

Material  Handling-Audit  Guides  for  Specific  Areas 

Material  Handling-Carousels 

Material  Handling-Glossary  of  Terms 

Material  Handling-Major  Storerooms  &  Warehouse 

Material  Handling-Moving  Procedures 

Material  Handling-Preliminary  Information  Gathering 

Material  Handling-Reference 

Material  Handling-Small  Storerooms  &  Tool  Cribs 

Material  Handling-Stacker  Cranes 

Material  Handling-Survey  of  Organization  &  Operation 

Material  Handling/Usage-Govemment  Property 

HARDWARE 

Hardware-Computer  Component 

Hardware/Systems  Software  Controls-EDP  General  Controls 

HAVING 

Individuals  Having  Access  to  Information-Audit  Report 
Appendix 
HAZARD 

War  Hazard  (Worker)  Compensation  Act 
War  Hazard  Insurance-FD-712  Program 
War  Hazard  Pay 
HEADQUARTERS 

Application/Feedback  of  Headquarters  Guidance 
Coordination  of  Audit  Guidance  (DCAA  Headquarters) 

DCAA  Headquarters  Correspondence/Telephone  Calls  to  FAOs 

Headquarters  Liaison  with  GAO 

Headquarters  Support-BCA  Cases 

Replies  to  GAO  Headquarters  Report 

.Health  &  Human  Services,  Depaiiment  Of  (HHS) 

HEALTH 

Champus  (DoD  Health/Medical  Program) 


CAM  F-  403 

FAR  52.  203-3 
CAM  4-  703 


CAM  6-  706.  3 
CAM  13-  403 


CAM  4-  900 

CAM  3-S108 
OAG  11,040 
OAG  11,040.400 
OAG  11,040.501 
OAG  11,040.502 
OAG  11,040.402 
OAG  11,040.401 
OAG  11,040.200 
OAG  11,040.500 
OAG  11,040.403 
OAG  11,040.501 
OAG  11,040.300 
CAM  14-  405.  4 

CAM  C-  104.  1 
CAM  C-  203.  3 

CAM  10-  307.  8 


CAM  7-  507.  4 
CAM  7-  507.  5 
CAM  7-1917.  1 

CAM  4-  902.  3 
DHI  5025.1 
DHI  5020.3 
CAM  1-  205.  1 
CAM  15-  507 
CAM  1-  204.  1 


CAM  14-  902 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Educational  Institutions-Employee  Morale/Health/Welfare 
Costs/Credit 

Employee  Health  &  Safety  Program  Review  Guide 
Employee  Health/Welfare/Food-Service/Dormitory 
Student  Health  Service-Educational  Institutions 
Supplement-Address  List  for  Department  of  Health/Human 
Service 

Supplemental  Requirements-Department  of  Health/Human 
Service 

HELP  WANTED 

Help  Wanted  Advertising  Cost 

Help-Wanted  Advertising 

.HHS  Health  &  Human  Services,  Department  of 

HIGHER 

Government  Assistance  to  Higher-Tier  Contractor 
Release  of  Subcontract  Audit  Report  to  the  Higher-Tier 
Contractor 

Release-Subcontractor  Data  to  Higher-Tier  Contractors 
Subcontractor  Data-Release  to  Higher-Tier  Contractor 
HISTORICAL 

Guidance  for  Evaluating  Estimates  Based  on  Historical  Data 

Identification  of  Departures  from  Historical  Cost  Patterns 

Labor  Estimates  Based  on  Historical  Cost 

Price  Proposal-Comparative  Historical  Cost  Information 

Using  Historical  Data  for  Projection 

HISTORY 

History  of  DCAA 

.Home  Oflice/Corporate  ACO  (See  CACO) 

.Home  Oflice/Corporate  (See  CAC) 

HOME  OFFICE 

Allocation  Bases  for  Corporate/Home  Office  Expense 
Allocation  Bases/G&A  Expenses  Other  than  Corporate/Home 
Office 

Allocation  Bases/Residual  Corporate/Home  Office  Expenses  to 
GOCO 

Audit  Program-CAS  403  Allocation  of  Home  Office  Expenses 

Audit  Report-Corporate/Home  Office  Cost 

CAS  403-Allocation  of  Home  Office  Expenses  to  Segment 

CAS  403-Corporate/Home  Office  Cost 

Corporate  or  Home  Office  Assessments 

Corporate/Group/Home  Office  Expenses 

Corporate/Home  Office  Audits 

Home  Office  Expense-Construction/ A-E 

HOSPITALS 

Treatment  of  Educational  Institutions  Hospitals 

HOTLINE 

DoD  Hotline 


CAM  13-Sl  J.14 

OAG  13,040.403 
CAM  A300  31.  205-13 
CAM  13-  510.  1 
CAM  15-  1S3 

CAM  15-  111 


CAM  7-1904 
CAM  A300  31.  205-34 


CAM  9-  106.  2 
CAM  10-  206.  3 

CAM  9-  106.  4 
CAM  6-  801.  2 

CAM  9-  503.  2 
CAM  E-  402 
CAM  9-  503 
CAM  9-  103.  6 
CAM  3-S103.  1 

PAM  5110.5 
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HOTLINE/IMPACT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC  SOURCE/REFERENCE 


DoD  Hotline  Telephone  Number 

HOURLY 

CAM  4-  702.  4a.(l) 

Average  Hourly  Earnings 

PAM  74,pg.63-65 

Evaluation-Correlation  of  Hourly  Labor  Rate/Number  of 
Employee 

HOURS 

CAM  E-  4Fig.E-4-2 

Labor  Hours  Based  on  Technical  Data 

CAM  9-  504 

Labor  Hours  Estimates 

HOUSING 

CAM  9-  504.  3 

Educational  Institutions-Housing  and  Personal  Living  Expenses 
.Internal  Control  Audit  Planning  Summary 

ICAPS 

CAM  13-Sl  J.20 

Internal  Control  Assessment  Planning  Summary  (ICAPS) 

CAM  3-  300 

Preparation  of  Initial  Internal  Control  Audit  Planning 

Summary  (ICAPS) 

MRD  05/04/94  PAD077 

Relationship  of  ICAPS  &  Mandatory  Annual  Audit 

Requirements  (MAARs) 

ID  CARD 

CAM  3-  302.  1 

Auditor  Credential/ID  Card 

DHI  5000.3 

Auditor  Credential/ID  Card 

IDLE 

REG  5000.3 

Cost  of  Idle  Facilities/Capacity 

CAM  A300  31.  205-17 

Depreciation  on  Idle  Facilities/Capacity 

IG 

DCAA  Support  DoD  IG/Intemal  Audit  Reviews 

CAM  7-  404.  5 

CAM  15-  604.  2 

Documents  Obtained  Under  IG/Grand  Jury  Subpoena  &  Civil 
Invest  Demands 

CAM  4-  702.  7 

DOT  IG  Address  Change  and  Copy  Requirement  Change 
ILLEGAL 

MRD  12/17/93  OAD228 

Auditor  Responsibilities-Detecting  Errors/lrreg./Abuse/lllegal 

Acts 

CAM  4-  702.  2 

Illegal  Expenditure  and  Act  for  Specific  Audit  Area 

CAM  4-  7Fig.4-7-3 

Suspected  Illegal  Political  Contributions 

ILLUSTRATING 

CAM  4-  706 

Graph  Illustrating  Computation  of  Coefficient  of  Determination 

IMIP 

CAM  E-  2Fig.E-2-3 

Industrial  Modernization  Incentive  Program  (IMIP) 

IMMED 

CAM  14-  6S1 

Justification-Immed.  Computer  Programming  Cost  Charging 
Current  Opns 

IMPACT 

CAM  7-  103.  5 

Audit  Program-CAS  Impact  Proposal 

DAP  DIIS  (APIMPAC) 

Audit  Report-Cost  Impact  Statements 

CAM  10-  808 

Background  Information-Cost  Impact  Statements 

CAM  10-  808.  3 

CAS  Cost  Impact  Audit  Report  Example  Exhibit 

CAM  10-  8Fig.lO-8-l 

CAS-Adequacy  of  Cost  Impact  Proposal 

CAM  8-  503.  6 

CAS-CAC/CHOA/GAC  Coordination  Cost  Impact  Proposal 

CAM  8-  505 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CAS-Conference/Report  on  Cost  Impact  Proposal  Reviews 
CAS-Cost  Impact  Proposal  Data  Requirements 
CAS-Cost  Impact  Proposal  Increased  Costs/Change 
CAS-Cost  Impact  Proposal-Implementation  Costs 
CAS-Failure  to  Submit  Cost  Impact  Proposal 
CAS-FAR  Requirements  for  Submission  of  Cost  Impact 
Proposal 

CAS-Requirements  for  Cost  Impact  Proposal 
CAS-Review  Cost  Impact  Proposal 
CAS-Types  of  Cost  Impact  Proposal  Reviews 
Circumstances  Affecting  the  Audit-Cost  Impact  Statements 
Cost  Impact-Compliance  Revised  Disclosure  Statements 
Denial  of  Access  to  Records-Impact  of  Contractor  Denial 
Disposition  of  Audit  Result-Cost  Impact  Statements 
Distribution  of  Report-Cost  Impict  Statements 
Encouraging  Contractor  EDP  Applications/Reduce  Contract 
Audit  Impact 

Evaluation/Use/Impact  of  Results-Technical  Specialist 
Assistance 

Exhibit  and  Schedule-Cost  Impact  Statements 
Impact  of  Other  Sources  of  Reliance  on  Amount  of  Sampling 
Labor  Usage-Impact  on  Rate 
Price  Proposal-Technical  Report  Impact  on  Audit  Report 
Schedule 

Purpose/Scope  of  Audit-Cost  Impact  Statements 
Summary  of  Audit  Results-Cost  Impact  Statements 
Visual  Impact  of  the  Audit  Report 

IMPEDING 

Examples  of  Impeding  Contract  Provisions 
Reporting  on  Impeding  Contract  Provisions 
Reporting  to  the  Contracting  Officer  of  Impeding  Contract 
Provisions 

IMPLEMENTATION 

CAS-Cost  Impact  Proposal-Implementation  Costs 
CAS-WG  76-5-Implementation  Costs 
CAS-WG  77-10-Retroactive  Implementation  of  CAS 
DCAA  Implementation  of  the  DoD  Operations  Security 
(OPSEC)  Program 

EDPS  Implementation  Modes-Processing 

IMPLEMENTING 

CCDR  Implementing  Procedures 

IMPROPER 

Illustrations  of  Improper  Classification-Selling  Costs 
Prevention/Detection/Reporting  Fraud/Unlawful 
Activity/Improper  Practi 


CAM  8-  504 
CAM  8-  502.  3 
CAM  8-  503.  2 
CAM  8-  502.  6 
CAM  8-  503.  7 
CAM  8-  502.  2 

CAM  8-  502.  5 
CAM  8-  500 
CAM  8-  503.  1 
CAM  10-  808.  2 
CAM  10-  807.  7 
CAM  1-  504.  6 
CAM  10-  808,  5 
CAM  10-  809 
CAM  4-  509 

CAM  D-  300 

CAM  10-  808.  6 
CAM  B-  100 
CAM  9-  505.  4 
CAM  9-  103.  8 

CAM  10-  808.  1 
CAM  10-  808.  4 
CAM  10-  104.  7 

CAM  3-  204.  1 
CAM  3-  204 
CAM  3-  204,  2 


CAM  8-  502.  6 
WGl  5990.05  CCK 
WGl  5990.10  CCH 
CAM  3-  205 

CAM  C-  105.  3 

CAM  11-  306.  5 

CAM  7-1303.  2 
CAM  4-  700 
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IMPROPER/IMPROVEMENT  CURVE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Suspected  Contractor  Provision  of  Improper  Gifts  Gratuities- 
Govt  Pers. 

IMPROVEMENT  CURVE 

Actual/Theoretical  Cost-First  Unit-Improvement  Curve 
Application  of  Improvement  Curve  Techniques 
Characteristics  of  Improvement  Curve 
Coefficient  of  Determination-Improvement  Curve 
Comparison  of  Improvement  Curve  Theory 
Comparison  of  Improvement  Curve-Different  Slope 
Computer  Programs/Lot  Data-Improvement  Curve 
Construction  of  Parallel  Lines-Improvement  Curve 
Cost  Reduction-Improvement  Curve  (Example) 

Cumulative  Average  Improvement  Curve  Example 

Cumulative  Average  Theory-Improvement  Curve 

Description  of  Improvement  Curve 

Determining  Slope  of  a  Trend  Line-Improvement  Curve 

E-Z  Quant  Computer  Program-Improvement  Curve 

Effect  of  Production  Break-Improvement  Curve 

Effect  of  Retained  Learning-Improvement  Curve 

Engineering  &  Other  Major  Change-Improvement  Curve 

Engineering  Change-All  Other  Component-Improvement  Curve 

Engineering  Change-Component  A-lmprovement  Curve 

Engineering  Change-Improvement  Curve  Example 

Factors  Which  Affect  Improvement  Curve 

First  Lot  Midpoint/Unit  Improvement  Curve  Theory 

Fitting  an  Improvement  Curve  to  Data 

Fitting  Improvement  Curve  to  Lot  Data 

Graphical  Projection-Improvement  Curve 

Improvement  Curve  Analysis  Techniques 

Improvement  Curve  Application  Procedures  -  E-Z-Quant 

Improvement  Curve  Example  on  Arithmetic  Paper 

Improvement  Curve  Example  on  Logarithmic  Paper 

Improvement  Curve  Reference  Data  (Glossary) 

Improvement  Curve  Table/Cumulative  Average  Curve  Theory 

Improvement  Curve  Table/Unit  Curve  Theory 

Improvement  Curve  Techniques 

Improvement  Curve  Techniques  in  Contract  Audit 

Improvement  Curve  Theory 

Improvement  Curve-Production  Planning  &  Control 

Improvement  Curve-Reduction  in  Cost  Level 

Improvement  Curve-Various  Slope-Logarithmic  Paper 

Interruptions  in  Production-Improvement  Curve 

Length  of  Production  Run-Improvement  Curve 

Lot  Average  Cost-Improvement  Curve 

Lot  Midpoint  by  Rule-Of-Thumb-lmprovement  Curve 

Lot  Midpoint  From  Table-Improvement  Curve 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Material  Cost  Improvement  Curve 

Measuring  Retained  Prior  Improvement-Improvement  Curve 

Other  Variations  in  Rate  of  Improvement  Curve  &  Cost  Level 

Preliminary  Evaluations  of  Improvement  Curve 

Production  Labor  Improvement  Curve  Patterns 

Selection  of  a  Improvement  Curve 

Slope  of  an  Improvement  Curve 

Types  of  Improvement  Curve 

Typical  Improvement  Curve 

Unit  &  Cumulative  Average  Curve  Theory  of  Improvement 
Curve 

Unit  Curve  Theory-Improvement  Curve 

Unit  Theory-Improvement  Curve 

Unit  Theory-Improvement  Curve  Example 

Use  of  Equivalent  Unit-Improvement  Curve 

Use  of  Improvement  Curve  Factors 

Use  with  Other  Analysis  Methods-Improvement  Curve 

Variations  in  Rate  of  Production-Improvement  Curve 

Vertical  Position  &  Slope-Improvement  Curve 

Vertical  Position  of  Improvement  Curve 

IMPROVEMENTS 

Depreciation/ Amortization  of  Leasehold  Improvements 
Plan  for  Plant/Facilities  Improvements  Review 
IN  HOUSE 

In-House  Publication  Cost 

Reproduction  Equipment  In-House  Maintenance  Review  Guide 

INADEQUATE 

Inadequate  Billing  System 

INBOUND 

Inbound  Transportation  Cost 
.Incentive  (See  also  CPIF  and  FPI) 

INCENTIVE 

Accounting  for  Early  Retirement  Incentive  Payments-Pension 

Bonuses  &  Incentive  Compensation 

Industrial  Modernization  Incentive  Program  (IMIP) 

Plan-Early  Retirement  Incentive 

Report  to  Establish  Final  Price  Fixed-Price  Incentive  Contract 
Termination  Plan,  Early  Retirement  Incentive,  and  Severance 
Payments 

Underruns  on  Incentive  Contracts 
INCIDENTAL 

Incidental  Cost-Directors/Committee  Meeting  > 

INCOME 

CAS-WG  81 -25-State  Income/Franchise  Tax 
Change  in  Methods  of  Measuring  Taxable  Income 
Federal  Income  Tax 
Federal  Income  Tax  Considerations 
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CAM  F-  404 
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CAM  F-  505 
CAM  F-  106 
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CAM  7-  414 
CAM  9-  318 

CAM  A300  31.  205-13 
OAG  13,030.405 

CAM  6-1005d 

CAM  A300  31.  205-45 


CAM  7-  608 
CAM  A300  31.  205-  6 
CAM  14-  6S1 
CAM  A300  31.  205-  6 
CAM  10-  3Fig.  10-3-3 
CAM  7-1907.  1 

CAM  6-  206 

CAM  A300  31.  205-28 
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INCOME/INCURRED  COST 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


t 

\ 


Foreign  Income  Tax 
Income  Tax  Accruals 

Income  Tax/FICA  Payment  Incident  to  Relocation  Cost 
Miscellaneous  Income  &  Credit  Adjustments 
Statement  of  Income/Expense  Review 

INCORPORATING 

Incorporating  Cost  Avoidance  Recommendation-Price  Proposal 
Reviews 

Incorporating  Technical  Information/Opinion  into  Audit  Report 

INCORPORATION 

Incorporation  Fee 

Incorporation  of  Government  Technical  Report-Audit  Report 
Appendix 
INCREASED 

CAS-Cost  Impact  Proposal  Increased  Costs/Change 
CAS-Increased  Costs-Noncompliance 
CAS-WG  76-4-Increased  Costs  Under  FFP  Contracts 
INCURRED  COST 

Annual  Incurred  Cost  Audit  Report-Appendix 
Appendix-Billing  Rate-Annual  Incurred  Cost  Audit  Report 
Appendix-Contractor’s  Accounting  System-Annual  Incurred 
Cost 

Appendix-Special  Comments-Annual  Incurred  Cost  Audit 
Report 

Assist  Audit  of  Incurred  Cost 
Audit  Objectives  and  Approach  for  Incurred  Cost 
Audit  of  Incurred  Cost  without  a  Contractor  Submission 
Audit  Program-Incurred  Cost  Audit-Nonmajor  Contractor 
Audit  Program-Incurred  Cost,  Major  Contractor  Location 
Audit  Report  on  Annual  Incurred  Cost 
Audit  Report-Annual  Incurred  Cost 
Distribution  of  Incurred  Cost  Audit  Report 
Exhibit/Schedule-Annual  Incurred  Cost  Audit  Report 
Format/Content  of  Annual  Incurred  Cost  Audit  Report 
Incurred  Cost  Audit  Procedures 
Incurred  Cost  in  Excess  of  Contract  Amount 
Incurred  Cost  Submissions 
Incurred  Cost  Submissions 
Pro  Forma-Incurred  Cost  Audit  Report 
Reconciliation  of  Incurred  Cost  to  Records 
Report  Summary-Annual  Incurred  Cost  Audit  Report 
Reporting  Considerations  on  Incurred  Cost-MAARs 
Review  of  Incurred  Cost  at  Contractor  with  Less  then  $5 
Million  ADV 

Sample  Cover  Sheet  for  Audit  Report  on  Subcontract  Incurred 
Cost 
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CAM  A300  31.  205-41 
CAM  A300  31.  205-35 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Subcontract  Incurred  Cost 
Verification  of  the  Incurred  Cost  Base 
INDEMNIFICATION 

Educational  Institutions-Insurance/Indemnification 
Insurance  &  Indemnification 
INDEPENDENCE 

Evaluation  of  Competency,  Independence,  and  Objectivity  of 
Others 

Independence  of  Auditor 

.Independent  R&D  Cost  (See  IR&D) 

INDEPENDENT 

DCAA-Independent  Financial  Advisor  in  Government 
Contracting 

EDP  Cooperation  with  Intemal/Independent  Auditors 
INDEX 

Consumer  Price  Index 

Employment  Cost  Index 

Index-FAR/DAR/DFARS  Cost  Principles 

Keyword  Topical  Index  of  Audit  Guidance 

National  Economic  Index 

National  Economic  Index 

Producer  Price  Index 

Selecting  Proper  Index-Economic 

Source  Document  Reference  for  the  Keyword  Index 

State  and  Local  Index-Economic 

Use  of  Economic  Index  in  Contract  Audit 

Use  of  Index  Levels  and  Percent  Change-Economic 

Use  of  WRAP  Index 

User  Input  to  the  Keyword  Index 

INDIAN  TRIBAL 

Applicability-OMB  Circular  A-87-Indian  Tribal  Government 
Contracts  with  State,  Local  and  Indian  Tribal  Governments 
Cost  Principles-Contracts  with  Indian  Tribal  Government 
Cost  Principles-Grants/Contracts  w/Indian  Tribal  Government 
INDICATORS 
Defective  Pricing  Indicators 

Fraud  Indicators-Audit  Procedures  for  Uncovering  Fraud 
Indicators  of  Potentially  Significant  Estimating 
Deficiencies-ESS 

Indicators  of  Technological  Modemization-ACMS 
.Indirect  Cost  (See  also  Burden/G&A/Overhead) 

INDIRECT  COST 

Actions  Taken  at  Completion  of  Indirect  Cost  Audits 
Actions  Taken  if  Agreement  is  Reached  on  Indirect  Cost  Audits 
Adjustments  of  Interim  Indirect  Cost  Reimbursement 
Administrative  Procedures  for  Establishing  Indirect  Cost 
Advisory  Indirect  Cost  Audit  Report  Exhibit 
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CAM  6-  609.  2 

CAM  13-Sl  J.21 
CAM  A300  31.  205-19 

CAM  4-1004.  2 

CAM  2-  203 


PAM  81 

CAM  4-  502.  4 

PAM  74,pg.57-58 
PAM  74,pg.59-61 
CAM  A 100 
CAM  TI-  000 
PAM  74,Part  III 
PAM  74,pg.4-6 
PAM  74.pg.4-5 
PAM  74,pg.  19-20 
CAM  TI-  004 
PAM  74,pg.6 
PAM  74 

PAM  74,pg.l5-17 
CAM  3-  404 
CAM  TI-  002.  2 

CAM  A300  31.  603 
CAM  A400  231.  603 
CAM  A300  31.  602 
CAM  A300  31.  6 

CAM  14-  117 
CAM  4-  702.  3 
CAM  5-1204.  2 

CAM  14-  803 


CAM  6-  708.  1 
CAM  6-  708.  2 
CAM  6-  705.  2 
CAM  6-  700 
CAM  10-  5Fig.  10-5-1 
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INDIRECT  COST/INDIRECT  COST 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Allocation  of  Indirect  Cost  to  Facilities  Contracts 
Applicability  of  Indirect  Cost  by  Contract  Type 
Approaches  to  Establish  Indirect  Cost 
Audit  Disclosure-Indirect  Cost/Allocation  Methods 
Audit  of  Incurred  Indirect  Cost 
Audit  of  Indirect  Cost-Educational  Institutions 
Audit  Program-CAS  418  Allocation  of  Direct  &  Indirect  Cost 
Audit  Report-Final  Audit  Determined  Indirect  Cost  Rates 
Audit  Report-Final  Procurement  Determined  Indirect  Cost 
Rate 

Bases  for  Indirect  Cost  Distribution-Educational  Institutions 

Basic  Provisions/Indirect  Cost-Educational  Institutions 

Basis  for  Questioning  Indirect  Cost 

Billing/Final  Indirect  Cost  Rate 

CAS  418-Allocaiion  of  Direct/Indirect  Cost 

Classification  of  Indirect  Cost 

Contract  Terms  for  Incurred  Indirect  Cost 

Controlling  Indirect  Cost-Declining  Business  Volume 

Definition  of  Terms-Indirect  Cost 

Disposition  of  Audit  Result-Indirect  Cost 

DoD  Approach  of  Indirect  Cost 

Educational  Institutions-Criteria  for  Distribution-Indirect  Cost 
Educational  Institutions-Distribution  Base-Indirect  Cost 
Educational  Institutions-Identification/Assignment-Indirect 
Cost 

Educational  Institutions-Indirect  Cost 
Educational  Institutions-Indirect  Cost  Pools 
Educational  Institutions-Negotiated  Lump  Sum  for  Indirect 
Cost 

Educational  Institutions-Predetermined  Fixed  Rale  for  Indirect 
Cost 

Educational  Institutions-Single  Indirect  Cost  Negotiation 
Effect  of  Changed  Conditions  on  Direct  Cost  and  Indirect  Cost 
Establishing  Indirect  Cost  Rate 
Establishing  Indirect  Cost  Rate-Educational  Institutions 
Establishment  of  Final  Indirect  Cost  Rate  by  Audit 
Determination 

Establishment  of  Final  Indirect  Cost  Rate  by  CO  Negotiation 
Establishment  of  Final  Indirect  Cost  Rate-Contractor 
Nonagreement 

Evaluating  Indirect  Cost  Estimates 

Evaluation  of  Allocation  Methods-lncurred  Indirect  Cost 

Evaluation  of  Indirect  Cost 

Evaluation  of  Indirect  Cost  Estimates-Anticipated  Future 
Operations 

Evaluation  of  Prospective  Indirect  Cost  Rate 


CAM  6-  607 
CAM  6-  704 
CAM  6-  703 
CAM  3-SllO 
CAM  6-  600 
CAM  13-  500 
DAP  DIIS  (APCAS418) 
CAM  10-  500 
CAM  10-  500 

CAM  13-  511 
CAM  13-  503 
CAM  6-  608.  3 
CAM  6-  706.  1 
CAM  8-  418 
CAM  9-  703.  2 
CAM  6-  603.  5 
CAM  3-SllO.  1 
CAM  6-  702 
CAM  10-  504.  5 
CAM  6-  703.  1 
CAM  13-81  E.2 
CAM  13-81  G.2 
CAM  13-81  F 

CAM  13-81  E 
CAM  13-81  G.l 
CAM  13-81  G.3 

CAM  13-81  G.4 

0MB  A-  88 
CAM  6-  604.  1 
FAR  42.  700 
CAM  13-  600 
CAM  6-  708 

CAM  6-  709 
CAM  6-  708.  3 

CAM  9-  700 
CAM  6-  606 
CAM  6-  608 
CAM  9-  702.  2 

CAM  9-  704 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Expediting  Establishment  of  Indirect  Cost 
Expediting  Indirect  Cost  Settlement-Termination 
Expediting  Settlement  of  Indirect  Cost  on  Completed  Contracts 
Expediting  Settlement  of  Indirect  Cost  on  Terminated 
Contracts 

Format  for  Allocation  of  Indirect  Cost-Educational  Institutions 

Indirect  Cost  Allocation  Bases 

Indirect  Cost  Allocation  Plan-State 

Indirect  Cost  Associated  with  Unpaid  Direct  Cost 

Indirect  Cost  Audit  Objective/Procedures 

Indirect  Cost  Audits 

Indirect  Cost  Base  Period 

Indirect  Cost  Certification 

Indirect  Cost  Classification-Educational  Institutions 

Indirect  Cost  on  Cost-Reimbursement  Contracts 

Indirect  Cost  on  Fixed-Price  Contracts 

Indirect  Cost  Pools-FAR  Definition 

Indirect  Cost  Rate  Ceiling 

Indirect  Cost  Rate  for  Sponsored  Agreement-Educational 
Institutions 

Indirect  Cost  Report-NASA 
Indirect  Cost-Commercial  Organization 
Indirect  Cost-NASA  Contracts 
Indirect  Cost-Termination 
Indirect  Cost/Advance  Agreement 
Individual  Indirect  Cost  Items 

Mandatory  Annual  Audit  Requirements  (MAARs)  on  Incurred 
Indirect  Cost 

Multi-Year  Auditing  Incurred  Indirect  Cost 
Non-DoD  Procedures  on  Indirect  Cost 
Nonprofit  Organization-Single  Indirect  Cost  Negotiation 
Number  and  Composition  of  Pools-Incurred  Indirect  Cost 
Other  Areas  of  Indirect  Cost  and  Direct  Cost 
Past  Experience/Changed  Conditions  on  Incurred  Indirect  Cost 
Penalty  for  Unallowable  Indirect  Cost 
Predetermined  Fixed  Indirect  Cost  Rate-Educational 
Institutions 

Pro  Forma  Final  Indirect  Cost  Rate  Agreement 
Procedures/Intemal  Control  of  Incurred  Indirect  Cost 
Propriety  of  Indirect  Cost  Rate  Structure 
Purpose/Scope  of  Audit-Final  Audit  Determined  Indirect  Cost 
Rate 

Purpose/Scope  of  Audit-Final  Procurement  Determined  Indirect 
Cost  Rate 

Reimbursemert  of  Indirect  Cost  on  Fixed-Price  Contracts 
..leporting  Audit  Results  of  Indirect  Cost 


CAM  6-711 
CAM  12-  407 
CAM  6- 711.  1 
CAM  6- 711.  2 

CAM  13-  5Fig.  13-5-1 
CAM  9-  703.  4 
0MB  A-  87, J 
MRD  12/20/93  PAD250 
CAM  6-  707.  4 
CAM  6-  707 
CAM  6-  605 
CAM  6-  706 
CAM  13-  512 
CAM  6-  704.  1 
CAM  6-  704.  2 
CAM  A300  31.001 
CAM  9-  704.  4 
CAM  13-  602 

CAM  15-  106.  5 
CAM  A300  31.203 
CAM  3-S209 
CAM  12-  304.15 
CAM  6-  710 
CAM  9-  703.  5 
CAM  6-  603.  2 

CAM  6-  603.  6 
CAM  6-  703.  2 
0MB  A-122,ATCH.A 
CAM  6-  606.  2 
CAM  7-1900 
CAM  6-  603.  4 
CAM  6-  608.  4 
CAM  13-  604 

CAM  6-  7S1 
CAM  6-  603.  3 
CAM  9-  704.  3 
CAM  10-  504.  1 

CAM  10-  504.  1 

CAM  6-  705.  3 
CAM  6-  708.  4 
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INDIRECT  COST/INITIAL  COST 


KEYWORD  INDEX  OF  AUD_T  GUIDANCE 


TOPIC 


SOVRCE/REFERENCE 


Selected  Areas  of  Indirect  Cost  and  Direct  Cost 
Specific  Provisions  on  or  After  23  October  1992-Indirect  Cost 
Specific  Provisions  Prior  to  23  October  1992-Indirect  Cost 
Submission  of  Indirect  Cost  Proposal 
Summary  of  Audit-Indirect  Cost  Subject  to  Penalty 
Techniques  for  Account  Selection  of  Indirect  Cost 
Timeliness  of  Final  Indirect  Cost  Audits 
Types  of  Contracts/Govemment  Participation  on  Incurred 
Indirect  Cost 

Verification  of  Rate  Calculation/Indirect  Cost  Distribution 

Voluntary  Management  Reduction-Incurred  Indirect  Cost 

INDIRECT  EXPENSES 

CSCSC-Indirect  Expenses 

INDIRECT  UBOR 

Indirect  Labor 

INDIVIDUALS 

Individuals  Having  Access  to  Information-Audit  Report 
■  "endix 

.im  .^vfial  Plant  Equipment  (See  IPE) 

INDUSTRIAL 

Costs  cf  Membership/Industrial  Liaison  Programs  of 
Universities 

Industrial  Modernization  Incentive  Program  (IMIP) 

Industrial  Relations 

Industrial  Relations  Report  &  Records  Review  Guide 
Industrial  Relations-Administrative  &  Management  Review 
Guide 

Industrial  Relations-Functiom 

Industrial  Security/Plant  Protection  Costs 

Publication  Costs-Employee  Welfare/Indusirial  Relations 

Standard  Industrial  Classification 

INDUSTRY 

Private  Industry  Councils  (PIC) 

INFRINGEMENl 
Patent  Infricaement  Litigation 
INITIAL  ADEQUACY 

Audit  Report-Initial  Adequacy  of  Disclosure  Statement 
Background  Information-CAS  Initial  Adequacy  Audit  Report 
Circumstances  Affecting  the  Audit-CAS  Initial  Adequacy  Audit 
Report 

Disposition  of  ludit  Result-CAS  Initial  Adequacy 
Purpose  &  Scope-CAS  Initial  Adequacy  Audit  Report 
Statement  of  Conditions/Recommendation-CAS  Initial 
Adequacy 

Summary  of  Audit  Results-CAS  Initial  Adequacy 
INITIAL  COST 
Initial  Cost-TeuTiiiiaiion 


CAM  7-  000 
CAM  6-  608.  6 
CAM  6-  608.  5 
CAM  6-  707.  1 
CAM  10-  504.  4 
CAM  6-  608.  2 
CAM  6-  707.  3 
CAM  6-  603.  1 

CAM  6-  610 
CAM  6-  604.  2 

CAM  11-  207.  3 

CAM  9-  703.  6 

CAM  1C-  307.  8 


CAM  7-1102.  3 

CAM  14-  6S1 
OAG  13,040 
OAG  13,040.408 
OAG  13,040.401 

OAG  13,040.100 
CAM  7-1908 
CAM  7-1204.  2a 
PAM  74,pg.49 

CAM  7-1913 

CAM  A300  31.  205-31 

CAM  10-  804 
CAM  10-  804.  3 
CAM  10-  804.  2 

CAM  10-  804.  6 
CAM  10-  804.  1 
CAM  10-  804.  5 

CAM  10-  804.  4 

CAM  12-  305.  1 
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INITIAL  COST/INSURANCE 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Termination-Initial  Cost 
INPUT 

Input  Cdntrols-EDP  Application  Controls 
User  Input  to  the  Keyword  Index 
INQUIRIES 

Replies  to  Congressional  Inquiries 
INSIGNIFICANT 

Insignificant  Amounts  and  Elimination  of  Cents  in  Audit 
Report 

INSPECTION 

Acquisition/Control/Utilization-Inspection  Equipment 

Material  Inspection  Review  Guide 

Material  Receiving  and  Inspection 

Material  Receiving/lnspection/Storing/'«suing 

Quality  Assurance  Inspection  Sampling  Plan  Review  Guide 

Receiving  and  Inspection 

INSPECTOR 

DCAA  Relationship  with  Military  Inspector  General 
.Institute-American-of  CPAs  (See  AICPA) 

INSTITUTION 

Applicability-FAR  Subpart  31.  3-Educational  Institution 
Contracts 

Comparison  of  Agreement  Provisions  w/Educational  Institution 
Policies 

Educational  Institution  Cost  Principles 
0MB  Circular  A-21,  Cost  Principles  for  Education  Institution 
OMB  Circular  A-21,  Cost  Principles  for  Education  Institution 
.Insurance/Pension  Review  (See  CIPR) 

INSURANCE 

Aircraft  Liability  Insurance 

Audit  Program-Insurance 

Automobile  Liability  Insurance 

CAS  416-Accounting  for  Insurance  Costs 

Casualty  Insurance 

Comprehensive  Liability  Insurance 

Contractor  Insurance/Pension  Review  Program  (CIPR) 

Educational  Institutions-Insurance/Indemniflcation 

Fire  &  Comprehensive  Casualty  insurance 

Fronting  Insurance  Company 

Funding  of  Self-Insurance 

Insurance  &  Indemnification 

Insurance  Cost-Allowibility/Allocability  Criteria 

Insurance  Costs 

Insurance  for  Government-Owned  Property 
Insurance  on  Lives  of  Officer  &  Owner 
Insurance  Recovery  for  Environmental  Costs 
Insurance/Pension  Team  Review  (CIPR) 


CAM 

A300  31.  205-42 

CAM 

C-  204.  1 

CAM 

TI-  002.  2 

REG 

5020.2 

CAM 

10-  203.  8 

OAG 

11,010.402 

OAG 

11,020.402 

CAM 

6-311 

OAG 

11,020 

OAG 

12,020.403 

CAM 

5-  710.  1 

CAM 

1-405 

CAM 

A300 . 1.  104 

CAM 

13-  308.  2 

OMB 

A-21 

MRD 

08/26/93  PFD165 

MRD 

07/20/93  PFD141 

CAM 

7-  508.  3 

DAP 

DIIS  (APINSURE) 

CAM 

7-  508.  2 

CAM 

8-  416 

CAM 

7-  509 

CAM 

7-  508.  1 

CAM 

5-1303 

CAM 

13-Sl  J.21 

CAM 

7-  509.  1 

CAM 

A300  31.  205-19 

CAM 

3-S102.  4 

CAM 

A300  31.  205-19 

CAM 

7-  504 

CAM 

7-  500 

CAM 

7-  508.  7 

CAM 

7-  509.  3 

CAM 

7-1920.11 

CAM 

5-1303.  1 
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INSURANCE/INTERFACE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC 

SOURCE/REFERENCE 

Liability  Insurance 

CAM  7-  508 

Mandatory  Insurance  Coverage/ ACO  Approval 

CAM  7-  502 

Mortgage  Life  Insurance 

CAM  A300  31.  205-35 

Optional  Insurance/Govemment’s  CIPR  Program 

CAM  7-  503 

PL-97- 12  Prohibition  of  Certain  Insurance  Cost 

CAM  7-  508.  4 

Product  Liability  Insurance 

CAM  7-  508.  6 

Professional  Liability  Insurance 

CAM  7-  508.  5 

Purchased  Insurance 

CAM  A300  31.  205-19 

Purchased  Insurance  Premium  Cost 

CAM  7-  505 

Self  Insurance 

CAM  A300  31.  205-19 

Self  Insurance-Catastrophic  Loss 

CAM  A300  31.  205-19 

Self-Insurance  Program 

CAM  7-  506 

War  Hazard  Insurance-FD-712  Program 

CAM  7-  507.  5 

Worker  Compensation/Employer  Liability  Insurance 

CAM  7-  507 

INSURER 

Captive  Insurer 

CAM  A300  31.  205-19 

INTANGIBLE 

Intangible  Assets-Business  Combinations 

CAM  7-1705.  3 

INTERAGENCY 

Interagency  Coordination  of  Audit  Work 

0MB  A-  73 

.Interdivisional  (See  Intracompany) 

INTEREST 

Allowability  of  Interest  on  State  Tax 

MRD  09/26/94  PAD161 

CAS-Interest-Contract  Price  Adjustments 

CAM  8-  502.  5 

Charging  Interest-Defective  Pricing 

CAM  14-124 

Educational  Institutions-lnterest/Fund-Raising/Investment 

CAM  13-Sl  J.22 

Management 

Example  Exhibit  to  Determine  Base  for  Interest  Computation 

CAM  14-  lFig.14-1-1 

Interest  &  Other  Financial  Cost 

CAM  A300  31.  205-20 

Interest  Clause 

FAR  52.  232-17 

Interest  Penalty  for  Late  Payment 

0MB  A-125 

Interest  Rate  Applicable  to  Amounts  Due  on  Claim 

CAM  14-  208 

Interest  Rate  Applicable  to  Postaward  Audit 

MRD  01/12/94  PFD006 

Interest  Rate  for  Postaward  Audit 

MRD  11/17/93  PFD228 

Interest  Rate  for  Postaward  Audit  Price  Adjustment 

MRD  09/14/94  PFD150 

Interest  Rate  for  Postaward  Audit  Price  Adjustment 

MRD  07/11/94  PFD109 

Interest-Progress  Payments 

CAM  14-  208 

Prompt  Payment  Act-Interest  Penalty  for  Late  Payment 

0MB  A-125 

Purchase/Pooling  of  Interest  Methods-Business  Combinations 

CAM  7-1704 

Treasury  Rate-Defective  Pricing  Interest 

CAM  14-  124c.(4) 

Voucher  Processing-Interest  Penalty  for  Late  Payment 

0MB  A-125 

.Interface  (See  also  Relationship) 

INTERFACE 

Interface  Between  Material  Issues  &  Requirements 

OAG  11,030.403 

Interface  with  GAO-Defective  Pricing  Audits 

CAM  1-  206 

Situations  Involving  Interface-Contract  And  Internal  Audit 

CAM  1-  4S1 
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INTERIM/INTERNAL  CONTROL 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


INTERIM 

Adjustments  of  Interim  Indirect  Cost  Reimbursement 
General  Procedures  for  Interim  Conference 
Interim  Conference 
Interim  Reimbursement 

Processing/ Approval  Interim/Completion  Cost-Reimbursement 
Voucher 

Review/Approval  of  Interim  Public  Voucher 
INTERNAL  AUDIT 

Contracts  by  Gove  Internal  Audit  Organization 
DCAA  Assistance  tc  .  mment  Internal  Audit  Orpnization 
DCAA  Relationship  with  Government  Internal  Audit 
Organization 

DCAA  Support  DoD  IG/Intemal  Audit  Reviews 
Government  Internal  Audit  Organization  Assistance  to  DCAA 
Internal  Audit  Functions-Govemment  Property 
Internal  Audit  of  Compensation  System-CSRs 
Issuance  of  Audit  Report-Internal  Audit  Matters 
Organization  for  Government  Internal  Audit 
Reliance  on  Non-Federal/Intemal  Audit  Work 
Situations  Involving  Interface-Contract  And  Internal  Audit 
INTERNAL  CONTROL 
Adequacy  of  Internal  Control  on  Labor  Costs 
Audit  Objective-Labor  Internal  Control 
Audit  Policy-Labor  Internal  Control 
Audit  Program-Internal  Control  Questionnaire  $5-70  CCFY 
Audit  Program-Internal  Control  Questionnaire  Over  $70M 
CCFY 

Audit  Scope-Labor  Internal  Control 

Compliance  with  Internal  Control  on  Labor  Costs 

Contractor  Internal  Control  Structure 

Contractor  Systems/Policies/Procedures/Intemal  Control 

Costs  of  Correction  of  Internal  Control  Deficiencies 

EDP  Internal  Control  Audits  SIS 

EDP  Internal  Control  Survey 

EDP-Review  of  Internal  Control  System 

Employee  Awareness  Training-Labor  Internal  Control 

Evaluation  of  Policies/Procedures/Intemal  Control-Material 

Internal  Control  Assessment  Planning  Summary  (ICAPS) 

Internal  Control  Matrix-Billing  System  Control 

Internal  Control  Matrix-Compensation  Control 

Internal  Control  Matrix-EDP  General  Control 

Internal  Control  Matrix-Estimating  System  Control 

Internal  Control  Matrix-General  Accounting  System  Control 

Internal  Control  Matrix-Indirect  and  Other  Direct  Cost  Control 

Internal  Contiol  Matrix-Labor  Accounting  Control 


CAM 

6-  705.  2 

CAM 

4-  303.  1 

CAM 

4-303 

CAM 

6-  705 

CAM 

6-1000 

CAM 

6-1007 

CAM 

1-  404.  4 

CAM 

1-  404.  2 

CAM 

1-404 

CAM 

15-  604.  2 

CAM 

1-  404.  3 

CAM 

14-  404.  3 

CAM 

5-  806 

CAM 

1-  404.  5 

CAM 

1-  404.  1 

0MB 

A-  73 

CAM 

1- 4S1 

CAM 

6-  404.  4 

CAM 

5-  904 

CAM 

5-  903 

DAP 

DIIS  (SHORTICQ) 

DAP 

DIIS  (LONGICQ) 

CAM 

5-  905 

CAM 

6-  404.  5 

CAM 

10-  504.  3 

CAM 

3-  104.10 

CAM 

7-1909 

PAM 

82 

CAM 

C-  304 

OAG 

14,020.100 

CAM 

5-  907 

CAM 

6-  304 

CAM 

3-  300 

DAP 

DIIS  (ICM-BILL) 

DAP 

DIIS  (ICM-COMP) 

DAP 

DIIS  (ICM-EDPG) 

DAP 

DIIS  (ICM-ESTG) 

DAP 

DIIS  (ICM-ACTG) 

DAP 

DIIS  (ICM-INDR) 

DAP 

DIIS  (ICM-LABR) 
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INTERNAL  CONTROL/INTRACOMPANY 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Internal  Control  Matrix-Material  Management/Accounting 
System  Control 

Internal  Control  Matrix-Planning  and  Budget  System  Control 
Internal  Control  Matrix-Purchasing  Control 
Internal  Control  Structure-Field  Work  Standards/Financial 
Audits 

Internal  Control-Field  Work  Standards/Operations  Audits 
Labor  Authorization/Approval-Labor  Internal  Control 
Labor  Cost  Accounting-Labor  Internal  Control 
Labor  Distribution-Labor  Internal  Control 
Labor  Transfer  and  Adjustment-Labor  Internal  Control 
MAAR  No.l  Internal  Control  Survey 
Payroll  Preparation  and  Payment-Labor  Internal  Control 
Policies/Procedures/Intemal  Control-Accounting/Management 
Systems 

Preparation  of  Initial  Internal  Control  Audit  Planning 
Summary  (ICAPS) 

Preparation  of  Internal  Control  Audit  Planning  Summary 
Procedures/Intemal  Control  of  Incurred  Indirect  Cost 
Review  of  Contractor  EDP  General  Internal  Control 
Review  of  Contractor  General  Accounting  System  and  Internal 
Control 

Review  of  Labor  Internal  Control 
Review/Evaluation/Contractor’s  Policies/Procedures/Intemal 
Control 

Standards  on  Study  of  Internal  Control  Structure  in  EDP 
Systems 

Timekeeping  Review-Labor  Internal  Control 
Understanding  of  Contractor  Internal  Control  Structure 
.International  Development,  Agency  For  (AGIO) 

.Interplant  (See  Intracompany) 

INTERPLANT 
Interplant  Billing 
INTERPRETATION 

Interpretation  &  Use  of  Time  Series  Charts 
Interpretation  of  Coefficient  of  Determination 
INTERRELATIONSHIPS 
Cost  Interrelationships 
.Intersegment  (See  Intracompany) 

INTERVALS 

Prediction  Intervals-Regression/Correlation  Analysis 
INTERVIEW 

Audit  Program-Labor  Interview/Floorcheck 
INTERVIEWS 

Detailed  Employee  Interviews  on  Labor  Costs 
INTRACOMPANY 

Audit  Disclosure-Intracompany  Transfer  of  Material 


DAP  DIIS  (ICM-MMAS) 

DAP  DIIS  (ICM-BDGT) 
DAP  DIIS  (ICM-PURC) 
CAM  2-  305 

CAM  2-  505 
CAM  5-  908 
CAM  5-911 
CAM  5-  910 
CAM  5-913 
CAM  6-  302 
CAM  5-  912 
CAM  5-  000 

MRD  05/04/94  PAD077 

CAM  3-  304 
CAM  6-  603.  3 
CAM  5-  400 
CAM  5-  300 

CAM  5-  900 
CAM  6-  604 

CAM  C-  202 

CAM  5-  909 
CAM  5-  100 


CAM  6-  803 

CAM  E-  310 
CAM  E-  205.  1 

CAM  9-  906.  4 


CAM  E-  206 
DAP  DIIS  (APLABRCK) 
CAM  6-  404.  9 
CAM  3-S106 


DCAA  Contract  Audit  Manual 


118 

INTRACOMPANY/INVESTMENT 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Audit  Report-Intracompany  Contract  Work  Assist  Audit 
Depreciation  on  Intracompany  Transfer  of  Assets 
Intracompany  Proposal  in  Prime  Contract  Proposal 
Intracompany  Transaction-Termination 
Intracompany  Transfer  of  Material  or  Service 
Intracompany  Transfer/Adequate  Price  Competition-Material 
or  Service 

Intracompany  Transfer/Catalog/Market  Price-Material  or 
Service 

Intracompany/Subcontract  Price  Proposal  Audit 
Report-Addressing 
INVENTIONS 
Audit  Report-Inventions 

Special  Reviews  Related  to  Government  Rights  in  Inventions 
INVENTORY 

Auditing  Inventory-Termination 
Credit  for  Change  in  Inventory  Methods-Most  Favored 
Customer  Clause 

Inventory  Basis-Termination  Audit  Report  (Example) 

Inventory  Management-NASA  Contracts 

Inventory  Schedule-Termination 

Inventory  Undeliverable  to  the  Government-Termination 

Inventory  Verification  Report-Termination 

Obsolescence/Inventory  Adjustments 

Physical  Inventory/Adjustments 

Residual  Inventory 

INVEST 

Documents  Obtained  Under  IG/Grand  Jury  Subpoena  &  Civil 
Invest  Demands 
INVESTIGATIVE 

DCAA  Relationship  with  Investigative  Agencies  of  the 
Government 

Investigative  Support  Responsibilities-Fraud 
INVESTMENT 

Accounting  Rate  of  Return  ol'  Capital  Investment  Proposal 
Coord,  with  Plant  Representative/ACO  for  Capital  Investment 
Proposal 

Discounted  Cash  Flow  Methods  in  Capital  Investment  Proposal 
Educational  Institutions-Interest/Fund-Raising/Investment 
Management 
Investment  Tax  Credit 

Methods  for  Evaluating  Capital  Investment  Proposal 
Payback  Method  Approach  to  Capital  Investment  Proposal 
Payback  Reciprocal  Use  in  Capital  Investment  Proposal 
Recoupment  of  Government  Investment  in  Nonrecurring  Costs 
Review  Contractor  Capital  Investment  Projects 


CAM  6-  803.  3 
CAM  7-  404.  4 
CAM  9-  105 
CAM  12-  304.  9 
CAM  6-  313 
CAM  6-  313.  3 

CAM  6-  313.  2 

CAM  10-  303.  2 


CAM  14-  906.  4 
CAM  14-  906 

CAM  12-  304 
CAM  3-S107.  3 

CAM  10-  7Fig.  10-7-2 
CAM  3-S205 
CAM  12-  304.  2 
CAM  12-  304.10 
CAM  12-  304.  1 
CAM  9-  407.  5 
CAM  6-  306 
CAM  9-  407.  2 

CAM  4-  702.  7 


CAM  1-  406 

CAM  4-  702.  6 

CAM  14-  603.  2 
CAM  14-  606 

CAM  14-  603.  4 
CAM  13-Sl  J.22 

CAM  7-  410 
CAM  14-  603 
CAM  14-  603.  1 
CAM  14-  603.  3 
CAM  9-  605.  8 
CAM  14-  600 
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INVOLUNTARY/IRS 

KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 

INVOLUNTARY 


1 

Involuntary  Conversion 

CAM  A300  31.  205-16 

1 

Severance  Payments  for  Involuntary  versus  Voluntary 

CAM  7-1907.  3 

'  1 
\ 
i 

Termination 

INVOLVEMENT 

Auditor  Involvement  at  Negotiation-FPRA 

.IPE  Industrial  Plant  Equipment 

IPE 

CAM  9-1210 

1 

f 

1 

! 

IPE  on  Commercial  Work-Government  Property 

.IR&D  Independent  R&D  (Cost) 

CAM  14-  403.  3 

( 

i 

i 

i 

IRD 

Allowability  of  IR&D/B&P  Costs-CAM  7-1500 

MRD  12/29/92  PAD202 

1 

Audit  Program-CAS  420  Accounting  for  IR&D/B&P 

DAP  DIIS  (APCAS420) 

j 

CAS  420-Accounting  for  IR&D/B&P  Costs 

CAM  8-  420 

i 

Deferred  IR&D  Cost 

CAM  A300  31.  205-18 

1 

Deferred  IR&D/B&P 

CAM  7-1502 

i 

Deferred  IR&D/B&P 

CAM  7-1502 

1 

Development  Cost-IR&D 

CAM  A300  31.  205-18 

i 

IR&D  &  B&P  Costs 

CAM  A300  31.  205-18 

i 

i 

IR&D  &  B&P  Costs 

CAM  A400  231.  205-18 

i 

Ik&D-Basic/Applied  Research  Cost 

CAM  A300  31.  205-18 

It 

IR&D-CAS  420  Applicability  to  Non-Covered  Contracts 

CAM  A300  31.  205-18 

» 

IR&D/B&P  Costs 

CAM  7-1500 

IR&D/B&P  General  Considerations 

CAM  7-1503 

IR&D/B&P  Negotiated  Adv.  Agreement  Not  Required-Spec. 

CAM  7-1505 

Considerations 

IR&D/B&P-Contractors  Not  Meeting  Criterion  for  Advance 

CAM  7-1505.  2 

Agreement 

JRC  Internal  Revenue  Code 

IRREG 

Auditor  Responsibilities-Deteciing  Errors/Irreg./Abuse/Illegal 
Acts 

IRREGULARITY 

CAM  4-  702.  3 

Detecting/Reporting/Monitoring  Suspected  Fraud/Other 

REG  7640.15 

j 

Irregularity 

Suspected  Irregularity  Referral  Form 

CAM  4-  7Fig.4-7-2 

1 

Suspected  Irregularity  Referral  Form 

JRS  Internal  Revenue  Service 

DAP  DIIS  (2K-FORM) 

* 

1 

IRS 

Additional  First-Year  Depreciation  IRS  Code  Section  179 

CAM  7-  409 

1 

DCAA  Relationship  with  the  Internal  Revenue  Service  (IRS) 

CAM  1-  408 

Depreciation-Review  of  Contractor  Schedule-M/IRS  Report 

CAM  7-  403.  4 

! 

Employee  Travel  Cost-IRS  Required  Documentation 

CAM  7-1002.  2 

Relationship  Between  FAR  &  IRS  Rule-Depreciation 

CAM  7-  402.  3 

1 

Tax  Forms  Filed  by  Contractors  with  IRS/State  Tax 

CAM  3-  1S2 

1 

1 

Departments 

Tax  Return  Filed  by  Contractor  with  IRS  and  State 

CAM  5-  1S2 
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ISSUES/KICKBACK 


January  1995 


KEYWORD  INDEX  OF  AUDIT 


TOPIC 

ISSUES 

Confirming  Letter  to  Contractor  on  Certain  Major  Issues 
Guidance  on  Auditing  and  Accounting  Issues 
Interface  Between  Material  Issues  &  Requirements 
Obtaining  Advice  on  Controversial  Accounting  Issues 
Systemic  Defective  Pricing  Issues  (Non-CAS) 

ISSUING 

Material  Receiving/Inspection/Storing/Issuing 
Material  Storing  and  Issuing 
Material  Storing/Issuing  Review  Guide 
Storing  and  Issuing 
JAPANESE 

Audit  of  Japanese  Master  Labor  Contract 
.JCL  Job  Control  Language  (EDP) 

JOINT 

Accounting  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Audit  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Audit  Report-Joint  Review/Cost  Monitoring 
Characteristics  of  Joint  Ventures 
Contract  Audit  Role  in  Joint  Review/Cost  Monitoring 
Cost  Monitoring  Program/Joint  Review 
CSCSC  Joint  Surveillance  Guide 
FAR/CAS  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Joint  Logistics  Commanders  Rate  of  Change 
Joint  Monitoring  of  Contractor  Cost 
Joint  Ventures/Teaming  Arrangements/Special  Business  Unit 
Participation  on  Joint  System  Review  Team 
Terms/Definition-Joint  Ventures/Teaming 
Arrangements/SBU/Subsidiary 
JOURNAL 

Review  of  Journal  Voucher 

JTR 

Applicability  of  JTR  to  Relocation  Per  Diem  Costs 
JURY 

Documents  Obtained  Under  IG/Grand  Jury  Subpoena  &  Civil 
Invest  Demands 

KEYWORD 

Keyword  Selection  and  Control 
Keyword  Topical  Index  of  Audit  Guidance 
Source  Document  Reference  for  the  Keyword  Index 
User  Input  to  the  Keyword  Index 

KICKBACK 

Anti-Kickback  Statute  Act-Referral  Requirements 
PL-99-634-Anti-Kickback  Enforcement  Act  of  1986 


GUIDANCE 

SOURCE/REFERENCE 


CAM  4-  302.  3 
CAM  4-  902 
OAG  11,030.403 
CAM  4-  902.  2 
CAM  14-  120.  3 

OAG  11,020 
CAM  6-  312 
OAG  11,020.403 
CAM  5-  710.  2 

CAM  1-  4S1 


CAM  7-1808 

CAM  7-1805 

DFR  242.7004(c) 
CAM  7-1803 
DFR  242.7003-2 
OAG  1040.2 
PAM  46 
CAM  7-1810 

PAM  74,pg.9-10 
DFR  242.  70 
CAM  7-1800 
CAM  5-1300 
CAM  7-1802 


CAM  9-  703.15 
CAM  7-1004.  3 
CAM  4-  702.  7 


CAM  TI-  003.  3 
CAM  TI-  000 
CAM  TI-  004 
CAM  TI-  002.  2 

CAM  4-  704.  4 
CAM  4-  7S1 
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KICKBACK/LABOR 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Suspected  Violations  of  the  Anti-Kickback  Statute  Act 

Violations  of  Anti-Kickback  Act 

.Labor  (Cost)  (See  also  Compensation,  Personal) 

LABOR 

Adequacy  of  Internal  Control  on  Labor  Costs 
Analysis  of  Labor  Charging  and  Allocation  System 
Applicability  of  Labor  Cost  Data  in  Proposal 
Audit  Objective-Labor  Internal  Control 
Audit  of  Incurred  Labor  Cost 
Audit  of  Japanese  Master  Labor  Contract 
Audit  of  T&M  Labor  Cost 
Audit  Policy-Labor  Internal  Control 
Audit  Program-CAS  407  Use  of  Standard  Costs-Direct  Material 
&  Labor 

Audit  Program-Labor  Accounting  Control 

Audit  Program-Labor  Interview/Floorcheck 

Audit  Scope-Labor  Internal  Control 

Average  Labor  Rate 

Bureau  of  Labor  Statistics 

CAD/CAM-Drafting  Labor  Review  Guide 

CAD/CAM-Peripheral  Labor  Review  Guide 

CAS  407-Standard  Costs  for  Direct  Material/Direct  Labor 

Case  by  Case  Determination-Labor  Settlement 

Change  in  Size/Character  of  Labor  Force 

Classification  of  Labor 

Compliance  with  FAR  31.205-6(c),  Labor-Management 
Agreement-CSRs 

Compliance  with  Internal  Control  on  Labor  Costs 
Conditions  Influencing  Contractor  Labor  Charging  Practices 
Current  Nature  of  the  Labor  Cost  Data 
Detailed  Employee  Interviews  on  Labor  Costs 
Determining  Additional  Audit  Effort  on  Labor  Costs 
Development  of  Findings  on  Labor  Costs 
Educational  Institutions-Labor  Relations  Cost 
Employee  Awareness  Training-Labor  Internal  Control 
Engineering  Change  Labor  Costs 
Escalation  of  Labor  Costs 
Evaluating  Direct  Labor  Cost  Estimates 
Evaluation  of  Estimated  Direct  Labor  Rate 
Evaluation  of  Proposed  Labor  Rate-Graphic/Computational 
Evaluation  of  Quantitative/Qualitative  Utilization  of  Labor 
Evaluation-Correlation  of  Hourly  Labor  Rate/Number  of 
Employee 

Factors  Influencing  Validity  of  Average  Labor  Rate 
Indirect  Labor 

Individual  Employee  Labor  Rate 


CAM 

4- 

704 

CAM 

A300  31.  205-47 

CAM 

6- 

404.  4 

CAM 

6- 

404.  2 

CAM 

9- 

503.  7 

CAM 

5- 

904 

CAM 

6- 

400 

CAM 

1- 

4S1 

CAM 

6- 

204.  2 

CAM 

5- 

903 

DAP 

DIIS  (APCAS407) 

DAP 

DIIS  (APLABOR) 

DAP 

DIIS  (APLABRCK) 

CAM 

5- 

905 

CAM 

9- 

505.  2 

PAM 

74 

,Pg-7 

OAG 

12 

,050.401 

OAG 

12 

,050.402 

CAM 

8- 

407 

CAM 

7- 

802.  2 

CAM 

9- 

505.  7 

CAM 

9- 

502.  2 

CAM 

6- 

413.  1 

CAM 

6- 

404.  5 

CAM 

6- 

404.  6 

CAM 

9- 

503.  1 

CAM 

6- 

404.  9 

CAM 

6- 

404.  7 

CAM 

6- 

404.10 

CAM 

13 

-SI  J.23 

CAM 

5- 

907 

CAM 

9- 

503.  5 

PAM 

74 

,pg.25-26 

CAM 

9- 

500 

CAM 

9- 

505 

CAM 

E- 

405 

CAM 

6- 

412 

CAM 

E- 

4Fig.E-4-2 

CAM 

9- 

505.  7 

CAM 

9- 

703.  6 

CAM 

9- 

505.  1 
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LABOR/LABOR 

KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC  SOURCE/REFERENCE 


Internal  Control  Matrix-Labor  Accounting  Control 

DAP 

DIIS  (ICM-LABR) 

Labor  Authorization/Approval-Labor  Internal  Control 

CAM 

5-  908 

Labor  Authorization/Approval-Labor  Internal  Control 

CAM 

5-  908 

Labor  Cost  Accounting-Labor  Internal  Control 

CAM 

5-911 

Labor  Cost  Accounting-Labor  Internal  Control 

CAM 

5-911 

Labor  Cost  Trend 

CAM 

9-  503.  3 

Labor  Distribution-Labor  Internal  Control 

CAM 

5-910 

Labor  Distribution-Labor  Internal  Control 

CAM 

5-910 

Labor  Estimates  Based  on  Historical  Cost 

CAM 

9-  503 

Labor  Hours  Based  on  Technical  Data 

CAM 

9-  504 

Labor  Hours  Estimates 

CAM 

9-  504.  3 

Labor  Productivity 

CAM 

9-  504.  6 

Labor  Relations  Cost 

CAM 

A300  31.  205-21 

Labor  Settlement  Costs 

CAM 

7-  802 

Labor  Settlement/Strike  Period  Costs 

CAM 

7-800 

Labor  Standards-Construction  Contract 

FAR: 

22.4 

Labor  Standards-Construction  Contract 

DFR 

222.4 

Labor  Transfer  and  Adjustment-Labor  Internal  Control 

CAM 

5-913 

Labor  Transfer  and  Adjustment-Labor  Internal  Control 

CAM 

5-913 

Labor  Usage-Impact  on  Rate 

CAM 

9-  505.  4 

Labor-FPRA 

CAM 

9-  505.  3 

Labor-Walsh-Healy  Public  Act 

far: 

22.  6 

Labor-Walsh-Healy  Public  Act 

DFR 

222.  6 

Labor-Management  Agreement 

CAM 

A300  31.205-6 

Methods  of  Estimating  Labor  Costs 

CAM 

9-  502 

Nonrecurring  Labor  Costs 

CAM 

9-  503.  4 

Payroll  Preparation  and  Payment-Labor  Internal  Control 

CAM 

5-912 

Personnel  Policies/Actions-Direct  L?.bor  Cost 

CAM 

9-  505.  7 

Physical  Observation  of  Work  Areas-Production  Labor 

OAG 

12,010.300 

Pre-Established  Labor  Rate 

CAM 

9-  505.  3 

Preinterview  Analysis  on  Labor  Costs 

CAM 

6-  404.  8 

Preliminary  Audit  Effort  on  Labor  Cost 

CAM 

6-  404.  3 

Pro  Forma  Request  for  Technical  Assistance-Labor 

CAM 

D-  2  Fig.D-2-1 

Production  Labor  Equipment  Utilization  Review  Guide 

OAG 

12,010.403 

Production  Labor  Floor  Checks 

OAG 

12,010.300 

Production  Laboi  Improvement  Curve  Patterns 

OAG 

12,010.300 

Production  Labor  Overtime  Controls  Review  Guide 

OAG 

12,010.403 

Production  Labor  Standards  Review  Cijide 

OAG 

12,010.401 

Production  Labor  Work  Measurement  System  Review  Guide 

OAG 

12,010.402 

Production  Labor-Problem  Areas 

OAG 

12,010.300 

Purchase  Labor 

CAM 

7-1902 

Reporting  Results  on  Labor  Costs 

CAM 

6-  404.11 

Review  of  Labor  Cost  Charging  and  Allocation 

CAM 

6-  404 

Review  of  Labor  Internal  Control 

CAM 

5-  900 

Review  of  Other  Labor  Costing  Systems 

CAM 

6-411 

Setup  Time  Labor  Cost 

CAM 

9-  503.  6 
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LABOR/LEASEBACK 

KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC  SOURCE/REFERENCE 


Supplemental  Requirements-Depanment  of  Labor 

CAM  15-  113 

Time  Series  Chart  Example-Evaluation  of  Direct  Labor  Rate 

CAM  E-  4Fig.E-4-l 

Timekeeping  Review-Labor  Internal  Control 

CAM  5-  909 

Trend  of  Labor  Cost/Rale  Experience 

CAM  9-  505.  6 

Types  of  Award-Labor  Settlement 

CAM  7-  802.  1 

Use  of  Permanent  Audit  Files  in  Evaluation  of  Direct  Labor 

CAM  9-  505.  5 

Rate 

Value  of  Pie-Established  Labor  Rate 

CAM  9-  505.  3 

Variance  in  Labor  Cost  Estimates 

CAM  9-  503.  8 

Violation-Federal  Labor  Law 

CAM  7-  802 

Work  Sampling-Assessing  the  Reasonableness  of  Labor  Costs 

CAM  1-  104 

Work  Sampling-Labor 

CAM  1 

LABORATORIES 

Reinvention  Laboratories 

MRD  01/14/94  PAD009 

UND 

Temporary  Land/Structures/Facilities-Construction/A-E 

CAM  A300  31.  105 

.Law  (Federal)  (See  PL-) 

LAW 

CAS-Public  Law  91-379 

CAM  8-  102.  2 

Pricing-Price  Set  by  Law  or  Regulation 

FAR  15.  804-3(D) 

State  Escheat  Law 

CAM  6-  203.  4b 

Violation-Equal  Employment  Opportunity  (EEO)  Law 

CAM  7-  802 

Violation-Federal  Labor  Law 

CAM  7-  802 

.Learning  Curve  (See  also  Improvement  Curve) 

LEARNING 

Effect  of  Retained  Learning-Improvement  Curve 

CAM  F-  5Fig.F-5-4 

LEASE 

Audit  Considerations-Capital  Lease 

CAM  7-  203.  2 

Capital  Lease 

CAM  7-  203 

Capital  Lease 

CAM  A300  31.  205-36 

Capital  Lease-Requirements  of  FASB  Statement  1 3 

CAM  7-  203.  1 

EDP  Equipment  Lease  Cost 

CAM  A300  31.205-2 

EDP  Equipment-Capital  Lease 

CAM  A300  31.  205-  2 

EDP  Equipment-Operating  Lease 

CAM  A300  31.  205-  2 

EDP-Lease/Purchase  Analysis  Review  Guide 

OAG  14,020.401 

EDPE  Lease  vs.  Purchase  Comparison  Other  Considerations 

CAM  7-  206.  5 

Escalation  Lease  Clause 

CAM  7-  204.  2 

Lease  Between  Related  Party- 

CAM  7-  207 

Operating  Lease 

CAM  A300  31.  205-36 

Operating  Lease  Other  Than  EDPE 

CAM  7-  205 

Rental  Cost  Under  Unexpired  Lease-Terminations 

CAM  12-  305.  5 

Reproduction  Equipment  Lease/Ownership  Review  Guide 

OAG  13,030.403 

Reproduction-Lease/Ownership  Analyses 

OAG  13,030.503 

Review  of  Lease  Clause 

CAM  7-  204 

Termination-Rental  Cost  Under  Unexpired  Lease 

CAM  A300  31.  205-42 

LEASEBACK 

Rental  Cost  Including  Sa  e  &  Leaseback  of  Property 

CAM  A300  31.  205-36 
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LEASEBACK/LESS 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Sale  &  Leaseback  of  Facilities 
Saie/Leaseback  Transaction 
LEASED 

Allowability  of  Contractor-Owned/Leased/Chartered  Aircraft 
CAS-WG  77- 19-Cost  of  Money/Facilities  Capital-Leased 
Facilities 

Constructive  Ownership  Costs  for  Leased  EDPE 
Depreciation  of  Capitalized  Leased  Property 
Leased  EDPE 

Leased  EDPE-Annual  Submission/Documentation 
Requirements 

Reasonableness  of  Contractor-Owned/Leased/Chartered  Aircraft 
Travel  Costs,  Contractor-Owned/Leased/Chartered  Aircraft 
Travel  Via  Contractor-Owned/Leased/Chartered  Aircraft 
LEASEHOLD 

Depreciation/Amortization  of  Leasehold  Improvements 
LEASING 

Applicable  Contract  Regulation-Leasing  Costs 
Guidelines  for  Review  of  Annual  EDPE  Leasing 
Documentation 
Leasing  Costs 

Leasing  Costs-Applicability  of  CAS 
Leasing  Costs-Applicability  of  FAR 
Leasing  Costs-Applicability  of  FASB  Statement  13 
LEAST  S9UARE 

Computation  of  Least-Square  Line  for  a  Time  Series 
Computation  of  the  Least  Square  Line  for  Time  Series 
LEAVE 

Educational  Institutions-Sabbatical  Leave  Cost 
LEGAL 

Allowability  of  Legal  Cost  Associated  with  Qui  Tam  Suits 
Auditor  Role  in  Legal  Proceeding 
Costs  Related  to  Legal  and  Other  Proceeding 
DCAA  Relationship  with  Government  Legal  Counsel/Boards  of 
Review 

Legal/Accounting/Engineering/Other  Cost 
Legal/Regulatory  Requirements-Field  Work  Standards/Financial 
Audits 

Legal/Regulatory  Requirements-Field  Work 
Standards/Operations  Audits 
LEGISLATIVE 
Legislative  Liaison  Cost 
Legislative  Lobbying  Cost 
Legislative  Lobbying  Costs 
LESS 

Review  of  Incurred  Cost  at  Contractor  with  Less  then  $5 
Million  ADV 


CAM  9-  703.11 
CAM  7-  208 

CAM  7-1003.  2 
WGl  5990.19  CCH 

CAM  7-  206.  4 
CAM  7-413 
CAM  7-  206 
CAM  7-  206.  2 

CAM  7-1003.  4 
CAM  7-1003 
CAM  A300  31.  205-46 

CAM  7-  414 

CAM  7-  202 
CAM  7-  206.  3 

CAM  7-  200 
CAM  7-  202.  3 
CAM  7-  202.  2 
CAM  7-  202.  1 

CAM  E-  3Fig.E-3-3 
CAM  E-  311 

CAM  13-Sl  J.40 

MRD  06/20/94  PAD  100 
PAM  50 
CAM  7-1918 
CAM  1-  407 

CAM  A300  31.  205-33 
CAM  2-  304 

CAM  2-  504 


CAM  A300  31.  205-22 
CAM  A400  231.  205-22 
CAM  A300  31.  205-22 

MRD  04/12/94  PFD063 
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LETTER/LIFE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


LETTER 

CAS-ACO  Letter  of  Disclosure  Statement  Adequacy 
CAS-Letter  Contracts 
CAS-WG  77- 16-Letter  Contracts 
Confirming  Letter  to  Contractor  on  Certain  Major  Issues 
DHHS  Information  on  Letter  of  Credit-Educational 
Institutions 

Letter  to  Contractor  on  Claimed  Unallowable  Cost 
Notification  Letter  to  Contractor 
Notification  Letter  to  Contractor-PAT 
Replies  to  Letter  Report  of  GAO  Regional  Offices 
LEVEL 

Contract  Audit  Closing  Statements/Cost-Plus-Fixed-Fee  Level- 
of-Effort 

Controlling  Indirect  Effort  to  the  Level  of  Operations 
Field  Pricing  Support  At  Prime  Contract  Level 
Improvement  Curve-Reduction  in  Cost  Level 
Other  Variations  in  Rate  of  Improvement  Curve  &  Cost  Level 

LIABILITY 

Aircraft  Liability  Insurance 
Automobile  Liability  Insurance 
Comprehensive  Liability  Insurance 
Fault-Based  Liability  to  Third  Party 
Liability  Insurance 

Pension  Cost-Frozen  Initial  Liability  Method 
Product  Liability  Insurance 
Professional  Liability  Insurance 
Worker  Compensation/Employer  Liability  Insurance 
.Liaison  Auditor  (DCAA)  (See  also  PLA) 

LIAISON 

Costs  of  Membership/Industrial  Liaison  Programs  of 
Universities 

Headquarters  Liaison  with  GAO 

Legislative  Liaison  Cost 

Liaison  Between  DCAA  &  GAO  Activities 

Liaison  on  GAO  Reviews  Affecting  DCAA 

PLA-Liaison  Service  for  SAPs 

PLA-Liaison  Service  to  Contract  Administration  Offices 

Procurement  Liaison  Auditor  (PLA)  Service 

Procurement  Liaison  Auditor  Service  (PLA) 

Regional  Office  Liaison  with  GAO 
LIBRARY 

DCAA  Lending  Library  Catalog  of  Books 
Educational  Institutions-Library  Expenses 
Library  Expenses-Educational  Institutions 
LIFE 

ACRS-Expected  Consumption  of  Service/Useful  Life 


CAM  8-  209 
CAM  8-  103.  5 
WGI  5990.16  CCH 
CAM  4-  302.  3 
CAM  13-  703.2 

MRD  02/11/93  PFD026 
CAM  6-  7Fig.6-7.1 
CAM  1-  8Fig.  1-8-1 
CAM  1-  204,  2 

CAM  10-  904 

CAM  3-S109.  2 
CAM  9-  103 
CAM  F-  lFig.F-1-10 
CAM  F-  506 

CAM  7-  508.  3 
CAM  7-  508.  2 
CAM  7-  508.  1 
CAM  7-1920.12 
CAM  7-  508 
PAM  79,pg.ll 
CAM  7-  508.  6 
CAM  7-  508.  5 
CAM  7-  507 


CAM  7-1 102.  3 

CAM  1-  205.  1 
CAM  A300  31.  205-22 
CAM  1-  205 
CAM  1-  205.  4 
CAM  15-  307 
CAM  15-  306 
CAM  15-  300 
PAM  27 
CAM  1-  205.  2 

PAM  1421.2 
CAM  13-Sl  F.6 
CAM  13-  512.  4 

CAM  7-  405.  4b 
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LIFE/LOBBYING 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CAS-WG  78-22-Development  of  Asset  Service  Life 
Depreciation  Methods  under  Class  Life  ADR  System 
Estimated  Useful  Life  for  Depreciation 
Mortgage  Life  Insurance 
LIMITATION 

Audit  Program-Quarterly  Limitation  on  Progress  Payment 
Audit  Report-Limitation  of  Cost/Fund/Payments 
Educational  Institutions-Administrative  Cost  Limitation 
Educational  Institutions-Limitation  on  Allowance  of  Cost 
Full  Funding  Limitation  Advance  Agreement-Pension  Plan 
Limitation  of  Audit  Counsel-Negotiation  Conference 
Limitation  of  Cost  Clause  (Cost-Type) 

Limitation  of  Cost  Clause  (Cost-Type) 

Limitation  of  Cost/Fund/Payments 
Limitation  of  FASB  86 
Limitation  of  Fund  Clause  (Cost-Type) 

Limitation  on  Deductions-Assigned  Contracts 

Limitation-Profit  in  Price  Proposal 

Review  Procedures-Limitation  of  Cost/Fund/Payments 

Use  &  Limitation  of  Scatter  Diagram 

LINE 

Computation  of  Least-Square  Line  for  a  Time  Series 

Computation  of  the  Least  Square  Line  for  Time  Series 

Depreciation-Straight-Line  Method 

Determining  Slope  of  a  Trend  Line-Improvement  Curve 

Graph  of  Simple  Linear  Regression  Line 

Out-Of-Line  Material  Element 

Price  Proposal-Request  to  Report  by  Line  Item 

Variance  by  Product  Line 

LINEAR 

Graph  of  Simple  Linear  Regression  Line 
Simple  Linear  Regression  Analysis 

LIQUIDATION 

Write-ups/Write-downs/Stock  Purchas',/Liquidation  of  Acquired 
Company 

LITIGATION 

Coordination  of  Significant  Litigation  Report 

Patent  Infringement  Litigation 

LIVING 

Educational  Institutions-Housing  and  Personal  Living  Expenses 
LOAN 

Mortgage  Loan  to  Employee 

LOBBYING 

Educational  Institutions-Executive  Lobbying  Cost 
Educational  Institutions-Lobbying 
Executive  Lobbying  Cost 
Legislative  Lobbying  Cost 


WGI 

5990.22  CCH 

CAM 

7-407 

CAM 

7-  405 

CAM 

A300  31.  205-35 

DAP 

DIIS  (APQLOP) 

CAM 

11-  105 

CAM 

13-Sl  G.6 

CAM 

13-Sl  C.7 

CAM 

7-  606.  2 

CAM 

15-  403.  3 

FAR 

52.  232-20 

FAR 

32.  704 

CAM 

11-  100 

CAM 

7-  104.  3 

FAR 

52.  232-22 

CAM 

6-  203.  2c 

CAM 

9-  906.  6 

CAM 

11-  104 

CAM 

E-  104.  6 

CAM 

E-  3Fig.E-3-3 

CAM 

E-311 

CAM 

7-  406.  2 

CAM 

F-  lFig.F-1-5 

CAM 

E-  2Fig.E-2-l 

OAG 

12,030.302.2 

CAM 

9-  103.  5 

CAM 

9-  314.  3 

CAM 

E-  2Fig.E-2-l 

CAM 

E-202 

CAM 

7-1705.  5 

REG  5500.4 
CAM  A300  31.  205-31 

CAM  13-Sl  J.20 

CAM  A300  31.  205-35 

CAM  13-Sl  J.17 
CAM  13-Sl  J.24 
CAM  A300  31.  205-50 
CAM  A400  231.  205-22 
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LOBBYING/LOSS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Legislative  Lobbying  Costs 
Lobbying  Cost 

Membership  Fee/Organization/Lobbying/Charitable  Activities 
LOCAL 

Allowability  of  State  and  Local  Tax 
Applicability-FAR  Subpart  31.  6-Contracts  /State/Local 
Government 

Applicability-OMB  Circular  A-87-State/Local  Government 
Compliance-Single  Audit-State/Local 
Contracts  with  State,  Local  and  Indian  Tribal  Governments 
Cost  Principles-Contracts  with  State/Local  Government 
Cost  Principles-Grants/Contracts  w/State/Local  Government 
Cost  Principles-State/Local 
Educational  Institutions-Cost  Incurred  by  State/Local 
Governments 

Grants  &  Contracts  with  State  k  Local  Government 
Grants  and  Cooperative  Agreement  with  State  and  Local 
Government 

Sharing  Audit  Plan-State/Loca!  Government 
Single  Cognizant  Federal  Agency-State/Local 
State  and  Local  Index-Economic 
State/Local  Taxes 

State/Local  Transfer  Tax-Employee  Relocation 
LOG 

Audit  Followup-DCAA  Control  Log 
Audit  Followup-DCAA  Control  Log 
MAARS  Control  Log-Nonmajor  Contractor 
Maintenance  of  a  Flight  Manifest/Log  by  Contractor-Travel 
Costs 

Supplement-DCAA  Control  Log  Distribution  List 
LOGARITHMIC 

Improvement  Curve  Example  on  Logarithmic  Paper 
Impro.  ment  Curve-Various  Slope-Logarithmic  Paper 
LOGIC  . 

Parametri ;  Cost  Estimating-Logical  Relationship 
LOGOS 

Contractor  Logos/Emblems 
LONGSHOREMEN 

Longshoremen/Harbor  Worker  Compensation  Act 
LOSS 

Adjusting  for  Loss  Contracts-Termination 
Educational  Institutions-Gain/Loss  Disposition  of  Plant 
Equipment 

Educational  Institutions-Loss  on  Other  Sponsored  Agreement 

Evaluating  Profit  or  Loss-Termination 

Gain/Loss  on  Asset  Disposition 

Gain/Loss  on  Disposition  of  Depreciable  Property 


CAM  A300  31.  205-22 
CAM  7-1916 
CAM  7-1102.  4 

CAM  7-1403.  4 
C.\M  A300  31.  107 

CAM  A300  31.  603 
0MB  A- 128 
CAM  A400  231.  603 
CAM  A300  31.  602 
CAM  A300  31.6 
0MB  A-  87 
CAM  13-Sl  C.6 

CAM  A300  31.6 
0MB  A-102 

0MB  A-  73 
0MB  A-128 
PAM  74,pg.6 
CAM  7-1403 
CAM  7-1006.  7 

CAM  15-  606 
CAM  15-  6Fig.  15-6-2 
DAP  DIIS  (NM-MAARS) 
CAM  7-1003.  6 

CAM  15-  6S2 


CAM  F-  lFig.F-1-2 
CAM  F-  lFig.F-1-3 

CAM  9-1004.  1 

CAM  7-1205 

CAM  7-  507.  4 

CAM  12-  308 
CAM  13-Sl  J.33 

CAM  13-Sl  J.25 
CAM  12-  307 
CAM  7-  412 
CAM  A300  31.  205-16 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Loss  on  Other  Contracts 

Loss  on  Sale  of  Home 

Pension  Cost-Actuarial  Gain  &  Loss 

Process  Loss-Material  Cost  Items 

Production  Loss-Termination 

Profit/Loss  on  Unaffected  Work-Contract  Claim 

Self  Insurance-Catastrophic  Loss 

Treatment  of  Dining  Hall  Gain  &  Loss-Educational  Institutions 
LOT 

Computer  Programs/Lot  Data-Improvement  Curve 

First  Lot  Midpoint/Unit  Improvement  Curve  Theory 

Fitting  Improvement  Curve  to  Lot  Data 

Lot  Average  Cost-Improvement  Curve 

Lot  Midpoint  by  Rule-Of-Thumb-Improvement  Curve 

Lot  Midpoint  From  Table-Improvement  Curve 

LOWER 

Lower-Tier  Proposal  Not  in  Prime  Contract  Proposal 
Lower-Tier  Proposal-Basic  Responsibilities 
LUMP  SUM 

Accounting  for  Lump-Sum  Wage  Resulting  from  Union 
Contracts 

Educational  Institutions-Negotiated  Lump  Sum  for  Indirect 
Cost 

Future  Benefit  of  Lump-Sum  Payments 

Multiple  Lump-Sum  Payments 

.MAAR  Mandatory  Annual  Audit  Requirement(s) 

MAAR 

MAAR  No.l  Internal  Control  Survey 
MAAR  No.  11 
MAAR  No.ll 

MAAR  No.ll  Adjusting  Entries/Exception  Report 
MAAR  No.  12 

MAAR  No.  12  Auditable  Subcontract/Assist  Audit 
MAAR  No.  13 

MAAR  No.  13  Existence/Consumption  of  Purchase 
MAAR  No.4  Tax  Return  and  Financial  Statements 
Performance  of  MAAR  without  Certified  Proposal 
MAARS 

Accomplishment  of  MAARs 
Classes  of  MAARs 

MAARS  Control  Log-Nonmajor  Contractor 
Mandatory  Annual  Audit  Requirements  (MAARs)  on  Incurred 
Indirect  Cost 

Relationship  of  ICAPS  &  Mandatory  Annual  Audit 
Requirements  (MAARs) 

Reporting  Considerations  on  Incurred  Cost-MAARs 
Schedule  of  Mandatory  Annual  Audit  Requirements-MAARs 


CAM  A300  31.  205-23 
CAM  A300  31.  205-35 
PAM  79,pg.l5 
CAM  9-  407.  4 
CAM  12-  304.  6 
CAM  14-  204a 
CAM  A300  31.  205-19 
CAM  13-  508 

CAM  r-  305 
CAM  F-  3Tbl.F-3-l 
CAM  F-  300 
CAM  F-  3Fig.F-3-l 
CAM  F-  303 
CAM  F-  304 

CAM  9-  106 
CAM  9-  106.  1 

CAM  7-1919 

CAM  13-Sl  G.3 

CAM  7-1919.  2 
CAM  7-1919.  3 


CAM  6-  302 
CAM  6-  306 
CAM  6-  305 
CAM  6-  302 
CAM  6-  310 
CAM  6-  302 
CAM  6-  305 
CAM  6-  302 
CAM  3-  104.15 
CAM  6-  706.  2 

CAM  6-  104.  2 
CAM  6-  104.  1 
DAP  DIIS  (NM-MAARS) 
CAM  6-  603.  2 

CAM  3-  302.  1 

CAM  6-  104.  4 
CAM  6-  ISl 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


MACHINERY 

Estimated  Rental  Cost  of  Machinery  &  ^uipment 
Special  Machinery/Equipment-Termination 
Special  Tooling/Machinery/Equipment  Cost-Termination 
MAINTENANCE 

Educational  Institutions-Maintenance/Repair  Cost 
Educational  Institutions-Operation/Maintenance  Expenses 
Facilities  Management  Preventive  Maintenance  Review  Guide 
Maintenance  &  Calibration  of  Test  Equipment 
Maintenance  &  Repair  Cost 

Maintenance  of  a  Flight  Manifest/Log  by  Contractor-Travel 
Costs 

Micrographic-Active  Files  Maintenanc. '-Review  Guide 
Plant  Operation/Maintenance  Expenses-Educational  Institutions 
Preventive  Maintenance-Test  Equipment 
Reproduction  Equipment  In-House  Maintenance  Review  Guide 
Resolution  of  System  Deficiencies  at  Maintenance  Depot-CAM 
14-600 

System  Disclosure/Maintenance  Requirements-ESS 
MAJOR 

Advance  Notice  of  Major  Program  Subcontract  Reviews 
Audit  Program-Incurred  Cost,  Major  Contractor  Location 
Confirming  Letter  to  Contractor  on  Certain  Major  Issues 
Engineering  &  Other  Major  Change-Improvement  Curve 
Evaluating  Major  Subcontractor  Estimates 
Material  Handling-Major  Storerooms  &  Warehouse 
PLA  Support  of  Major  Defense  Systems  Procurement 
Review  Operations  of  Major  Contractor 
MAKE  OR 

Audit  Disclosure-Make-or-Buy  Decisions 

Effective  Use  of  Make-or-Buy  Committee 

Lack  of  Make-or-Buy  Review 

Make-or-Buy  Decisions 

Make-or-Buy  Programs 

Make-or-Buy  Programs 

Material  Make  or  Buy  Decisions 

.Management  (DCAA)  (See  also  Audit/FAO  Office/Suboffice) 

.Management  (See  also  Facilities) 

.Management  (See  also  Financial) 

.Management  (See  also  Investment) 

.Management  (See  also  Lease) 

.Management  (See  also  Performance) 

.Management  (See  also  Personnel) 

.Management  (See  also  Work  Management) 

MANAGEMENT 

Advance  Cost  Management  Systems  (ACMS) 

Audit  Disclosure-Contract  Financial  Management 


CAM  9-  703.il 
CAM  12-  304.14 
CAM  A300  31.  205-42 

CAM  13-Sl  J.26 
CAM  13-Sl  F.2 
OAG  13,010.404 
OAG  11,010 
CAM  A300  31.  205-24 
CAM  7-1003.  6 

OAG  13,060.404 
CAM  13-  512.  3 
OAG  11,010.404 
OAG  13,030.405 
MRD  02/19/93  OPD028 

CAM  5-1202.  2 

CAM  9- 104.  3 
DAP  DIIS  (APOVER40) 
CAM  4-  302.  3 
CAM  F-  502 
CAM  9-  406 
OAG  11,040.402 
CAM  15-  305.  8 
CAM  14-  502 

CAM  3-S104 
CAM  3-S104.1 
CAM  3-S  104.2 
CAM  9-  405 
DFR  215.  7 
FAR  15.  7 
CAM  6-  309 


CAM  14-  800 
CAM  3-S102 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Audit  Disclosure-Management  of  Government-Furnished 
Property 

Audit  Program-Evaluation  of  Material  Management  &  Acctng 
Sys  (MMAS) 

Audit  Program-Performance  of  Financial  Management/Fiscal 
Integrity 

Compliance  with  DoD  Program  Management  Systems 
Reporting  Requirements 

Compliance  with  FAR  31.205-6(c),  Labor-Management 
Agreement-CSRs 

Contractor  Compliance  with  Contract  Financial  Management 
Requirements 

Contractor  Financial  Management-NASA  Form  533 
Contractor  Financial  Management-NASA-PERT  System 
Contractor  Report/Financial 
Statements-Accounting/Management  Systems 
Corporate  Minutes-Accounting/Management  Systems 
Cost  of  Long-Range  Management  Planning 
Educational  Institutions-Financial  Management  Systems 
Standards 

Educational  Institutions-lnterest/Fund-Raising/Investment 
Management 
Facilities  Management 

Facilities  Management  Equipment  Utilization  Review  Guide 
Facilities  Management  Plant  Protection  Review  Guide 
Facilities  Management  Prevenii'  ?.  Maintenance  Review  Guide 
Facilities  Management  Supply  •  :i;ofsiions  Review  Guide 
Facilities  Management-Functions 
Facilities  Work  Management/Stafilng  Review  Guide 
Industrial  Relations-Administrative  &  Management  Review 
Guide 

Internal  Control  Matrix-Material  Management/Accounting 
System  Control 

Inventory  Management-NASA  Contracts 
Labor-Management  Agreement 
Management  of  Mobile  Audits 
Management  of  Purchasing-Purchasing  System  Review 
Management  of  Resident  Office 
Material  Work  Management/Staffing  Review  Guide 
Micrographic-Scientific/Engineering  Data  Management 
Micrographic-Work  Management/Staffing  Review  Guide 
Nonprofit  Organization-Financial  Management  Systems 
Standards 

Personnel  Management-Branch  Office 
Policies/Procedures/Intemal  Control-Accounting/Management 
Systems 


CAM  3-Slll 

DAP  DIIS  (APMMAS) 

DAP  DIIS  (APCHAMPS) 

CAM  11-  300 

CAM  6- 413.  1 

CAM  11-000 

CAM  3-S203 
CAM  3-S203 
CAM  3- 104.15 

CAM  3- 104.15 
CAM  A300  31.  205-12 
OMBA-110 

CAM  13-Sl  J.22 

OAG  13,010 
OAG  13,010.402 
OAG  13,010.405 
OAG  13,010.404 
OAG  13,010.403 
OAG  13,010.100 
OAG  13,010.401 
OAG  13,040.401 

DAP  DIIS  (ICM-MMAS) 

CAM  3-S205 
CAM  A300  31.  205-  6 
CAM  G-  000 
CAM  5-  608 
CAM  H-  000 
OAG  11,020.404 
OAG  13,060.405 
OAG  13,060.401 
0MB  A-110 

CAM  G-  406 
CAM  5-  000 
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MANAGEMENT/MARKET 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


PS&C-Work  Management  Review  Guide 
Quality  Assurance  Work  Management/Staffing  Review  Guide 
Reproduction  Work  Management/Staffing  Review  Guide 
Review  of  Management  Decisions 
Shipyard  Welding  Work  Management/Staffing  Review  Guide 
Tax  Retum-Accouriting/Management  Systems 
Understanding  of  Contractor  Accounting  and  Management 
System 

Voluntary  Management  Reduction-Incurred  Indirect  Cost 
Word  Processing-Work  Management  Review  Guide 
Work  Management 
MANAGER 

Branch  Manager-Supervision  of  Field  Work-Branch  Office 
MANAGING 

Equity  in  Managing  Commercial  vs  Government  Work 
MANDATORY 

Mandatory  Annual  Audit  Requirements 
Mandatory  Annual  Audit  Requirements  (MAARs)  on  Incurred 
Indirect  Cost 

Mandatory  Insurance  Coverage/ACO  Approval 
Relationship  of  ICAPS  &  Mandatory  Annual  Audit 
Requirements  (MAARs) 

Schedule  of  Mandatory  Annual  Audit  Requirements-MAARs 
MANIFEST 

Maintenance  of  a  Flight  Manifest/Log  by  Contractor-Travel 
Costs 

.Manpower  (See  also  Staffing) 

MANPOWER 

Audit  Manpower/Utilization  Plan  Example-Resident  Office 
Engineerin^Scientific  Manpower  Utilization-NASA 
.Manual-Contract  Audit  (CAM) 

MANUAL 

CAD/CAM-Conversion  of  Manual  Drawings 
Contract  Audit  Manual  Citation 
Difference  Between  Manual  and  Automated  Systems 
Examples  of  Manual  Computation-Regression 
Introduction  to  the  Contract  Audit  Manual 
MANUFACTURER 

Manufacturer  Discounts  to  Educational  Institutions 
.Manufacturing  (See  also  Production) 

.Manufacturing  Expense  (Indirect)  (See  Overhead) 
MANUFACTURING 

Manufacturing  &  Production  Engineering  Cost 

MARGINS 

Margins-Audit  Report 

MARKET 

Established  Catalog  or  Market  Price 


OAG  14,010.405 
OAG  12,020.401 
OAG  13,030.401 
OAG  1030.7 
OAG  12,040.401 
CAM  3-  104.15 
CAM  5-  106 

CAM  6-  604.  2 
OAG  13,050.401 
OAG  11,010.401 

CAM  G-  405 

CAM  3-S102.  3 

CAM  6-  104 
CAM  6.  603.  2 

CAM  7.  502 
CAM  3-  302.  1 

CAM  6-  ISl 

CAM  7-1003.  6 


CAM  H-  3Fig.H-3.2 
CAM  3-S206 


OAG  12,050.504 
CAM  0-  003 
CAM  C-  103 
CAM  E-  202.  2 
CAM  0-  001 

CAM  7-  306 


CAM  A300  31.  205-25 
CAM  10-  203.  2 
FAR  15.  804-3 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Intracompany  Transfer/Catalog/Market  Price-Material  or 
Service 

Pricing  Data  Based  on  Established  Catalog  or  Market  Price 
MARKETING 

Educational  Institutions-Selling  and  Marketing 
Publication  Costs-Selling/Marketing/ Advertising 
MASTER 

Audit  of  Japanese  Master  Labor  Contract 
MATCHING 

Cost  Sharing/Matching  Compliance-Educational  Institutions 
.Material  (Sm  also  Purehases) 

.Materiai-Govemment'Fumished  (See  GFAE/GFM/GFP/IPE) 
MATERIAL 

Accounting  for  Material  Cost 
Audit  Disclosure-Accounting  for  Material  Costs 
Audit  Disclosure-lntracompany  Transfer  of  Material 
Audit  of  Incurred  Material  Cost  and  Purchased  Service 
Audit  Program-CAS  407  Use  of  Standard  Costs*Dircct  Material 
&  Labor 

Audit  Program-CAS  411  Acetng  for  Acquisition  Cost  of 
Material 

Audit  Program-Evaluation  of  Material  Management  &  Acetng 
Sys  (MMAS) 

Audit  Programs  for  Material  Costs-Govemment  Property 
Bill  of  Material 

CAS  407-Standard  Costs  for  Direct  Material/Direct  Labor 
CAS  41 1 -Accounting  for  Acquisition  Costs  of  Material 
Consf'lidated  Material  Requirements 
Cost  of  Correcting  Nonconforming  Material 
Cost  of  Preventing  Nonconforming  Material 
Costing  &  Reporting-Material  Requirements 
Defect  Prevention  Program-Nonconforming  Material 
Determination  of  Material  Requirements 
Drop  Shipments  of  Material 
Economic  Order  Quantity-Material  Requirements 
Educational  Institutions-Material  Cost 
Engineering  Design  Change-Nonconforming  Material 
Escalation  of  Material  Costs 
Evaluating  Contractor’s  Material  Pricing  Procedures 
Evaluating  Direct  Material  Cost  Estimates 
Evaluation  of  Policies/Procedures/Intemal  Control-Material 
Final  Audit  Report  on  Time/Material  Type 
Contracts/Subcontract 

Floorchecks  and  Material  Verification  at  Nonmajor  Contractor 
Forecasting  Material  Shrinkage  Requirements 
Government-Furnished  Material  &  Reusable  Containers 
Government-Furnished  Material-Other  Direct  Cost 


CAM 

6-  313.  2 

CAM 

14-  507 

CAM 

13-Sl  J.42 

CAM 

7-1204.  2c 

CAM 

1-4S1 

CAM 

13-  308.  3 

CAM 

6-305 

CAM 

3-S107 

CAM 

3-S106 

CAM 

6-300 

DAP  DIIS  (APCAS407) 

DAP  DIIS  (APCAS411) 

DAP  DIIS  (APMMAS) 

CAM  14-  405.  2 
CAM  9-  403 
CAM  8-  407 
CAM  8-411 
CAM  9-  404.  8 
OAG  12,030.201 
OAG  12,030.201 
OAG  11,030.405 
OAG  12,030.302 
CAM  6-  308 
CAM  9-  404.  5 
OAG  11,030.404 
CAM  13-Sl  J.27 
OAG  12,030.403 
PAM  74,pb.26-27 
CAM  9-  404 
CAM  9-  400 
CAM  6-  304 
CAM  10-  900 

MRD  12/09/92  PFD188 
CAM  3-S105.  5 
CAM  9-  407.  1 
CAM  9-  604.  2 
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MATERIAL/MATERIAL 


KEYWORD  INDEX  OF  AUDIT  GUIDAf  ICE 


TOPIC 


SOURCE/REFERENCE 


Indirect  Material 

Interface  Between  Material  Issues  &  Requirements 
Internal  Control  Matrix-Material  Management/Accounting 
System  Control 

Intracompany  Transfer  of  Material  or  Service 
Intracompany  Transfer/Adequate  Price  Competition-Material 
or  Service 

Intracompany  Transfer/Catalog/Market  Price-Material  or 
Service 

Material  Acquired  Before  the  Date  of  Contract-Termination 
Material  Acquired/Produced  in  Anticipation  of 
Delivery-Termination 
Material  Cost 

Material  Cost  Improvement  Curve 

Material  Cost  Items  Requiring  Special  Consideration 

Material  Cost  Scatter  Chart 

Material  Cost-T&M  Contracts 

Material  Estimating  Methods 

Material  Handling 

Material  Handling-Audit  Guides  for  Specific  Areas 

Material  Handling-Carousels 

Material  Handling-Glossary  of  Terms 

Material  Handling-Major  Storerooms  &  Warehouse 

Material  Handling-Moving  Procedures 

Material  Handling-Preliminary  Information  Gathering 

Material  Handling-Reference 

Material  Handling-Small  Storerooms  &  Tool  Cribs 

Material  Handling-Stacker  Cranes  . 

Material  Handling-Survey  of  Organization  &  Operation 

Material  Handling/Usage-Govemment  Property 

Material  Inspection  Review  Guide 

Material  Make  or  Buy  Decisions 

Material  Prepared  for  Use  Bef  -iC  Congressional  Committees 

Material  PS&C 

Material  Purchasing  and  Subcontracting 

Material  Receiving  and  Inspection 

Material  Receiving  Review  Guide 

Material  Receiving/Inspection/Storing/Issuing 

Material  Requirements 

Material  Requirements-Audit  Guidelines 

Material  Requirements-Determination  of 

Material  Requirements-Survey  of  Organization  &  Operation 

Material  Review  Board 

Material  Review  Board 

Material  Storing  and  Issuing 

Material  Storing/Issuing  Review  Guide 


CAM  9-  703.  7 
OAG  11,030.403 
DAP  DIIS  (ICM-MMAS) 

CAM  6-  313 
CAM  6-  313.  3 

CAM  6-313.  2 

CAM  12-  304.  3 
CAM  12-  304.  4 

CAM  A300  31.  205-26 
CAM  9-  408.  2 
CAM  9-  407 
CAM  9-  408.  1 
CAM  6-  204.  3 
CAM  9-  402 
OAG  11,040 
OAG  11,040.400 
OAG  11,040.501 
OAG  11,040.502 
OAG  11,040.402 
OAG  11,040.401 
OAG  11,040.200 
OAG  11,040.500 
OAG  11,040.403 
OAG  11,040.501 
OAG  11,040.300 
CAM  14-  405.  4 
OAG  11,020.402 
CAM  6-  309 
REG  5020.6 
CAM  14-  705.  1 
CAM  6-  310 
CAM  6-  311 
OAG  11,020.401 
OAG  11,020 
OAG  11,030 
OAG  11,030.400 
OAG  11,030.401 
OAG  11,030.300 
OAG  12,030.401.1 
OAG  12,030.302.1 
CAM  6-  312 
OAG  11,020.403 
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MATERIAL/MEETING 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Material  Work  Management/StafTing  Review  Guide 

Obsolete  Material/Tooling-Termination 

Out-Of-Line  Material  Element 

Physical  Observation-Movement  of  Material 

Pro  Forma  Request  for  Technical  Assistance-Material 

Process  Loss-Material  Cost  Items 

Pyramiding  of  Cost  &  Profit  on  Material  Purchase 

Quality  Assurance  Material  Board  Review  Guide 

Repair/Rework/Replacement-Nonconforming  Material 

Residual  Material/Intercontract  Transfer-Government  Property 

Returning  Material  to  Suppliers-Termination 

Scheduling  of  Material  Requirements 

Source  of  Material  Cost  Estimates 

Sources  for  Material  Pricing 

Time  and  Material  Contracts  (T&M) 

Using  Material  Cost  Trend  Data 
Using  Trade  Information-Material  Pricing 
Vendor-Responsible  Nonconforming  Material  Defect 
MATERIALITY 

Materiality  of  Defective  Pricing  Findings 
Materiality-Direct  Cost 
Materiality-Directly  Associated  Cost 

MATRIX 

Internal  Control  Matrix-Billing  System  Control 
Internal  Control  Matrix-Compensation  Control 
Internal  Control  Matrix-EDP  General  Control 
Internal  Control  Matrix-Estimating  System  Control 
Internal  Control  Matrix-General  Accounting  System  Control 
Internal  Control  Matrix-Indirect  and  Other  Direct  Cost  Control 
Internal  Control  Matrix-Labor  Accounting  Control 
Internal  Control  Matrix-Material  Management/Accounting 
System  Control 

Internal  Control  Matrix-Planning  and  Budget  System  Control 
Internal  Control  Matrix-Purchasing  Control 
MEASUREMENTS 

Quantitative  Measurements-Repair/Rework  Cost 
MEASURING 

Change  in  Methods  of  Measuring  Taxable  Income 
Measuring  Retained  Prior  Improvement-Improvement  Curve 
MEC 

Treatment  of  Microelectronic  Center  (MEC)  Costs 
MEDIA 

Relationship  with  the  News  Media 
MEDICAL 

Champus  (DoD  Health/Medical  Program) 

MEETING 

Incidental  Cost-Directors/Committee  Meeting 


OAG  11,020.404 
CAM  12-  W,A2 
OAG  12,030.302.2 
OAG  11,020.300 
CAM  D-  2  Fig.D-2-2 
CAM  9-  407.  4 
CAM  9-  404.  5 
OAG  12,020.404 
OAG  12,030 
CAM  14-  405.  6 
CAM  12-  304.  8 
OAG  11,030.402 
CAM  9-  402.  1 
CAM  9-  404.  1 
CAM  6-  204 
CAM  9-  408 
CAM  9-  404.  7 
OAG  12,030.404 

CAM  14-  120.  1 
CAM  A300  31.  202(b) 
CAM  A300  31.  201-  6 

DAP  DIIS  (ICM-BILL) 
DAP  DIIS  (ICM-COMP) 
DAP  DIIS  (ICM-EDPG) 
DAP  DIIS  (ICM-ESTG) 
DAP  DIIS  (ICM-ACTG) 
DAP  DIIS  (ICM-INDR) 
DAP  DIIS  (ICM-LABR) 
DAP  DUS  (ICM-MMAS) 

DAP  DIIS  (ICM-BDGT) 
DAP  DIIS  (ICM-PURC) 

OAG  12,030.303 

CAM  7-1403.  5 
CAM  F-  503 

CAM  7-  304 

CAM  1-  600 

CAM  14-  902 

CAM  A300  31.  205-28 
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MEETING/MICROGRAPHIC 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


IR&D/B&P-Cohtractors  Not  Meeting  Criterion  for  Advance 
Agreement 

Meeting-Cost  of  Shareholders 
MEMBERS 

DCAA  Relationship  with  Members  of  Congress  & 

Congressional  Committees 

MEMBERSHIP 

Army/Navy/Air  Force  Associations-Dues/Membership 
Costs  of  Membership/Industrial  Liaison  Programs  of 
Universities 

Dues/Membership/Professional  Activity  Costs 
Dues/Membership/Subscriptions 
Educational  Institutions-Membership/Subscriptions 
Membership  Cost 

Membership  Fee/Organization/Lobbying/Charitable  Activities 

.Mefflorandum(s)  of  Price  Negotiation  PNM) 
MEMORANDUM 

CSCSC  Surveillance  Reviews-Oral  Advice/Memorandum 
Memorandum  for  Regional  Directors/Revised  Audit  Policy 
Memorandum  of  Agreement-PAT/PROCAS 
Notification  Memorandum  to  ACO 
Obtaining  Price  Negotiation  Memorandum/Requesting  Data  for 
the  Audit 

Price  Negotiation  Memorandum-PLA 
MENTOR 

Mentor-Protege  Program  Cost 
MERGER 

Business  Combinations 
Types-Merger/Consolidation/Acquisition 
Employment  Tax  in  Merger/Consolidation 
Merger/Acquisition 

Statutory  Merger-Business  Combinations 

MERIT 

Review  of  Merit  Pay  Programs-CSRs 
METALS 

Shipyard  Welding  Filler  Metals  Review  Guide 
MEXICO 

New  Mexico  Gross  Receipt  Tax 
MICROELECTRONIC 

Treatment  of  Microelectronic  Center  (MEC)  Costs 
MICROFILM 

Computer  Output  Microfilm  Applications  Review  Guide 
Computer  Output  Microfilm  System  Flow  Diagram 

MICROGRAPHIC 

Micrographic  Functions/Applications/Related  Activities 
Micrographic-Active  Files  Maintenance-Review  Guide 
Micrographic-Application  Categories 


CAM 

7-1505.  2 

CAM 

A300  31.  205-28 

CAM 

1-409 

CAM 

7-1 102.  2 

CAM 

7-1102.  3 

CAM 

7-1100 

CAM 

7-1102 

CAM 

13-Sl  J.28 

CAM 

A300  31.  205-43 

CAM 

7-1102.4 

CAM 

11-  209.  2b 

DHI  5025.4 

CAM 

1-805 

CAM 

6-  7Fig.6-7-2 

CAM 

14-  115 

CAM 

15-  305.10 

CAM 

7-1922 

CAM 

7-1702 

CAM 

7-1406 

CAM 

A300  31.205-;7 

CAM 

7-1703.  3 

CAM 

5-  808.  5 

OAG 

12,040.404 

MRD 

07/07/94  PAD106 

CAM 

7-  304 

OAG 

13,060.406 

OAG 

13,060.503 

OAG 

13,060 

OAG 

13,060.404 

OAG 

13,060.100 
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MICR0GRAPHIC71V10DIFICATI0NS 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


I 


I 


t 

i 


Micrographic-Equipment  Utilization  Review  Guide 
Micrographic-Scientiflc/Engineering  Data  Management 
Micrographic-Storage  of  , Inactive  Files-Review  Guide 
Micrographic-Terms  &  Techniques 
Micrographic-Work  Management/StaiTmg  Review  Guide 
MICROPUBLISHING 
Micropublishing  Review  Guide 
MIDPOINT 

First  Lot  Midpoint/Unit  Improvement  Curve  Theory 
Lot  Midpoint  by  Rule*Of-Thumb-Improvement  Curve 
Lot  Midpoint  From  Table-Improvement  Curve 
MIL  SPEC 

Contractor  Compliance  With  Mil  Spec  Mil-q-9858a 
MILITARY 

Costs  Associated  with  Military  Operations 
DCAA  Relationship  with  Military  Inspector  General 
Definition  of  Foreign  Military  Sale  (FMS) 

Foreign  Military  Sale  (FMS)  Offset  Arrangements 

Military  Standard  1567A  and  Work  Measurement 

Selling  Cost-Foreign  Military  Sale 

Selling  Costs  Under  Foreign  Military  Sale  (FMS)  Contracts 

MILLION 

Review  of  Incurred  Cost  at  Contractor  with  Less  then  $5 
Million  ADV 
MINOR 

Minor  Rework  &  Standard  Repair 
MINUTES 

Board  of  Director  Minutes/Corporate  Minutes 
Board  of  Director  Minutes/Corporate  Minutes 
CAC  Conference-Preparation/Distribution  of  Minutes 
Corporate  Minutes-Accounting/Management  Systems 
Review  of  Contractor  Financial  Statements/Corp.  Minutes/Tax 
Retum/SEC 
MISCELLANEOUS 

Miscellaneous  Income  &  Credit  Adjustments 
MMAS 


OAG  13,060;402 
OAG  13,060.405 
OAG  13,060.403 
OAG  13,060.501 
OAG  13,060.401 

OAG  13,060.407 

CAM  F-  3Tbl.F-3-l 
CAM  F-  303 
CAM  F-  304 

OAG  12,030.201 

CAM  7-1917 
CAM  1-  405 
CAM  7-1307.  2 
CAM  7-1307.  4 
CAM  9-  504.  7 
CAM  A300  31.  205-38 
CAM  7-1307 

MRD  04/12/94  PFD063 


OAG  12,030.405 

CAM  3-  104.15 
CAM  3-  104.15 
CAM  15-  209.  3 
CAM  3-  104.15 
CAM  3-  104.15 


CAM  9-  703.15 


Audit  Program-Evaluation  of  Material  Management  &  Acetng  DAP  DIIS  (APMMAS) 
Sys  (MMAS) 


MOBILE 

EDP  for  Mobile/Resident  Audits 

CAM  4-  502.  2 

Management  of  Mobile  Audits 

MODEL 

CAM  G-  000 

DoD  Cash  Flow  Computer  Model 

MODERNIZATON 

CAM  9-1406 

Description  of  Technological  Moderaizaton-ACMS 
MODIFICATIONS 

CAM  14-  802 

CAS-Contract  Modifications 

CAM  8- 103.  3 
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MODIFICATIONS/MONITORING 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


CAS-WG  76-2-Contract  Modifications/Basic  Ordering 
Agreement 

Contract  Modifications  Causing  Subcontract  Termination 

MODIFIED 

Modified  Total  Cost  Base-Educational  Institutions 

MODIFIERS 

Modifiers  in  Audit  Report 

MONEY 

Audit  Program-CAS  414  Cost  of  Money  as  Element  of 
Facilities  Capital 

Audit  Program-CAS  417  Cost  of  Money  as  Element  of  Assets 
Under  Constr 

CAS  414-Cost  of  Money-Element  of  Facilities  Capital 
CAS  417-Cost  of  Money/Capital  Assets  Under  Construction 
CAS-WG  77-18-Cost  of  Money/Facilities  Capital 
CAS-WG  77- 19-Cost  of  Money/Facilities  Capital-Leased 
Facilities 
Cost  of  Money 
Cost  of  Money 

Cost  of  Money  in  Corporate  Aircraft  Cost 
Cost  of  Money  Rate 
Cost  of  Money  Rate 
Cost  of  Money  Rate-CAS  414 
Cost  of  Money  Rate-Penalty  for  Unallowable  Cost 
Cost  of  Money-Capital  Assets  Under  Construction 
Facilities  Capital  Cost  of  Money 
Unallowable  Costs  (Goodwill/Cost  of  Money)-Business 
Combinations 
MONITORING 

Audit  Report-Joint  Review/Cost  Monitoring 
Contract  Audit  Role  in  Joint  Review/Cost  Monitoring 
Cost  Monitoring 

Cost  Monitoring  Program/Joint  Review 
Cost  Monitoring  Responsibilities 
Cost  Monitoring  Specialist 
Cost  Monitoring  Specialist  Function 
Detecting/Reporting/Monitoring  Suspected  Fraud/Other 
Irregularity 

Formal  Cost  Monitoring  Program  Criteria 
Joint  Monitoring  of  Contractor  Cost 
Monitoring  FPRA 

Monitoring  Physical  Progress  vs.  Cost  Performance 

Monitoring/Follow-up-ESS 

Parametric  Cost  Estimating-System  Monitoring 

Team  Monitoring/Coordination-ESS 


WGI  5990.02  CCH 

CAM  12-  102 

CAM  13-511.  8 

CAM  10-  104.  9 

DAP  DIIS  (APCAS414) 

DAP  DIIS  (APCAS417) 

CAM  8-  414 
CAM  8-417 
WGI  5990.18  CCH 
WGI  5990.19  CCH 

CAM  A400  231.  205-10 
CAM  A300  31.  205-10 
MRD  07/21/94  PADl  14 
MRD  07/07/94  PAD108 
MRD  02/02/94  PCD025 
CAM  8-414.  lc.(4) 
CAM  6-  608.  4g.(2)(b) 
CAM  A300  31.  205-10 
CAM  A300  31.  205-10 
CAM  7-1705.  8 


DFR  242.7004(c) 
DFR  242.7003-2 
CAM  15-  700 
GAG  1040.2 
CAM  15-  700 
CAM  15-  700 
DFR  242.7003,7004 
REG  7640.15 

CAM  15-  700 
DFR  242.  70 
CAM  9-1208 
CAM  3-S102.  2 
CAM  5-1211.2 
CAM  9-1004.  5 
CAM  5-1205.  3 
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MORALE/NASA 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


MORALE 

Educational  Institutions-Employee  Morale/Health/Welfare 
Costs/Credit 

Employee  Morale  Cost  &  Credit 
Employee  Welfare  &  Morale  Expense 
MORTGAGE 

Continuing  Mortgage  Principal  Payment-Previous  Residence 
Mortgage  Life  Insurance 
Mortgage  Loan  to  Employee 
MOVING 

Material  Handling-Moving  Procedures 
Moving  Average-Time  Series 

MRDS 

Audit  Guidance-MRDs 
MULTIORGANIZATIONAL 
CAS-Audit  Coordination  within  Multiorganizational 
Companies 
MULTIPLE 

Multiple  Lump-Sum  Payments 
Multiple  Regression  Analysis 
MULTISEGMENT 

Multisegment  Contractor  Coordination-CAS 
MULTISHIFT 

Multishift/Overtime  Operations 

NARRATIVE 

Audit  Report  Narrative 

Narrative  Body  of  Price  Proposal  Audit  Report 
Report  Narrative-Defective  Pricing 
.NASA  National  Aeronautics  &  Space  Administration 
NASA 

Audit  Service  for  NASA 
CACS-NASA 

Contractor  Financial  Management-NASA  Form  533 
Contractor  Financial  Management-NASA-PERT  System 
Cost  Principles/Procedures-NASA 
Distribution  of  Functional/Operational  Reports  on  NASA 
Contractors 

Engineering  Change-NASA  Contracts 
Engineering/Scientific  Manpower  Utilization-NASA 
Facilities/^uipment-NASA  Contracts 
GAO  Audits-NASA  Contracts 
Indirect  Cost  Report-NASA 
Indirect  Cost-NASA  Contracts 
Inventory  Management-NASA  Contracts 
NASA  Contracts-Special  Consideration-FAR/NASA 
Procurement  Regulation 


CAM  13-Sl  J.14 

CAM  A300  31.  205-13 
CAM  7-1903 

CAM  A300  31.  205-35 
CAM  A300  31.  205-35 
CAM  A300  31.  205-35 

OAG  11,040.401 
CAM  E-  307 

CAM  0-  006 

CAM  8-  204 


CAM  7-1919.  3 
CAM  E-  204 

CAM  8-  302.  6 

CAM  9-  505.  7 

CAM  10-  209 
CAM  10-  304 
CAM  10-  605 


CAM  15-  106.  2 
CAM  15-  105.  2 
CAM  3-S203 
CAM  3-S203 
CAM  15-  106.  1 
CAM  10-4Fig.10.4-l 

CAM  3-S208 
CAM  3-S206 
CAM  3-S207 
CAM  3-S210 
CAM  15-  106.  5 
CAM  3-S209 
CAM  3-S205 
CAM  7-1507 
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NASA/NEGOTIATION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


NASA  Contracts-Special  Consideration-FAR/NASA 
I  Procurement  Regulation 

I  NASA  Recommended  Areas  of  Coverage-Audits  of  NASA 
I  Contracts 

I  NASA  Recommended  Areas  of  Coverage-Audits  of  NASA 
I  Contracts 

[  Procedures  for  Contracts  Awarded  by  NASA 

Programming  Functional  Reviews/Operations  Audits-NASA 
Progress  Payments-NASA 

Purchasing/Subcontracting  Practices-NASA  Contracts 
Special  Information  Report-NASA 
Supplement-Address  List  for  NASA 
Supplement-Address  List  for  NASA  Procurement 
Supplemental  Requirements-NASA  Contracts 
.National  Guard  Bureau  (See  NGB) 

NATIONAL 

National  Economic  Index 

National  Economic  Index 

National  Science  Foundation  Audit  for  FY  1994 

Supplemental  Requirements-Nationa!  Science  Foundation 

Worker  Compem  'tion-National  Defense  Projects  Rating  Plan 

.Navy-Omce  of  Naval  Research  (ONR) 

NAVY 

Army/Navy/Air  Force  Associations-Dues/Membership 
Audit  Followup-Army/Navy  Summary  Distribution  List 
NEGATIVE 

j  Progress  Payment  Audit  Report  Example-Negative  Assurance 
j  Reporting  Results  of  Postaward  Audit-Positive/Negative 
i  NEGOTIATED 

Ed.  Institutions-Adiustments  Previously  Negotiated  Indirect 
Rate 

Educational  Institutions-Negotiated  Fixed  Indirect  Rate 
;  Carryforward 

Educational  Institutions-Negotiated  Lump  Sum  for  Indirect 
Cost 

IR&D/B&P  Negotiated  Adv.  Agreement  Not  Required-Spec. 
Considerations 

,  Negotiated  Fixed  Rate-Educational  Institutions 
Pricing-Negotiated  Contract 
NEGOTIATING 

Negotiating  Final  Price  under  FPI  Contract 
.Negotiation-Memorandum  of  Price  (See  PNM) 
NEGOTIATIpN 

Advisory  Audit  Counsel  in  the  Negotiation  Conference 
Arranging  for  DCAA  Participation  in  Negotiation 
Conference-PLA 
Audit  Clause-Negotiation 


CAM 

7-1507 

CAM 

3-S20 

CAM 

3-S20 

CAM 

15-  105 

CAM 

15-  106. 

CAM 

15-  106. 

CAM 

3-S204 

CAM 

15-  106. 

CAM 

15-  ISl 

CAM 

15-  1S2 

CAM 

15-  106 

PAM  74, Part  III 
PAM  74,pg.4*6 
MRD  12/02/93  OAD221 
CAM  15-  117 
CAM  7-  507.  3 


CAM  7-1102.  2 
CAM  15-6S1 

CAM  10-12Fig.l0-12-l 
CAM  14-  123 

CAM  13-Sl  C.9 

CAM  13-Sl  G.5 

CAM  13-Sl  G.3 

CAM  7-1505 

CAM  13-  605 
FAR  15.  800 

CAM  7-1606 


CAM  15-403 
CAM  15-  305.6 

FAR  52.  215-2 
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NEGOTIATION/NON  DOD 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


)  Audit  Support  of  Negotiation  Conference 

CAM  15-  400 

f 

Auditor  Involvement  at  Negotiation-FPRA 

CAM  9-1210 

Contracting  Officer  Records  of  Price  Negotiation 

CAM  14-111 

Documenting  Auditor  Participation  at  Negotiation 

CAM  15-  404 

Educational  Tnstitutions-Single  Indirect  Cost  Negotiation 

0MB  A-  88 

Establishment  of  Final  Indirect  Cost  Rate  by  CO  Negotiation 

CAM  6-  709 

Limitation  of  Audit  Counsel-Negotiation  Conference 

CAM  15-  403.  3 

Nature  of  Audit  Counsel-Negotiation  Conference 

CAM  15-  403.  2 

Nonprofit  Organization-Single  Indirect  Cost  Negotiation 

0MB  A-122,ATCH.A 

i  ! 

1  Obtaining  Price  Negotiation  Memorandum/Requesting  Data  for 

CAM  14-115 

1 

i  \ 

the  Audit 

t  1 

i  ' 

!  Price  Negotiation  Memorandum-PLA 

CAM  15-  305.10 

1  ! 

Providing  Working  Papers-Negotiation  Conference 

CAM  15-  403.  2 

Records  of  Price  Negotiation  (PNM) 

FAR  15.  808 

1 

Records  Retention  Clause-Negotiation 

FAR  52.  215-2 

Request  for  Auditor  Attendance  At  Negotiation  Conference 

CAM  15-  402.  2 

1 

Result  of  Negotiation  &  Findings  on  Appeal 

CAM  4-  104 

1 

Subcontract  Negotiation  Conference 

CAM  15-  402.  3 

1 

Truth  in  Negotiation  Act 

CAM  14-103 

1 

NET 

DCAA  Netting  Formula  Evaluation  Technique  (D-NET) 

CAM  4-  504.  5 

1 

NEW  CONTRACTORS 

New  Contractors-Preaward  Surveys/Progress  Payments/Public 

PAM  90 

,  Voucher 

!  NEWS 

1  Relationship  with  the  News  Media 

CAM  1-  600 

1  .NGB  National  Guard  Bureau  (DoD) 

‘  .NGB  Audits  (See  also  States) 

!  NGB 

Allowability  of  Cost-NGB 

CAM  14-  903.  4 

Audit  Report-NGB 

CAM  14-  903.  5 

NGB  Agreement  with  State/Possessions 

CAM  14-  903 

.Non>DoD  (See  also  Cross  Servicing) 

NON  DOD 

Audit  Service  for  Non-DoD  Agencies 

CAM  1-  300 

Cross  Servicing  Agreement-List  of  Non-DoD  Agencies 

CAM  1-  303f 

Establishing  Cognizance/Processing  Non-DoD  Audit  Request 

CAM  15-  102.  1 

Non-DoD  Agencies-Cost  Reimbursement  Voucher  Processing 

CAM  15-  103 

Procedures 

i 

Non-DoD  Procedures  on  Indirect  Cost 

CAM  6-  703.  2 

1 

Processing  Non-DoD  Agency  Request  for  Audit  Information  or 

CAM  1-  303 

Service 

Rule  for  Establishing  Cognizance/Accepting/Rejecting  Non-DoD 

CAM  1-  302 

Request 

Special  Procedures  for  Non-DoD  Agencies 

CAM  15-100 

Supplement-Additional  Report  Distribution/Non-DoD 

CAM  15-  1S7 

Organization 


1 
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NON  PROFIT/NONMAJOR 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


NON  PROFIT 

Contracts  with  Non  Profit  Organizations 
Patent  Costs-Small  Business/Non-Profit  Organization 
Royalties-Small  Business/Non-Profit  Organization 
NONAGREEMENT 

Establishment  of  Final  Indirect  Cost  Rate-Contractor 
Nonagreement 
NONAPPROPRIATED 
Audit  Report-Nonappropriated  Fund 
Audit  Service  for  Nonappropriated  Fund 
NONCOMPLIANCE 

Audit  Report-Noncompliance  w/Disc!osed/Established 
Practices/CAS/FAR 

Background  Information-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

CAS-Increased  Costs-Noncompliance 
CAS-Noncompliance  Actions  Required  by  ACO  &  Auditor 
CAS-Noncompliance  with  FAR  Part  31 
CAS-Types  of  Noncompliance 

CAS-WG  76-9-Cost  Adjustments  for  Change/Noncompliance 
Circumstances  Affecting-Noncompliance  w/Disclosed/Rt 
Prac/CAS/FAR 

Conditions/Recommendation-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

Defective  Pricing  from  CAS  Noncompliance 
Disposition/Audit  Results-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

Noncompliance  Discussion  with  ACO  &  Contractor-CAS 
Noncompliance-CAS 

Purpose/Scope-Noncompliance  w/Disclosed/Est  Prac/CAS/FAR 
Reporting  Noncompliance-CAS 
Summary  of  Audit  Results-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 
NONCONFORMING 
Cost  of  Correcting  Nonconforming  Material 
Cost  of  Preventing  Nonconforming  Material 
Defect  Prevention  Program-Nonconforming  Material 
Engineering  Design  Change-Nonconforming  Material 
Repair/Rework/Replacement-Nonconforming  Material 
Vendor-Responsible  Nonconforming  Material  Defect 
NONMAJOR 

Audit  Program-Incurred  Cost  Audit-NonmaJor  Contractor 
Audit  Program-Preaward/Accounting  Survey-Nonraajor 
Contractor 

Floorchecks  and  Material  Verification  at  Nonmajor  Contractor 
MAARS  Control  Log-Nonmajor  Contractor 


CAM  A400  231.  703 
CAM  7-  702.  2 
CAM  7-  703.  3 

CAM  6-  708.  3 


CAM  14-  905.  4 
CAM  14-  905 

CAM  10-  806 

CAM  10-  806.  3 

CAM  8-  503.  3 
CAM  8-  302.  1 
CAM  8-  502.  7 
CAM  8-  302.  2 
WGI  5990.09  CCH 
CAM  10-  806.  2 

CAM  10-  806.  5 

CAM  14-  120.  2 
CAM  10-  806.  6 

CAM  8-  302.  4 
CAM  8-  302 
CAM  10-  806.  1 
CAM  8-  302.  7 
CAM  10-  806.  4 


OAG  12,030.201 
OAG  12,030.201 
OAG  12,030.302 
OAG  12,030.403 
OAG  12,030 
OAG  12,030.404 

DAP  DUS  (NMAPINCR) 
DAP  DIIS  (NMAPSYS) 

MRD  12/09/92  PFD188 
DAP  DIIS  (NM-MAARS) 
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NONMAJOR/NOTICE 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Transaction  Testing  at  Nonmajor  Contractors-CAM  6-100,  6- 
600 

NONPROFIT 

Applicability-OMB  Circular  A- 122-Nonprofit  Organization 
Application  of  Accrual  Accounting  at  Nonprofit  Organization 
Contract  Audit  at  Educational/Nonprofit  Institutions 
Contract  with  Nonprofit  Organization 
Cost  Principles-Contracts  with  Nonprofit  Organization 
Nonprofit  Organization  Not  Subject  to  A-122  (List  of) 
Nonprofit  Organization-Cost  Principles 
Nonprofit  Organization-Definition  of 
Nonprofit  Organization-Direct  Cost  Activities 
Nonprofit  Organization-Financial  Management  Systems 
Standards 

Nonprofit  Organization-Single  Indirect  Cost  Negotiation 
OMB  Circular  A-122  Cost  Principles- Audits  of  Nonprofit 
Organization 

Uniform  Administrative  Requirements-Nonprofit  Organization 
NONRECURRING 
Amortization-Nonrecurring  Computer 
Programming/Reprogramming  Costs 
Nonrecurring  Costs 
Nonrecurring  Labor  Costs 

Recoupment  of  Government  Investment  in  Nonrecurring  Costs 
Recoupment  of  Nonrecurring  Costs  on  Sale  of  U.S. 

Product/Technology 

NONRESEARCH 

Areas  of  Nonresearch  Performance-Educational  Institutions 
NONUNION 

Eval.  of  Reasonableness-Nonunion  Compensation{CSRs)-FAR 
3l.205-6(b) 

NONVARUBLE 

Variable/Semivariable/Nonvariable  Cost 

NORMAL 

Normal  and  Abnormal  Severance  Payments 
Normal  Business  Expense-Environmental  Costs 
Pension  Cost-Entry  Age  Normal  Cost  Method 
Severance  Paid  in  Addition  to  Early  or  Normal  Retirement 
Benefits 

True/Normal  Depreciation 
NOTICE 

Advance  Notice  of  Major  Program  Subcontract  Reviews 

Exception-GAO  Notice  of 

Notice  of  Contract  Cost  Suspended/Disapproved 

Notice  of  Contract  Cost  Suspended/Disapproved 

Notice  of  Intent  to  Disallow  Costs 

Plant  Visits-Notice  to  Contractor/Contract  Administration 


MRD  09/16/92  PFD140 


CAM  A300  31.  702 
MRD  11/17/93  PFD229 
CAM  13-  000 
CAM  A300  31.  108 
CAM  A300  31.  7 
OMB  A-122,ATCH.C 
OMB  A-122 
CAM  13-  803 
OMB  A-122,ATCH.A 
OMB  A-110 

OMB  A.122,ATCH.A 
CAM  13-  800 

OMB  A-110 

CAM  7-  103 

FAR  15.  804-6(F) 

CAM  9-  503.  4 
CAM  9-  605.  8 
CAM  5-  203 


CAM  13-  305.  2 
CAM  6-  413.  2 


CAM  9-  703.  2 

CAM  7-1907.  4 
CAM  7-1920.  4 
PAM  79,pg.9 
CAM  7-1907.  6 

CAM  A300  31.  205-11 

CAM  9-  104.  3 
CAM  6-  909 
CAM  6-  9Fig.6-9-l 
CAM  6-  9Fig.6-9-2 
FAR  42.  801 
CAM  1-  503.  2 
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NOTIFICATION/OCCUPANCY 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


i 

i 

i 


NOTIFICATION 

Allowability  of  Worker  Adjustment  and  Retraining  Notification 
Act  Cost 

Notification  Letter  to  Contractor 
Notification  Letter  to  Contractor-PAT 
Notification  Memorandum  to  ACO 
Notification  of  Availability  of  Audit  Assistance 
Notification  of  Visits  to  Contractor  Facilities 
Sample  Format/Notification  of  Disclaimer  of  Opinion  on  Price 
Proposal 
NOVATION 

Depreciation  under  Novation  Agreement 
Novation  Agreement-Business  Combinations 
.NRC  Nuclear  Regulatory  Commission 
.OASIS  (See  SIS) 

OBJECTIONS 

Subcontractor  Objections  to  Release  of  Audit  Results 
OBJECTIVITY 

Evaluation  of  Competency,  Independence,  and  Objectivity  of 
Others 

OBSERVATION 

Observation  of  Performance  Areas-Educational  Institutions 

Observation  of  Work  Areas  (Floor  checks)  Procedures 

Perambulation/Plant  Tour/Physical  Observation 

Physical  Observation  of  Work  Areas-Production  Labor 

Physical  Observation-EDP  Support  System  Capacity 

Physical  Observation-Movement  of  Material 

Physical  Observation-Type  &  Flow  of  Work 

Procedures  for  Performing  Physical  Observation  (Floor  checks) 

Work  Sampling-Avoiding  Observation  Bias 

OBSOLESCENCE 

Obsolescence/inventory  Adjustments 

Scrap,  Spoilage,  Excess,  Obsolescence 

OBSOLETE 

Obsolete  Material/Tooling-Termination 
OBSTRUCTION 

Obstruction  of  Audit  Provision  of  the  Anti-Drug  Abuse  Act 

OBTAINING 

Obtaining  Advice  on  Controversial  Accounting  Issues 
Obtaining  Audit  Guidances 

Obtaining  Price  Negotiation  Memorandum/Requesting  Data  for 
the  Audit 

Work  Sampling-Obtaining  Contractor  Data 
OCCUPANCY 

Payment  of  Executory  (Occupancy)  Cost 
Use  &  Occupancy  Cost 


MRD  06/07/93  PADl  12 

CAM  6-  7Fig.6-7.1 
CAM  1-  8Fig.  1-8-1 
CAM  6-  7Fig.6-7-2 
CAM  15-  402.  1 
CAM  1-  503 
CAM  9-  lFig.9-1-1 


CAM  7-  404.  6 
CAM  7-1706 


CAM  6-  801.  2 
CAM  4-1004.  2 


CAM  13-  305 
CAM  6-  405 
OAG  1030.5 
OAG  12,010.300 
OAG  12,050.300 
OAG  11,020.300 
OAG  12,050.300 
CAM  6-  405.  3 
CAM  I-  404 

CAM  9-  407.  5 
CAM  6-  307 

CAM  12-  304.12 

CAM  4-  708 

CAM  4-  902.  2 
CAM  4-  900 
CAM  14-  115 

CAM  I-  203.  2 

CAM  7-  204.  1 
CAM  9-  703.12 
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OFFICER/OFFSITE 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


OFFICER 

Communicating  with  Contracting  Officer  and  Contractor 
Contracting  Officer  Decisions-Contract  Disputes  Act 
Contracting  Officer  Records  of  Price  Negotiation 
Contracting  Officer  Treatment-Audit  Report  Recommendation 
Coordinated  Support  of  BCA  Cases-Trial  Attomey/Contracting 
Officer 

Coordination  Price  Proposal  with  Contracting  Officer 
Insurance  on  Lives  of  Officer  &  Owner 
Internal  DCAA  Reporting  of  Differences  with  Contracting 
Officer 

Relations  with  Contracting  Officer-Branch  Office 
Relations  with  Contractor/Contracting  Officer-Branch  Office 
Relations  with  Contractors/Contracting  Officer-Resident  Office 
Reporting  to  the  Contracting  Officer  of  Impeding  Contract 
Provisions 
OFFICES 

Activation/Deactivation  of  DCAA  Offices 
CAC  Program-Communication  Among  Audit  Offices 
CAC  Program-Other  Offices 
CAC  Program-Responsiblities  of  Other  Audit  Offices 
Differences  of  Opinion  Between  DCAA  Offices 
Differences  of  Opinion  Between  DCAA  Offices 
Directory  of  DCAA  Offices 
FAO-Establishment  of  Field  Audit  Offices/Subofiices 
Organization  of  Audit  Staff/ Assignment  of  Personnel-Resident 
Offices 

PLA-Liaison  Service  to  Contract  Administration  Offices 
RepFes  to  Letter  Report  of  GAO  Regional  Offices 
OFFICIALS 

Audit  Followup-DCAA  Support  of  Reviewing  Officials  or 
Boards 
OFFSET 

CAS-Cost  Offset  Techniques 
CAS-WG  76-8-Cost  Offset  Techniques 
Educational  Institutions-Offset  Otherwise  Provided  by 
Government 

Foreign  Military  Sale  (FMS)  Offset  Arrangements 
Offset 

Offset  of  Cost-Type  Voucher  Deductions 
Offset  of  Cost-Type  Voucher  Deductions-Form-l 
Treatment  of  Offset  in  Defective  Pricing 
OFFSITE 

Audit  Report-Offsite  Location/Overseas/CONUS  Assist  Audit 
Offsite  Lwation/Overseas/CONUS  Assist  Audit 


CAM 

14-  116.  1 

CAM 

15-  502 

CAM 

14-  111 

CAM 

15-  403.  4 

CAM 

15-  503 

CAM 

9-305 

CAM 

7-  509.  3 

CAM 

3-  204.  3 

CAM 

G-503 

CAM 

G-500 

CAM 

H.200 

CAM 

3-  204.  2 

REG  5005.1 
CAM  15-  208 
CAM  15-  206.  2 
CAM  15-  207 
CAM  9-  104.  6 
CAM  6-  806 
PAM  5100.1 
CAM  1-  502 
CAM  H-  302.  4 

CAM  15-  306 
CAM  1-  204.  2 

CAM  15-  604.  1 


CAM  8-  503.  5 
WGI  5990.08  CCK 
CAM  1.3-Sl  F.8 

CAM  7-1307.  4 
CAM  9-  906.  5 
CAM  6-  203.  2c 
CAM  6-  907b 
CAM  14-  118 

CAM  6-  805.  2 
CAM  6-  805 
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.OFPP  Office  of  Federal  Procurement  Policy  (OMB)/OPERATIONAL 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


.OFPP  Office  of  Federal  Procurement  Policy  (0MB) 

.0MB  Office  of  Manaigement  &  Budget 
0MB  CIRCUUR 

Applicability-OMB  Circular  A-122-Nonproflt  Oi^anization 
Applicability-OMB  Circular  A-87-Indian  Tribal  Government 
Applicability-OMB  Circular  A-87-State/Local  Government 
Applicability-OMB  Circular  No.  A-21 -Educational  Institutions 
Educational  Institutions-Cost  Principles  (0MB  Circular  A-21) 
Educational  Institutions-DCAA  Audit  Cognizance  0MB 
Circular  A-88 

0MB  Circular  A-llO-Educational  Institutions 
0MB  Circular  A-122  Cost  Principles-Audits  of  Nonprofit 
Organization 

0MB  Circular  A-128-Educational  Institutions 

0MB  Circular  A- 128-Single  Audit  Act  of  1984-P.L.  98-502 

0MB  Circular  A-133-Educational  Institutions 

0MB  Circular  A-21,  Cost  Principles  for  Education  Institution 

0MB  Circular  A-21,  Cost  Principles  for  Education  Institution 

0MB  Circular  A-21 -Educational  Institutions 

0MB  Circular  A-88 

ONLINE 

Interactive  (Online/Data  Base)-EDPS  Processing  Modes 

.ONR  Office  of  Naval  Research 

OPERATED 

Audit  Coordinator  for  Government  Operated  Depot-CAM  14- 
600 

Audits  at  Government  Operated  Depot-CAM  14-600 
OPERATING 

Allocation  of  Computer  Operating  Costs 
Allocation  of  Special  Facilities  Operating  Costs 
EDP  Equipment-Operating  Lease 
Operating  Lease 

Operating  Lease  Other  Than  EDPE 
OPERATIONAL 

Authentication-Functional/Operational  Report 
Background  Information-Functional/Operational  Report 
Conference/Report  on  Functional/Operational  Reviews 
Contractor  Organization-Functional/Operational  Report 
Disposition  of  Audit  Result-Functional/Operational  Report 
Distribution  of  Functionai/Operational  Reports  on  NASA 
Contractors 

Entrance  Conference  on  Functional/Operational  Reviews 
Format/Content-Functional/Operational  Audit  Report 
Functional/Operational  Reviews 
Functionai/Operational  Reviews 
Oioerational  Reviews-Audit  Report 
Purpose/Scope-Functional/Operational  Report 


CAM  A300  31.  702 
CAM  A300  31.  603 
CAM  A300  31.  603 
CAM  A300  31.  303 
CAM  13-Sl 
CAM  13-  lTbl.13.1-1 

CAM  13-  203 
CAM  13-  800 

CAM  13-  204 
CAM  13-  103 
CAM  13-  205 
MRD  08/26/93  PFD165 
MRD  07/20/93  PFD141 
CAM  13-  202 
CAM  13- 102 

CAM  C-  105.  2 


MRD  05/25/93  OPD104 

MRD  05/25/93  OPD102 

CAM  7-  102 
CAM  7-  300 
CAM  A300  31.  205-  2 
CAM  A300  31.  205-36 
CAM  7-  205 

CAM  10-  410 
CAM  10-  406 
CAM  14-  504 
CAM  10-  414 
CAM  10-  409 
CAM  10-4Fi)5.10-4-l 

CAM  4-  302.  2 
CAM  10-  403 
CAM  4-  304.  5 
CAM  4-  303.  3 
CAM  10-  400 
CAM  10-  405 
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OPERATIONAL/OPINION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Report  Address-Functional/Operational  Report 
Statement  of 

Conditions/Recommendation-Functional/Operational  Report 
Status  of  Corrective  Action-Functional/Operational  Report 
Summary  of  Audit  Results-Functional/Operational  Report 
Table  of  Contents-Functional/Operational  Report 
OPERATIONS 

Contractor  Organization/Operations-Audit  Report  Appendix 
Controlling  Indirect  Effort  to  the  Level  of  Operations 
Costs  Associated  with  Military  Operations 
DCAA  Implementation  of  the  DoD  Operations  Security 
(OPSEC)  Program 

Economy/Efficiency  of  Operations-Audit  Repon 
EDP-Equipment  Operations  Review  Guide 
Evaluation  of  indirect  Cost  Estimates-Anticipated  Future 
Operations 

Evidence-Field  Work  Standards/Operations  Audits 
Facilities  Management  Supply  Operations  Review  Guide 
Field  Work  Standards  for  Performance  (Operations)  Audits 
Government  Reporting  Standards  for  Performance  (Operations) 
Audits 

Internal  Control-Field  Work  Standards/Operations  Audits 
Legal/Regulatory  Requirements-Field  Work 
Standards/Operations  Audits 
Multishift/Overtime  Operations 
Operations  Audit  SIS 
Operations  Audit/Functional  Review 
Planning-Field  Work  Standards/Operations  Audits 
Preliminary  Information  Gathering-Operations  Audits 
Programming  Functional  Reviews/Operations  Audits-NASA 
Quality  Assurance  Operations 
Reporting  of  Operations  Audit  Findings  Synopsis 
Reporting  Standards  for  Performance  (Operations)  Audits 
Review  Operations  of  Major  Contractor 
Supervision-Field  Work  Standards/Operations  Audits 
Survey  of  Contractor  Organization  &  Operations 
Use  of  DCAA  Operations  Audits  in  Should  Cost  Review 
OPINION 

Adverse  Opinion-Cost/Pricing  Data 
Criteria  for  Determining  Audit  Opinion  Used-Cost/Pricing 
Data 

Data  Rights-Disclaimer  of  Opinion 

Differences  of  Opinion  Between  DCAA  Offices 

Differences  of  Opinion  Between  DCAA  Offices 

Disclaimer  of  Opinion-Cost/Pricing  Data 

Incorporating  Technical  Information/Opinion  into  Audit  Report 


CAM  10-  404 
CAM  10-  413 

CAM  10-  408 
CAM'  10-  407 
CAM  10-  412 

CAM  10-  307.  3 
CAM  3-S109.  2 
CAM  7-1917 
CAM  3-  205 

CAM  10-  400 
OAG  14,020.406 
CAM  9-  702.  2 

CAM  2-  506 
OAG  13,010.403 
CAM  2-  500 
CAM  2-  602 

CAM  2-  505 
CAM  2-  504 

CAM  9-  505.  7 
DAP  Audit/Oasis 
CAM  14-  500 
CAM  2-  502 
OAG  1020.1 
CAM  15-  106.  3 
OAG  12,020 
INS  7730.10 
CAM  2-  600 
CAM  14-  502 
CAM  2-  503 
OAG  1030.1 
CAM  9-1308 

CAM  9-  209.  3 
CAM  9-  210 

CAM  9-  109 
CAM  9-  104.  6 
CAM  6-  806 
CAM  9-  206 
CAM  9-  307 
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OPINION/ORGANIZATION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Opinion  Criteria  in  Reporting  on  Contractor  Financial 
Capability 

QualiHed  Opinion-(.  ost/Pricing  Data 
Report  Audit  Opinion-Cdst/Pricing  Data 
Sample  Format/Nodfication  of  Disclaimer  of  Opinion  on  Price 
Proposal 

Unqualified  Opinion-Cost/Pricing  Data 
OPNS 

Justification-Immed.  Computer  Programming  Cost  Charging 
Current  Opns 
OPPORTUNITY 

Violation-Equal  Employment  Opportunity  (EEO)  Law 
.OPSEC  DoD  Operations  Security  Program 
OPSEC 

DCAA  Implementation  of  the  DoD  Operations  Security 
(OPSEC)  Program 
OPTIONAL 

Optional  Insurance/Govemment’s  CIPR  Program 
OPTIONS 

Stock  Options/Appreciation  Right‘/Phantom  Stock  Plan 

ORAL 

CSCSC  Surveillance  Reviews-Oral  Advice/Memorandum 

ORDER 

Change  Order  Accounting  Clause  (Example) 

Change  Order  Accounting-General 
Contract  Clause  in  Purchase  Order  and  Subcontract-Purchase 
Review 

Economic  Order  Quantity-Material  Requirements 

PS&C-Shop  Order  Release  System  Review  Guide 

Release  of  Shop  Order  PS&C 

Significance  of  Type  of  Subcontract  or  Purchase  Order 

Using  Previous  Purchase  Order  Price 

.Ordering  Agreement  (See  BOA) 

ORDERING 

CAS-Basic  Ordering  Agreement  (BOA) 

CAS-WG  76-2-Contract  Modifications/Basic  Ordering 
Agreement 
ORGANIZATION 

Accounting  Unallowable  Cost-Commercial  Organization 
Allowability  of  Cost-Commercial  Organization 
Applicability-FAR  Subpart  31.  2-Commercial  Organization 
Applicability-OMB  Circular  A-122-Nonprofit  Organization 
Application  of  Accrual  Accounting  at  Nonprofit  Organization 
Application  of  Cost  Principles-Commercial  Organization 
Composition  of  Total  Cost-Commercial  Organization 
Contract  with  Nonprofit  Organization 
Contractor  Organization  Structure 


CAM  14-  306 

CAM  9-  209.2 
CAM  9- 211 
CAM  9-  lFig.9-1-1 

CAM  9-  209.  1 

CAM  7-  103.  5 


CAM  7-  802 


CAM  3-  205 


CAM  7-  503 

CAM  A300  31.  205-  6 

CAM  11-  209.  2b 

FAR  52.  243-6 
FAR  43.  203 
CAM  5-  607 

OAG  11,030.404 
OAG  14,010.401 
CAM  14-  705.  4 
CAM  9-  406.  2 
CAM  9-  404.  3 


CAM  8-  103.  4 
WGi  5990.02  CCH 


CAM  A300  31.  201-  6 
CAM  A300  31.  201-  2 
CAM  A300  31.  103 
CAM  A300  31.  702 
MRD  11/17/93  PFD229 
CAM  A300  31.  204 
CAM  A300  31.  201-  1 
CAM  A300  31.  108 
OAG  1030.2 
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ORGANIZATION/ORGANIZATION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Contractor  Organization-Functional/Operational  Report 
Contractor  Organization/Operations-Audit  Report  Appendix 
Contracts  by  Government  Internal  Audit  Organization 
Cost  Principles-Contracts  with  Commercial  Organization 
Cost  Principles-Contracts  with  Nonprofit  Organization 
Credit-Commercial  Organization 
DCAA  Assistance  to  Government  Internal  Audit  Or^nization 
DCAA  Relationship  with  Government  Internal  Audit 
Organization 

Definition  of  Allocability-Commercial  Organization 
Definition  of  Reasonableness-Commercial  Organization 
Determining  the  Actual  Relationship  Between  the  Business 
Organization 

Direct  Cost-Commercial  Organization 
Government  Internal  Audit  Organization  Assistance  to  DCAA 
Indirect  Cost-Commercial  Organization 
Material  Handling-Survey  of  Organization  &  Operation 
Material  Requirements-Survey  of  Organization  &  Operation 
Membership  Fee/Or^nization/Lobbying/Charitable  Activities 
Nonprofit  Organization  Not  Subject  to  Aol22  (List  of) 
Nonprofit  Organization-Cost  Principles 
Nonprofit  Organization-Definition  of 
Nonprofit  Organization-Direct  Cost  Activities 
Nonprofit  Organization-Financial  Management  Systems 
Standards 

Nonprofit  Organization-Single  Indirect  Cost  Negotiation 
0MB  Circular  A-122  Cost  Principles-Audit.;  of  Nonprofit 
Organization 

Organization  and  Operation  Controls-EDP  General  Controls 
Organization  for  Government  Internal  Audit 
Organization  of  Audit  Staff/ Assignment  of  Personnel-Resident 
Offices 

Organization/Reorganization 
Organization/Reorganization  Cost 
Organization/Reorganization  Costs-Business  Combinations 
Patent  Costs-Small  Business/Non-Profit  Organization 
Reference-Change  of  Contractor’s  Organization-Business 
Combinations 

Relationship-DCAA  &  Other  Government  Orpnization 
Review  of  Contractor  Organization/ Assignment  of 
Responsibility-ESS 

Review  of  Organization  and  Assignment  of 
Res^nsibility-CSRs 

Royalties-Small  Business/Non-Profit  Orpnization 
Should  Cost  Review  Team  Orpnization  Chart 


CAM  10-  414 
CAM  10-  307.  3 
CAM  1-  404.  4 
CAM  A300  31.  2 
CAM  A300  31.  7 
CAM  A300  31.  201-  5 
CAM  1-  404.  2 
CAM  1-  404 

CAM  A300  31.201.4 
CAM  A300  31.  201. 
CAM  7-1807 

CAM  A300  31.  202 
CAM  1-  404.  3 
CAM  A300  31.  203 
OAG  11,040.300 
OAG  11,030.300 
CAM  7-1102.4 
0MB  A-122,ATCH.C 
0MB  A-122 
CAM  13-  803 
0MB  A-122,ATCH.A 
0MB  A-110 

0MB  A-122,ATCH.A 
CAM  13-  800 

CAM  C-  203.  1 
CAM  1-  404.  1 
CAM  H-  302.  4 

CAM  A300  31.  205-47 
CAM  A300  31.  205-27 
CAM  7-1707 
CAM  7-  702.  2 
CAM  7-1709 

CAM  1-  400 
CAM  5-1207.  1 

CAM  5-  807 

CAM  7-  703.  3 
CAM  9-  9Fig.9-13-l 
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ORGANIZATION/OUTLINE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


! 


! 

I 


TOPIC 


SOURCE/REFERENCE 


Supplement-Additional  Report  Distribution/Non»DoD 
Organization 

Survey  of  Contractor  Organization  &  Operations 

Uniform  Administrative  Requirements-Nonprofit  Organization 

ORGANIZATIONAL 

DCAA  Organizational  Support  of  EDP  Audit  Applications 
EDP-Organizational  Structure  Review  Guide 
ORGANIZATIONS 

Contracts  with  Non  Profit  Organizations 
ORGANIZING 
Organizing  the  Audit  Report 
ORIENTED 

Process  Oriented  Contract  Administration  Service  (PROCAS) 
OTHER  DIRECT 
Accounting  Data-Other  Direct  Cost 
Analytical  Techniques-Other  Direct  Cost 
Application  of  Percentage/Conversion  Factors-Other  Direct 
Cost 

Audit  Approach  of  Other  Direct  Charges 

Audit  of  incurred  Other  Direct  Cost/Credit 

Audit  Program-Indirect  and  Other  Direct  Cost  Control 

Definition  of  Other  Direct  Cost 

Engineering-Other  Direct  Cost 

Evaluating  Other  Direct  Cost  Estimates 

Evaluation  Considerations/Techniques-Other  Direct  Cost 

Field  Service  Expense-Other  Direct  Cost 

Government-Furnished  Material-Other  Direct  Cost 

Indirect  and  Other  Direct  Cost  System  Review 

Internal  Control  Matrix-Indirect  and  Other  Direct  Cost  Control 

Packaging-  Other  Direct  Cost 

Preparation  of  Indirect/Other  Direct  Cost  Submission 

Preproduction  &  Start-up  Costs-Other  Direct  Cost 

Royalties  Cost  Estimates-Other  Direct  Cost 

Special  Tooling/Test  Equipment-Other  Direct  Cost 

Specific  Evaluation  Considerations-Other  Direct  Cost  Estimates 

Travel  &  Subsistence-Other  Direct  Cost 

OTHER  MATTERS 

Other  Matters  to  be  Reported-Appendix-Termination  Audit 
Report 

Other  Matters  to  be  Reported-Audit  Report  Appendix 
OUT  OF 

Out-Of-Line  Material  Element 
OUTBOUND 
Outbound  Freight  Cost 
OUTLINE 

CSCSC  Surveillance  Plan  Outline 


CAM  15-  1S7 

OAG  1030.1 
0MB  A-110 

CAM  4-  503 
OAG  14,020.401 

CAM  A400  231.  703 

CAM  10-  104.  2 

CAM  1-  804 

CAM  9-  604.  3 
CAM  9-  604.  4 
CAM  9-  604.  1 

CAM  6-  503 
CAM  6-  500 
DAP  DllS  (APINDR) 
CAM  9-  602 
CAM  9-  605.  1 
CAM  9-  600 
CAM  9-  604 
CAM  9-  605.  5 
CAM  9-  604.  2 
CAM  5-1000 
DAP  DllS  (ICM-INDR) 
CAM  9-  605.  3 
CAM  5-1008 
CAM  9-  605.  7 
CAM  9-  605.  6 
CAM  9-  605.  2 
CAM  9-  605 
CAMS  60;.  4 

CAM  10-  706.  1 

CAM  10-  307.  5 

OAG  12,030.302.2 

CAM  A300  31.  205-45 
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OUTLINE/OWNED 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Flash  Reporting-Outline  of  a  Report  on  Estimating  System 
Deficiencies 

Outline  of  Report  on  Estimating  Deficiencies  Disclosed-Price 
Proposal 

Sample  Outline  of  Audit  Report  on  Team  ESS 
OUTPUT 

Computer  Output  Microfilm  Applications  Review  Guide 
Computer  Output  Microfilm  System  Flow  Diagram 
Output  Controls-EDP  Application  Controls 
OUTSIDE 

Personnel  Procured  from  Outside  Sources 
OUTSTANDING 

Outstanding  Estimating  Deficiencies-Audit  Report  Appendix 

OVERFUNDED 

Overfunded  Pension  Plan 

.Overhead  (See  also  Burden/G&A/Indirect  Cost) 

OVERHEAD 

Advisoiy  Overhead  Audit  Report  Exhibit 
Allocation  Bases  for  Overhead/Service  Center 
Costs  Related  to  Extraordinary  Reviews  of  Unsettled  Overhead 
Costs 

Escalation  of  Overhead  Costs 
Evaluation  of  Proposed  Overhead 
Costs-Graphic/Computational 

Extracts  from  Procurement  Directives  on  Overhead  Settlement 
Shifting  Commercial  Overhead  to  Government  Work 
OVERPAYMENT 

Overpayment  on  Progress  Billings  due  to  Subcontract  Defective 
Pricing 
OVERRUNS 

Forecasting  Cost  Underruns/Overruns 
OVERSEAS 

Audit  Report-Offsite  Location/Overseas/CONUS  Assist  Audit 
Offsite  Lwation/Overseas/CONUS  Assist  Audit 
OVERTIME 

Multishift/Overtime  Operations 

Overtime  Premium  Clause 

Overtime-T&M  Contracts 

Production  Labor  Overtime  Controls  Review  Guide 

Review  of  Overtime,  Extra-Pay  Shift,  and  Multi-Shift  Work 

Review  of  Uncompensated  Overtime 

OVERVIEW 

Overview  of  Generalized  Data  Retrieval  Software 
OWNED 

Allowability  of  Contractor-Owned/Leased/Chartered  Aircraft 
Ins  urance  for  Government-Owned  Property 
Reasonableness  of  Contractor-Owned/Leased/Chartered  Aircraft 


CAM  10-  4S2 

CAM  10-  4S2 

CAM  10-  4S1 

OAG  13,060.406 
OAG  13,060.503 
CAM  C-  204.  3 

CAM  7-1902 

CAM  10-  307.  2 

CAM  7.  606.  1 


CAM  10-  5Fig.l0.5-2 
CAM  6-  606.  3 
CAM  7-1909.  2 

PAM  74,pg.29 
CAM  E-  403 

CAM  6-lOSl 
CAM  3-SllO.  3 

MRD  04/14/94  OPD052 


CAM  3-S102.  1 

CAM  6-  805.  2 
CAM  6-  805 

CAM  9-  505.  7 
FAR  52.  222-2 
CAM  6-  204.  2c 
OAG  12,010.403 
CAM  6-  409 
CAM  6-  410 

CAM  4-  504.  1 

CAM  7-1003.  2 
CAM  7-  508.  7 
CAM  7-1003.  4 
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OWNED/PARTS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Travel  Costs,  Contractor-Owned/Leased/Chartered  Aircraft 
Travel  Via  Contractor-Owned/Leased/Chartered  Aircraft 
OWNER 

Insurance  on  Lives  of  Officer  &  Owner 
OWNERSHIP 

Constructive  Ownership  Costs  for  Leased  EDPE 
Costs  Associated  with  Resisting  Change  in  Ownership 
Employee  Stock  Ownership  Plan  (ESOP) 

Employee  Stock  Ownership  Plan-ESOP 
Employee  Stock  Ownership  Trust  (ESOT) 

Employee  Stock  Ownership  Trust-ESOT 
Reproduction  Equipment  Lease/Ownership  Review  Guide 
Reproduction-Lcasc/Ownership  Analyses 
TRASOPS-1975  Tax  Reduction  Stock  Ownership  Plan 
PACKAGING 

Packaging-  Other  Direct  Cost 
.PACO  Mnciple  ACO 
PAGE 

Page  Numbering-Audit  Rej^irt 
PARAGRAPHS 

Content  of  Report  Paragraphs-Other  Areas 
PARALLEL 

Construction  of  Parallel  Lines-Improvement  Curve 

PARAMETRIC 

Areas  for  Special  Consideration  in  Parametric  Cost  Estimating 

Definition  of  Parametric  Cost  Estimating 

Disclosure  of  Parametric  Estimating  Data 

Parametric  Cost  Estimating 

Parametric  Cost  Estimating-Cost  Prediction  Results 

Parametric  Cost  Estimating-Estimating  Standard 

Parametric  Cost  Estimating-Logical  Relationship 

Parametric  Cost  Estimating-Statistical  Validity 

Parametric  Cost  Estimating-System  Monitoring 

Parametric  Cost  Estimating-Verifiable  Data 

Uses  of  Parametric  Cost  Estimating 

PARTIAL 

Partial  Termination 

Reviewing  Advance/Progress/Partial  Payments-Termination 
PARTICIPATING 

Costs  of  Pension  Plan/Overall  Compensation  of  Participating 
Employee 
PARTNERSHV 

Payments  to  Contractors  Under  Job  Training  Partnership  Act 
Terms/Defmition-Partnership/Cooperative  Research 
Consortium 
PARTS 

Audit  Disclosure-Handling  of  Spare  Parts  Purchase 


CAM  7-1003 
CAM  A300  31.  205-46 

CAM  7-  509.  3 

CAM  7-  206.  4 
CAM  7-1708 
CAM  7-1914 
CAM  A300  31.  205-  6 
CAM  7-1914 
CAM  A300  31.  205-  6 
OAG  13,030.403 
GAG  13,030.503 
CAM  A300  31.  205-  6 

CAM  9-  605.  3 


CAM  10-  203.  5 

CAM  10-1204 

CAM  F-  lFig.F-1-6,7 

CAM  9-1005 
CAM  9-1002.  1 
CAM  9-1003.  1 
CAM  9-1000 
CAM  9-1004.  4 
CAM  9-1004.  6 
CAM  9-1004.  1 
CAM  9-1004.  3 
CAM  9-1004.  5 
CAM  9-1004.  2 
CAM  9-1002.  3 

CAM  12-103 
CAM  12-  312 

CAM  7-  605.  1 


CAM  7-1913 
CAM  7-1802 
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PARTS/PAYBACK 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Classification  of  Commercial  vs  Cost-Based  Parts 
Pricing  of  Sole  Source  Repair  Parts 
Savings  Throu^  Government-Furnished  Parts 
Shipyard  Welding-Steel-Parts  &  T-Beams  Review  Guide 
PARTY 

Environment  Cleanup  Cost  Attributable  to  Potentially  Party 
Fault-Based  Liability  to  Third  Party 
Lease  Between  Related  Party 

Potentially  Responsible  Party  (PRP)  for  Environmental  Clean- 
Up 

Third  Party  Confirmation  in  Defective  Pricing  Audits 
PASSIVE 

Active  and  Passive  Voice  in  Audit  Report 
PAT 

Auditor  Participation  on  PAT  and  PROCAS 
Auditor  Role  on  Contractor  PAT 
Auditor  Role  on  Government  PAT 
Memorandum  of  Agreement-PAT/PROCAS 
Notification  Letter  to  Contractor-PAT 
PATENT 

Educational  Institutions-Patent  Cost 

Educational  Institutions-Royalties/Other  Cost  for  Use  of  Patent 

Patent  and  Royalty  Costs 

Patent  Cost 

Patent  Costs 

Patent  Costs-Small  Business/Non-Profit  Organization 
Patent  Infringement  Litigation 
Royalties  &  Other  Cost  for  Use  of  Patent 
Royalties/Other  Costs  for  Use  of  Patent-Termination 
PATTERNS 

Identification  of  Departures  from  Historical  Cost  Patterns 

Production  Labor  Improvement  Curve  Patterns 

PAY 

Abnormal  Executive  Severance  Pay-Business  Combinations 

Domestic  &  Foreign  Differential  Pay 

Educational  Institutions-Severance  Pay 

Pay-As-You-Go  Pension  Plan 

Performance-Based  Pay  Plan  Including  Bonuses-CSRs 

Review  of  Merit  Pay  Programs-CSRs 

Review  of  Overtime,  Extra-Pay  Shift,  and  Multi-Shift  Work 

Severance  Pay 

Severance  Pay  Benefits 

Severance  Pay  Policies  for  Paid  Absence  under  WARN  Act 
Severance  Pay-Termination 
War  Hazard  Pay 
PAYBACK 

Payback  Method  Approach  to  Capital  Investment  Proposal 


CAM  3-S106.  1 
CAM  3-S105.  3 
CAM  3-S105.  4 
OAG  12,040.405 

MRD  02/23/94  PAD030 
CAM  7-1920.12 
CAM  7-  207 
CAM  7-1920.  9 

CAM  14-  120.  6 

CAM  10-  104.  8 

CAM  1-  800 
CAM  1-  802 
CAM  1-  803 
CAM  1-  805 
CAM  1-  8Fig.  1-8-1 

CAM  13-Sl  J.29 
CAM  13-Sl  J.39 
CAM  7-  700 
CAM  A300  31.  205-30 
CAM  7-  702 
CAM  7-  702.  2 
CAM  A300  31.  205-31 
CAM  A300  31.  205-37 
CAM  12-  305.  3 

CAM  E-  402 
OAG  12,010.300 

CAM  7-1708.  2 
CAM  A300  31.  205-  6 
CAM  13-Sl  J.43 
CAM  A300  31.  205-  6 
CAM  5-  808.  6 
CAM  5-  808.  5 
CAM  6-  409 
CAM  A300  31.  205-  6 
CAM  7-1907.  2 
CAM  7-1907.10 
CAM  12-  305.  4 
CAM  7-1917.  1 

CAM  14-  603.  1 
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PAYBACK/PENSION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Payback  Reciprocal  Use  in  Capital  Investment  Proposal 
PAYROLL 

Payroll  Costs-Tax  &  Fringe  Benefit 

Payroll  Preparation  and  Payment-Labor  Internal  Control 

Review  of  Payroll  Preparation  and  Payment 

Unclaimed  Savings'Bond  Payroll  Deductions 

.PCO  Procuring  Contracting  Officer 

PCO 

Coordinating  PCO  Request  for  an  Audit 
PENALTIES 

Penalties  Based  on  Results  of  Statistical  Sampling  Review 
Penalties  for  Unallowable  Cost 
Recommendation  of  Penalties  Based  on  Results  of  Statistical 
Sampling 
PENALTY 

Cost  of  Money  Rate-Penalty  for  Unallowable  Cost 
Educational  Institutions-Fines/Penalty 
Fines  &  Penalty 

Interest  Penalty  for  Late  Payment 

Penalty  for  Unallowable  Cost 

Penalty  for  Unallowable  Cost 

Penalty  for  Unallowable  Indirect  Cost 

Prompt  Payment  Act-Interest  Penalty  for  Late  Payment 

Summary  of  Audit-Indirect  Cost  Subject  to  Penalty 

Treasury  Rate-Penalty  for  Unallowable  Cost 

Voucher  Processing-Interest  Penalty  for  Late  Payment 

.Pensioo/Insurance  Review  (See  CIPR) 

PENSION 

Accounting  for  Early  Retirement  Incentive  Payments-Pension 

Accounting  for  Pension  Costs-FASB  87 

Actuarial  Cost  Methods-Pension  Plan 

Advance  Agreement  for  Pension  Plan 

Allocation  of  Pension  Cost  to  Segment 

Allocation  of  Pension  Fund  Assets  to  Segment 

Approval  and  Review  Requirements-Pension  Costs 

Audit  Program  for  Review  of  Pension  Cost 

Audit  Program-Pension 

CAS  412-Composition/Measurement  of  Pension  Costs 
C\S  413-Adjustments/Allocation  of  Pension  Cost 
Considerations-Evaluating  Acceptability  of  Claimed  Pension 
Plan  Costs 

Contractor  Insurance/Pension  Review  Pro^am  (CIPR) 

Costs  of  Pension  Plan/Overall  Compensation  of  Participating 
Employee 

Costs  of  Post-retirement  Benefits  Other  Than  Pension  (PRB) 
Defined  Benefit  Pension  Plan 
Defined  Benefit  Pension  Plan 


CAM  14-  603.  3 

CAM  9-  703.  8 
CAM  5-  912 
CAM  6-  406 
CAM  6-  203.  4a 


CAM  9- 103.  1 

MRD  11/29/93  PAD235 
CAM  A400  231.7000 
MRD  04/08/94  PAD060 


CAM  6-  608.  4g.(2Kb) 
CAM  13-Sl  J.18 
CAM  A300  31.  205-15 
0MB  A-125 

MRD  09/29/93  PAD195 
MRD  09/10/93  PAD179 
CAM  6-  608.  4 
0MB  A-125 
CAM  10-  504.  4 
CAM  6-  608.  4g,(2Xb) 
0MB  A-125 


CAM  7-  608 
CAM  7-  607 
CAM  7-  607.  2 
CAM  7-  606 
PAM  79,pg.l9 
PAM  79,pg.l9 
CAM  7-  603 
PAM  79,App.B 
DAP  DIIS  (APENSION) 
CAM  8-  412 
CAM  8-413 
CAM  7-  605 

CAM  5-1303 
CAM  7-  605.  1 

CAM  7-  609 
PAM  79,pg.3 
CAM  A300  31.  205-  6 
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PENSION/PERFORMANCE 

KEYWORD  INDEX  OF  AUDIT 


TOPIC 

Defined  Contribution  Pension  Plan 

Defined  Contribution  Pension  Plan 

Evaluation  of  Pension  Cost  for  Proposal 

Fringe  Benefit  Costs-Pension  Plan-Educational  Institutions 

Full  Funding  Limitation  Advance  Agreement-Pension  Plan 

Funding  Requirements  for  Pension  Cost 

Guidelines  for  Audit  of  Pension  Cost 

Insurance/Pension  Team  Review  (CIPR) 

Late  Premium  Payment  Charges-Pension  Plan 

Other  Considerations  in  Evaluating  Claimed  Pension  Cost 

Overfunded  Pension  Plan 

Pay-As-You-Go  Pension  Plan 

Pension  Cost 

Pension  Cost-Accrued  Benefit  Cost  Method 
Pension  Cost-Actuarial  Assumptions 
Pension  Cost-Actuarial  Cost  Methods 
Pension  Cost-Actuarial  Gain  &  Loss 
Pension  Cost-Aggregate  Cost  Method 
Pension  Cost-Early  Retirement 
Pension  Cost-Entry  Age  Normal  Cost  Method 
Pension  Cost-Frozen  Initial  Liability  Method 
Pension  Cost-Introduction 
Pension  Cost-Projected  Benefit  Cost  Method 
Pension  Costs 

Pension  Costs-Definition/Terms 

Pension  Plan  Termination  Advance  Agreement 

Pension-ERISA 

Source  of  Pension  Cost  Data 

Transfer  of  Pension  Fund  Assets  to  Other  Post-retirement 
Benefit 

Types  of  Pension  Plan 
Valuation  of  Pension  Plan  Assets 

PER  DIEM 

Allowability  of  Per  Diem  Cost-FAR  31-205-46 
Applicability  of  JTR  to  Relocatic"  cr  Diem  Costs 

PERAMBUUTION 

Perambulation/Plant  Tour/Physical  Observation 
PERCENT 

Use  of  Index  Levels  and  Percent  Change-Economic 
PERCENTAGE 

Application  of  Percentage/Conversion  Factors-Other  Direct 
Cost 

Audit  Proyam-Progress  Payments  Based  on  Percentage  or 
Completion 

.Perfomuuice  Report  (CSCSC)  (See  CPR) 

PERFORMANCE 

Areas  of  Nonresearch  Performance-Educational  Institutions 


GUIDANCE 

SOURCE/REFERENCE 

PAM  79,pg.2 
CAM  A300  31.  205-  6 
PAM  79,pg.20 
CAM  13-  509 
CAM  7-  606.  2 
PAM  79,pg.l6 
PAM  79 
CAM  5-1303.  1 
CAM  A300  31.  205-19 
CAM  7-  605.  2 
CAM  7-  606.  1 
CAM  A300  31.  205-  6 
CAM  A300  31.  205-  6 
PAM  79,pg.5 
PAM  79,pg.l4 
PAM  79,pg.4 
PAM  79,pg.l5 
PAM  79,pg.7 
PAM  79,pg.20 
PAM  79,pg.9 
PAM  79,pg.ll 
PAM  79,pg.l 
PAM  79,pg.6 
CAM  7-  600 
CAM  7-  602 
CAM  7-  606.  3 
CAM  A300  31.  205-19 
PAM  79,pg.21 
CAM  7-  606.  4 

CAM  7-  604 
PAM  79,pg.l7 

CAM  7-1002.  3 
CAM  7-1004.  3 

OAG  1030.5 

PAM  74,pg.l5-17 

CAM  9-  604.  I 

DAP  DIIS  (APPAYPCT) 
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PERFORMANCE/PERMANENT  FILE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Areas  of  Research  Performance-Educational  Institutions 
Audit  Program-Performance  of  Financial  Management/Fiscal 
Integrity 

Capacity  Planning/Computer  Performance  Evaluation/System 
Tuning 

Contract  Performance  Measurement-CSCSC 
Contractor  Performance  Risk 
Cost  Performance  Report  (CPR) 

DoDI  5000.2,  Part  11,  Section  B-Contract  Performance 
Measurement 

Effect  of  CPSR  on  Performance  of  Functional  Audits 
Evaluation  of  Audit  Performance-Resident  Office 
Field  Work  Standards  for  Performance  (Operations)  Audits 
Government  Reporting  Standards  for  Performance  (Operations) 
Audits 

Monitoring  Physical  Progress  vs.  Cost  Performance 
Observation  of  Performance  Areas-Educational  Institutions 
Performance  of  MAAR  without  Certified  Proposal 
Performance-Cost  Suspension  (Form-l)-Impairment  of 
Contract 

Performance-Based  Pay  Plan  Including  Bonuses-CSRs 
Procedure  Where  Terms  of  Contract  Performance  Period  is 
Explicit 

Reporting  Standards  for  Performance  (Operations)  Audits 
Scheduling  of  Individual  Audit  Performance-Branch  Office 
System  Evaluation  Software  Performance  Evaluation  on 
Contractor  EDP 
PERFORMED 

Postaward  Audit  Already  Performed  by  FAO 
Work  Performed  by  Others 

PERIOD 

ACRS  Recovery  Period 

Audit  Program-CAS  406  Cost  Accounting  Period 
Base  Period/General  Criteria-Educational  Institutions 
CAS  406-Cost  Accounting  Period 
Indirect  Cost  Base  Period 
Labor  Settlement/Strike  Period  Costs 
Length  of  the  Analysis  Period-Time  Series 
Procedure  Where  Terms  of  Contract  Performance  Period  is 
Explicit 

Strike  Period  Costs 
PERMANENT  FILE 

Audit  Planning/Permanent  File-Branch  Office 
Audit  Planning/Permanent  File-Resident  Office 
Maintaining  Permanent  File-Resident  Office 
Permanent  File  Working  Papers 


CAM 

13-  305.  1 

DAP 

DIIS  (APCHAMPS) 

CAM 

C-  403.  2 

CAM 

1 1-  202 

CAM 

9-  906.  1 

CAM 
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CAM 
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CAM 
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CAM 
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6-  202.  2 
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2-  600 
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CAM 

4-  504.  4 

CAM 
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CAM 

4-1003 

CAM 

7-  405.  4b 

DAP 

DIIS  (APCAS406) 

CAM 

13-  511.  1 

CAM 

8-406 

CAM 

6-  605 

CAM 

7-  800 

CAM 

E-309 
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CAM 

7-  803 
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PERSONAL/PILOT 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


PERSONAL 

Audit  of  Compensation  for  Personal  Service-Educational 
Institutions 

CAS  408-Costs  of  Compensated  Personal  Absence 

Compensation  for  Personal  Service 

Compensation  for  Personal  Service 

Compensation  for  Personal  Service 

Educational  Institutions-Compensation  for  Personal  Service 

Educational  Institutions-Compensation  for  Personal  Service 

Educational  Institutions-Goods/Service  for  Personal  Use 

Educational  Institutions-Housing  and  Personal  Living  Expenses 

Reasonableness-Compensation  for  Personal  Service 

PERSONNEL 

Coordination  with  Government  Technical  Personnel 
Coordination-Contractor/Govemment  Contract  Administration 
Personnel 

Organization  of  Audit  Staff/Assignment  of  Personnel-Resident 
Offices 

Personnel  Management-Brand:  Office 
Personnel  Policies/Actions-Direct  Labor  Cost 
Personnel  Procured  from  Outside  Sources 
Personnel-Computer  Component 
Review  of  Personnel  Policies  and  Procedures 
Standards  Of  Conduct-Government  Personnel 
PERSPECTIVE 

The  Reader’s  Perspective  in  Audit  Report 

PERT 

Contractor  Financial  Management-NASA-PERT  System 
PHANTOM  STOCK 

Stock  Options/Appreciation  Rights/Phantom  Stock  Plan 
PHYSICAL 

Monitoring  Physical  Progress  vs.  Cost  Performance 

Perambulation/Plant  Tour/Physical  Observation 

Physical  Inventory/Adjustments 

Physical  Observation  of  Work  Areas-Production  Labor 

Physical  Observation-EDP  Support  System  Capacity 

Physical  Observation-Movement  of  Material 

Physical  Observation-Type  &  Flow  of  Work 

Procedures  for  Performing  Physical  Observation  (Floor  checks) 

Review  of  Physical  Controls-Govemment  Property 

PIC 

Private  Industry  Councils  (PIC) 

PILOT 

ACMS  Pilot  Tests 


CAM  13-  406 

CAM  8-  408 
CAM  A300  31.  205-  6 
CAM  A144  231.  205-6 
CAM  A400  231.  205-  6 
0MB  A-  21,ATCH.J.8. 
CAM  13-Sl  J.8 
CAM  13-Sl  J.19 
CAM  13-Sl  J.20 
CAM  A300  31.  205-  6 

CAM  6-  506 
CAM  4-  102 

CAM  H-  302.  4 

CAM  G-  406 
CAM  9-  505.  7 
CAM  7-1902 
CAM  C-  104.  3 
CAM  6-  407 
FAR  3.  101 

CAM  10-  104.10 

CAM  3-S203 

CAM  A300  31.  205-  6 

CAM  3-S102.  2 
OAG  1030.5 
CAM  6-  306 
OAG  12,010.300 
OAG  12,050.300 
OAG  11,020.300 
OAG  12,050.300 
CAM  6-  405.  3 
CAM  14-  405.  7 

CAM  7-1913 

CAM  14-  809 
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.PL-87-653  Truth  in  Negotiations  Act  (see  10  U.S.C.2306(f))/PLAN 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


.PL-87-653  Truth  in  Negotiations  Act  (see  10  U.S.C.2306(0) 
.PL-91-379  (See  CAS) 

.PL  Public  law 
PL 

CAS-Disclosure  Statement  Requirements-Compliance  with  PL 
91-379 

PL-85-804-Extraordinary  Contractual  Adjustment 
PL-85-804-Extraordinary  Contractual  Adjustment 
PL-97-12  Prohibition  of  Certain  Insurance  Cost 
PL-99-634-Anti-Kickback  Enforcement  Act  of  1986 
.PLA  Procurement  Liaison  Auditor  (DCAA) 

PU 

Arranging  for  DCAA  Participation  in  Negotiation 
Conference-PLA 

Audit  Report  Distribution  to  On-site  PLA 
Coordination  of  Request  for  Audit  Review  of  Price  Proposal 
with  PLA 

Counsel  on  Advisory  Audit  Report-PLA 
Full-time  On-site  PLA 
Part-time  PLA  Service 

Participation  in  Training  Sessions/Seminars/Review 
Groups-PLA 

PLA  Assistance  in  Replies  to  General  Accounting  Office  Report 
PLA  Authorization/Types 
PLA  Service 

PLA  Support  of  Major  Defense  Systems  Procurement 

PLA-Liaison  Service  for  SAPs 

PLA-Liaison  Service  to  Contract  Administration  Offices 

PLA-Office  Address 

Price  Negotiation  Memorandum-PLA 

Procurement  Liaison  Auditor  (PLA)  Service 

Procurement  Liaison  Auditor  Service  (PLA) 

Procurement/DCAA  Policy/Procedures-PLA 
PLACEMENT 

Job  Counseling/Placement  Assistance  for  Employee  Dependents 
PUN 

Actuarial  Cost  Methods-Pension  Plan 
Advance  Agreement  for  Pension  Plan 
Annual  Audit  Plan-Resident  Office  (Example) 

Audit  Manpower/Utilization  Plan  Example-Resident  Office 
Audit  Staffing  Utilization  Plan  Example-Branch  Office 
Audit  Team  Annual  Audit  Plan-Branch  Office  (Example) 

Branch  Office  Annual  Audit  Plan  (Example) 
Conference/Discussion  with  Contractor  on  Audit  Plan  and 
Results 

Considerutions-Evaluating  Acceptability  of  Claimed  Pension 
Plan  Costs 


CAM  8-  303.  1 

DFR  250 

.000 

FAR  50. 

000 

CAM  7-  508.  4 

CAM  4-  7S1 

CAM  15- 

305.  6 

CAM  15- 

308 

CAM  15- 

305.4 

CAM  15- 

305.  5 

CAM  15- 

303 

CAM  15- 

304 

CAM  15- 

305.11 

CAM  15- 

305.12 

CAM  15- 

302 

CAM  15- 

305 

CAM  15- 

305.  8 

CAM  15- 

307 

CAM  15- 

306 

CAM  15- 

3S1 

CAM  15- 

305.10 

CAM  15- 

300 

PAM  27 

CAM  15- 

305.  7 

CAM  A300  31.  205-35 

CAM  7-  607.  2 

CAM  7-  606 

CAM  H- 

3Fig.H-3-l 

CAM  H- 

3Fig.H-3-2 

CAM  G- 

3Fig.G-3-3 

CAMG- 

3Fig.G-3-2 

CAMG- 

3Fig.G-3-l 

CAM  4-  300 

CAM  7-  605 
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PLAN/PLANNING 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Costs  of  Pension  Plan/Overall  Compensation  of  Participating 
Employee 

CSCSC  Surveillance  Plan  Outline 

Defective  Pricing  Requirements/Program  Plan 

Defined  Benefit  Pension  Plan 

Defined  Benefit  Pension  Plan 

Defined  Contribution  Pension  Plan 

Defined  Contribution  Pension  Plan 

Detail  Sampling  Plan  for  Variables 

Developing/Maintaining  the  Program  Plan-Branch  Office 

Employee  Stock  Ownership  Plan  (ESOP) 

Employee  Stock  Ownership  Plan-ESOP 
Establishing  the  Basic  Audit  Plan-Resident  Office 
Fringe  Benefit  Costs-Pension  Plan-Educational  Institutions 
Full  Funding  Limitation  Advance  Agreement-Pension  Plan 
Golden  Parachute  Plan 
Indirect  Cost  Allocation  Plan-State 
Late  Premium  Payment  Charges-Pension  Plan 
Overfunded  Pension  Plan 
Pay-As-You-Go  Pension  Plan 
Pension  Plan  Termination  Advance  Agreement 
Performance-Based  Pay  Plan  Including  Bonuses-CSRs 
Plan  for  Plant/Facilities  Improvements  Review 
Plan-Early  Retirement  Incentive 
Quality  Assurance  Inspection  Sampling  Plan  Review  Guide 
Reasonableness  of  Special  Termination  Plan  Costs 
Sampling  Plan  Design  and  Documentation 
Sharing  Audit  Plan-State/Local  Government 
Stock  Options/Appreciation  Rights/Phantom  Stock  Plan 
Termination  Plan,  Early  Retirement  Incentive,  and  Severance 
Payments 

TRASOPS-1975  Tax  Reduction  Stock  Ownership  Plan 

Types  of  Pension  Plan 

Valuation  of  Pension  Plan  Assets 

Worker  Compensation-National  Defense  Projects  Rating  Plan 

Worker  Compensation-Retrospectively  Rated  Plan 

PLANNING 

Audit  Objective  in  Planning  the  Audit 
Audit  Planning 

Audit  Planning  At  Educational  Institutions 
Audit  Planning/Permanent  File-Branch  Office 
Audit  Planning/Permanent  File-Resident  Office 
Audit  Program-Planning  and  Budget  System  Control 
CAC  Conference-Planning/Conducting 
Capacity  Planning/Computer  Performance  Evaluation/System 
Tuning 


CAM  7-  605.  1 


PAM  46,App.D 
CAM  14-  113 
PAM  79,pg.3 
CAM  A300  31.  205-  6 
PAM  79,pg.2 
CAM  A300  31.  205-  6 
CAM  B-  205 
CAM  G-  305 
CAM  7-1914 
CAM  A300  31.  205-  6 
CAM  H-  302.  1 
CAM  13-  509 
CAM  7-  606.  2 
CAM  7-1907.  8 
0MB  A-  87,J 
CAM  A300  31.  205-19 
CAM  7-  606.  1 
CAM  A300  31.  205-  6 
CAM  7-  606.  3 
CAM  5-  808.  6 
CAM  9-  318 
CAM  A300  31.  205-  6 
OAG  12,020.403 
CAM  7-1907.  7 
CAM  B-  203 
0MB  A-  73 
CAM  A300  31.  205-  6 
CAM  7-1907.  1 

CAM  A300  31.  205-  6 
CAM  7-  604 
PAM  79,pg.l7 
CAM  7-  507.  3 
CAM  7-  507.  2 

CAM  3-  104.  1 
CAM  3-  000 
CAM  13-  304 
CAM  G-  302 
CAM  H-  302 
DAP  DIIS  (APBUDGET) 
CAM  15-  209.  2 
CAM  C-  403.  2 


DCAA  Contract  Audit  Manual 


January  1995 


159 

PLANNING/PLANT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Contract  Audit  Planning 
Coordinated  Audit  Planning 
Cost  of  Lx)ng-Range  Management  Planning 
Economic  Planning  Cost 
EDP-System  Planning  Review  Guide 
Financial  Capability  Annual  Planning 
In.provement  Curve-Production  Planning  &  Control 
Internal  Control  Assessment  Planning  Summary  (ICAPS) 
Internal  Control  Matrix-Planning  and  Budget  System  Control 
Planning  in  Connection  with  Cost  Accounting  Standards 
Planning  the  Audit  Report 
Planning-Field  Work  Standards/Financial  Audits 
Planning-Field  Work  Standards/Operations  Audits 
Planning/Development  Costs-Educational  Institutions 
Planning/Scheduling  Audit  Workload-Branch  Office 
Preparation  of  Initial  Internal  Control  Audit  Planning 
Summary  (ICAPS) 

Preparation  of  Internal  Control  Audit  Planning  Summary 

Progress  Planning  PS&C 

Strategic  or  Long  Range  Planning  Budget 

Survey  Planning/Preparatiou-ESS 

Work  Sampling-Planning 

Workload  Planning/Audit  Staffing/Progress  Analysis-Resident 
Office 

.Plant  Equipment  (See  also  IPE) 

PLANT 

Access  to  a  Secured  Contractor  Plant 
Access  to  Contractor  Plant-Security  Procedure 
Access  to  Contractor  Plant-Security  Requirements 
Construction  Plant  &  Equipment 
Construction  Plant  &  Equipment  Rented  From  Others 
Coord,  with  Plant  Representative/ACO  for  Capital  Investment 
Proposal 

Educational  Institutions-Gain/Loss  Disposition  of  Plant 
Equipment 

Educational  Institutions-Plant  Security  Cost 

Facilities  Management  Plant  Protection  Review  Guide 

Industrial  Security/Plant  Protection  Costs 

Perambulation/Plant  Tour/Physical  Observation 

Plan  for  Plant/Facilities  Improvements  Review 

Plant  Operation/Maintenance  Expenses-Educational  Institutions 

Plant  Protection  Cost 

Plant  Rearrangement 

Plant  Reconversion  Cost 

Plant  Visits-Notice  to  Contractor/Contract  Administration 


CAM 

3-  100 

CAM 

4-  202.  1 

CAM 

A300  31.  205-12 

CAM 

A300  31.  205-12 

OAG 

14,020.401 

CAM 

14-303 

CAM 

F-604 

CAM 

3-  300 

DAP 

DIIS  (ICM-BDGT) 

CAM 

3-  106 

CAM 

10-  104.  1 

CAM 

2-  302 

CAM 

2-  502 

CAM 

13-  510.  3 

CAM 

G-300 

MRD 

05/04/94  PAD077 

CAM 

3-  304 

CAM 

14-  705.  3 

CAM 

5-  507 

CAM 

5-1205 

CAM 

I-  200 

CAM 

H-  300 

CAM 

1-  503.  lb 

CAM 

1-  503.  1 

CAM 

1-  503.  1 

CAM 

A300  31.  105(d) 

CAM 

A300  31.  105(d) 

CAM 

14-606 

CAM 

13-Sl  J.33 

CAM 

13-Sl  J.30 

OAG 

13,010.405 

CAM 

7-1908 

OAG 

1030.5 

CAM 

9-318 

CAM 

13-512.  3 

CAM 

A300  31.  205-29 

CAM 

9-  703.  9 

CAM 

A300  31.  205-31 

CAM 

1-  503.  2 
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PLOT/POSTAWARD 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


I 


TOPIC 


SOURCE/REFERENCE 


PLOT 

Time  Series  Curve-Plot  Curvilinear  Data 
.PNM  Price  Negotiation  Memorandum 
PNM 

Procedures  to  Obtain  PNM 
Records  of  Price  Negotiation  (PNM) 

.POD  Program  Obj^ve  Document  (DCAA) 

POLICIES 

Civilian  Agency  Profit  Policies/Procedures 
Comparison  of  Agreement  Provisions  w/Educational  Institution 
Policies 

Contractor  Systems/Policies/Procedures/Intemal  Control 
Controls/Policies/Procedures-General 
Evaluation  of  Policies/Procedures-ESS 
Evaluation  of  Policies/Procedures/Intemal  Control-Material 
Personnel  Policies/Actions-Direct  Labor  Cost 
Policies/Procedures/Internal  Control-Accounting/Management 
Systems 

Review  of  Personnel  Policies  and  Procedures 
Review  of  Policies  and  Procedures-CSRs 
Review/Evaluation/Contractor’s  Policies/Procedures/Intemal 
Control 

Severance  Pay  Policies  for  Paid  Absence  under  WARN  Act 
POLITICAL 

Channeling  Inappropriate  Expenditure-Political  Contributions 
Costs  of  Political  Campaign  Activities  at  Contractor  Facilities 
Suspected  Illegal  Political  Contributions 
POOLING 

Purchase/Pooling  of  Interest  Methods-Business  Combinations 
POOLS 

Educational  Institutions-Indirect  Cost  Pools 

Indirect  Cost  Pools-FAR  Definition 

Number  and  Composition  of  Pools-Incurred  Indirect  Cost 

Verification  of  Allocation  (Activity)  Base/Pools 

POPULATION 

Population  Served  Base-Educational  Institutions 
Work  Sampling-Defining  Objective/Population/Method 
POSITIVE 

Progress  Payment  Audit  Report  Example-Positive  Assurance 
Reporting  Results  of  Postaward  Audit-Positive/Negative 
POSSESSIONS 

NGB  Agreement  with  Siate/Possessions 
POSTAWARD 

Audit  Report  on  Postaward  Audit  of  Cost  or  Pricing  Data 
Audit  Report  on  Postaward  Audits  of  Cost  or  Pricing  Data 
Disposition  of  Postaward  Audits 


CAM 

E-  3Fig.E»3-4 

CAM 

4-  104 

FAR 

15.  808 

CAM 

9-  904 

CAM 

13-  308.  2 

CAM 

3-  104.10 

OAG 

1030.6 

CAM 

5-1207.  2 

CAM 

6-304 

CAM 

9-  505.  7 

CAM 

5-000 

CAM 

6-407 

CAM 

5-  808 

CAM 

6-  604 

CAM 

7-1907.10 

CAM 

4-  706.  2 

CAM 

7-1 'U  5 

CAM 

4-  iCfO 

CAM 

7-1704 

CAM 

13-Sl  G.l 

CAM 

A300  31.  001 

CAM 

6-  606.  2 

CAM 

6-  609 

CAM 

13-  511.  7 

CAM 

I-  203.  1 

CAM 

10-12Fig.l0-12-2 

CAM 

14-  123 

CAM 

14-903 

CAM 

10-  6Fig.  10-6-1 

CAM 

10-  600 
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POSTAWARD/PREAWARD 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Dist.  of  Audit  Report  on  Postaward  Review  for  Certain  DoD 
Contracts 

Interest  Rate  Applicable  to  Postaward  Audit 
Interest  Rate  for  Postaward  Audit 
Interest  Rate  for  Postaward  Audit  Price  Adjustment 
Interest  Rate  for  Postaward  Audit  Price  Adjustment 
Postaward  Audit  Already  Performed  by  FAO 
Postaward  Audit  not  Completed  by  FAO 
Postaward  Audits  of  Contractor  Cost/Pricing  Data 
Postaward  Audits-FPRA 

Postaward  Reviews  of  Cost/Pricing  Data  for  Possible  Defective 
Pricing 

Pro  Forma-Postaward  Report 

Reporting  Results  of  Postaward  Audit-Positive/Negative 

Statistical  Sampling  Techniques  in  Postaward  Audits 

POTENTIAL 

Cautionary  Statement  on  Suspicion  of  Potential  Fraud 
Findings/Conditions  Requiring  Pursuit  as  Potential  Cases  of 
Fraud 

Special  Procedures  for  Actual/Potential  BCA  Cases 
POTENTIALLY 

Environment  Cleanup  Cost  Attributable  to  Potentially  Party 
Indicators  of  Potentially  Significant  Estimating 
Deficiencies-ESS 

Potentially  Responsible  Party  (PRP)  for  Environmental  Clean- 
Up 

PRACTICES 

Audit  Disclosure-Purchasing/Subcontracting  Practices 
Audit  Report-Noncompliance  w/Disclosed/Established 
Practices/CAS/FAR 

CAS-Change  to  Disclosure  Statements/Established  Practices 
Change  in  Cost  Accounting  Practices-SBU 
Conditions  Influencing  Contractor  Labor  Charging  Practices 
Fraud/Unlawful  Activity/Anticompetitive  Practices-DCAAF 
2000.0 

Purchasing/Subcontracting  Practices-NASA  Contracts 
Review  of  Recruitment  Costs  and  Practices 
Suspected  Anticompetitive  Procurement  Practices 

PRB 

Costs  of  Post-retirement  Benefits  Other  Than  Pension  (PRB) 
PREAGREEMENT 

Educational  Institutions-Preagreement  Cost 

PREAWARD 

Audit  Program-Preaward/Accounting  Survey-Nonmajor 
Contractor 

New  Contractors-Preaward  Surveys/Progress  Payments/Public 
Voucher 


CAM  10-  6S1 

MRD  01/12/94  PFD006 
MRD  11/17/93  PFD228 
MRD  09/14/94  PFD150 
MRD  07/11/94  PFD109 
CAM  1-  206.  1 
CAM  1-  206.  2 
CAM  14-  100 
CAM  9-1211 
CAM  4-  304.  3 

DAP  DIIS  (RPT-420) 
CAM  14-  123 
CAM  14-  120.  5 


CAM 

4-  7Fig.4-7.1 

CAM 

14-  121 

CAM 

15-  500 

MRD 

02/23/94  PAD030 

CAM 

5-1204.  2 

CAM 

7-1920.  9 

CAM 

3-S105 

CAM 

10-  806 

CAM 

8-  303.  3 

CAM 

7-1811 

CAM 

6-  404.  6 

CAM 

4-  702.  4a 

CAM 

3-S204 

CAM 

6-408 

CAM 

4-705 

CAM 

7-  609 

CAM 

13-Sl  J.31 

DAP 

DIIS  (NMAPSYS) 

PAM 

90 
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PREAWARD/PRICE 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Preaward  Accounting  System  Survey 

Preaward  Financial  Capability  Survey 

Preaward  Survey-Accounting  System  Adequacy 

Preaward  Surveys 

Preaward  Surveys-Audit  Report 

Preaward  Surveys/Adequacy  of  Accounting  System 

Pro  Forma-Preaward  Accounting  System  Survey  Report 

PRECISION 

Clarity  and  Precision  in  the  Audit  Report 
PRECONTRACT 

Basis  for  Determining  Allowability  of  Precontract  Cost 
Precontract  Cost 

PREDETERMINED 

Educational  Institutions-Predetermined  Fixed  Rate  for  Indirect 
Cost 

Predetermined  Fixed  Indirect  Cost  Rate-Educational 
Institutions 

Under/Over  Absorbed  Cost-Predetermined  Rate 
PREDICTION 

Parametric  Cost  Estimating-Cost  Prediction  Results 
Prediction  Intervals-Regression/Correlation  Analysis 

PREINTERVIEW 

Preinterview  Analysis  on  Labor  Costs 
PREMIUM 

Late  Premium  Payment  Charges-Pension  Plan 
Overtime  Premium  Clause 
Purchased  Insurance  Premium  Cost 

PREPARATORY 

Termination-Starting  Load/Preparatory  Cost 
PREPRODUCTION 

Preproduction  &  Start-up  Costs-Other  Direct  Cost 
PREVENTING 

Cost  of  Preventing  Nonconforming  Material 
PREVENTION 

Defect  Prevention  Program-Nonconforming  Material 
Prevention/Detection/Reporting  Fraud/Unlawful 
Activity/Improper  Practi 
PREVENTIVE 

Facilities  Management  Preventive  Maintenance  Review  Guide 
Preventive  Maintenance-Test  Equipment 
.Price  Adjustment-Economic  (See  EPA) 

.Price  Negotiation  Memorandum  (See  PNM) 

PRICE 

Addressing/Distributing  Audit  Report  on  Price  Proposal  Audits 
Appendix-Price  Proposal  Audit  Report 
Audit  Disclosure-Preparation  of  Price  Proposal 
Audit  Program-Price  Proposal 


CAM  5-  202.  2 
CAM  5-  202.  1 
DFR  209.  106 
CAM  5-  202 
CAM  5-  202.  3 
CAM  5-  200 
DAP  DIIS  (RPT.177) 

CAM  10-  104.  4 

CAM  6-  202.  1 
CAM  A300  31.  205-32 

CAM  13-Sl  G.4 

CAM  13-  604 

CAM  7-  305.  3 

CAM  9-1004.  4 
CAM  E-  206 

CAM  6-  404.  8 

CAM  A300  31.  205-19 
FAR  52.  222-2 
CAM  7-  505 

CAM  A300  31.  205-42 

CAM  9-  605.  7 

OAG  12,030.201 

GAG  12,030.302 
CAM  4-  700 


OAG  13,010.404 
OAG  11,010.404 


CAM  10-  303 
CAM  10-  307 
CAM  3-S103 
DAP  DIIS  (AP210UN5) 
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PRICE/PRICE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Audit  Program-Price  Proposal  (Tailored) 

Audit  Report  on  Price  Proposal 

Audit  Report-Price  Proposal 

Auditing  Fixed*Price  Contracts-Termination 

Burdening  of  Catalog  Price 

Calculating  the  Recommended  Price  Adjustments 

CAS-Interest-Contract  Price  Adjustments 

CAS-Price  Adjustments  Clause 

CAS-Review  of  Proposed  Price  Change 

Consumer  Price  Index 

Contracting  Officer  Records  of  Price  Negotiation 
Coordination  of  Request  for  Audit  Review  of  Price  Proposal 
with  PLA 

Coordination  Price  Proposal  with  Contracting  Officer 
Data  Sheet-Price  Proposal  Audit  Report 
Difference-Price  Pro^sal  Audit  Report 
Economic  Considerations  in  Price  Proposal 
Effect  of  Purchasing  Procedures  on  Price  Paid 
Equitable  Price  Adjustments 
Equitable  Price  Adjustments 
Established  Catalog  or  Market  Price 
Estimated  Data  Price 

Evaluation  of  Forward  Price  Proposal-Audit  Report 
Exhibit/Schedule-Price  Proposal  Audit  Report 
Exit  Conference  on  Price  Proposal 
Fast  Payment  Procedure  on  Fixed-Price  Contract 
Field  Pricing  Report  on  Contract  Price  Proposal 
Field  Pricing  Report  on  Contract  Price  Proposal 
Format/Content  of  Price  Proposal  Audit  Report 
Incorporating  Cost  Avoidance  Recommendation-Price  Proposal 
Reviews 

Indirect  Cost  on  Fixed-Price  Contracts 
Individual  Estimates  Review-Price  Proposal 
Interest  Rate  for  Fostaward  Audit  Price  Adjustment 
Interest  Rate  for  Postaward  Audit  Price  Adjustment 
Intracompany  Transfer/Adequate  Price  Competition-Material 
or  Service 

Intracompany  Transfer/Catalog/Market  Price-Material  or 
Service 

Intracompany/Subcontract  Price  Proposal  Audit 
Report-Addressing 
Limitation-Profit  in  Price  Proposal 
Narrative  Body  of  Price  Proposal  Audit  Report 
Negotiating  Final  Price  under  FPI  Contract 
Obtaining  Price  Negotiation  Memorandum/Requesting  Data  for 
the  Audit 


DAP  DIIS  (TAP) 

CAM  10-  300 
FAR  15.  805-5(E) 

CAM  12-  300 
CAM  3-S106.  2 
CAM  14-  116 
CAM  8-  502.  5 
CAM  8-  502.  1 
CAM  8-  502.  4 
PAM  74,pg.57-58 
CAM  14-111 
CAM  15-  305.  4 

CAM  9-  305 
CAM  10-  305 
CAM  10-  308.  4 
CAM  9-  800 
CAM  9-  404.  2 
CAM  12-  600 
CAM  12-  500 
FAR  15.  804-3 
DFR215.  873 
CAM  10-  3Fig.  10-3-2 
CAM  10-  306 
CAM  4-  304.  2 
FAR  52.  213-1 
DFR  215.  805-5 
FAR  15.  805-5 
CAM  10-  302 
CAM  9-  308 

CAM  6-  704.  2 
CAM  9- 311 
MRD  09/14/94  PFD150 
MRD  07/11/94  PFD109 
CAM  6-313.3 

CAM  6-313.2 

CAM  10-  303.  2 

CAM  9-  906.  6 
CAM  10-  304 
CAM  7-1606 
CAM  14-  115 
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PRICE/PRieiNG  DATA 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Outline  of  Report  on  Estimating  Deficiencies  Disclosed-Price 
Proposal 

Presentation-Information/Audit  Results-Price  Proposal  Audit 
Report 

Price  Analysis 

Price  Negotiation  Memorandum-PLA 
Price  Proposal  Format/Support 
Price  Proposal-Audit  Scope 

Price  Proposal-Comparative  Historical  Cost  Information 
Price  Proposal-Desk  Review 
Price  Proposal-Request  to  Report  by  Line  Item 
Price  Proposal-Sampling  Procedures 
Price  Proposal-Scheduling  Audit  Report  Issuance 
Price  Proposal-Technical  Report  Impact  on  Audit  Report 
Schedule 

Price  Proposal-Technical  Specialist  Assistance 
Pricing  Data  Based  on  Established  Catalog  or  Market  Price 
Pricing-Adequate  Price  Competition 
Pricing-Adequate  Price  Competition 
Pricing-Price  Set  by  Law  or  Regulation 
Prime  Contract  Price  Proposal  Audit  Report-Addressing 
Producer  Price  Index 
Profit  in  Price  Proposal 

Qualifications-Lack  of  Tech.  Rpt/CO  Approval  Price  Proposal 
Audit  Rpt 

Questioned  Costs-Price  Proposal  Audit  Report 
Records  of  Price  Negotiation  (PNM) 

Reimbursement  of  Indirect  Cost  on  Fixed-Price  Contracts 
Report  to  Establish  Final  Price  Fixed-Price  Incentive  Contract 
Report  to  Establish  Final  Price  Fixed-Price  Incentive  Contract 
Responsibilities-Price  Proposal  Profit 
Review  of  Cost  Estimates/Price  Proposal 
Review  Part(s)  of  Price  Proposal 

Sample  Format/Notification  of  Disclaimer  of  Opinion  on  Price 
Proposal 

Specialist  Assistance  in  Price  Proposal  Evaluations 
Technical  Analysis  on  Contract  Price  Proposal 
Unresolved  Costs-Price  Proposal  Audit  Report 
Unsatisfactory  Conditions-Price  Proposal 
Unsupported  Costs-Price  Proposal  Audit  Report 
Using  Previous  Purchase  Order  Price 
•Pricing  Rate  Agreement-Forward  (See  FPRA) 

PRICING  DATA 

Adequacy  of  Cost/Pricing  Data 

Adverse  Opinion-Cost/Pricing  Data 


CAM  10-  4S2 

CAM  10-  308 

FAR  15.  805-2 
CAM  15-  305.10 
CAM  9-  304 
CAM  9-  103.  3 
CAM  9-  103.  6 
CAM  9-  103.  3 
CAM  9-  103.  5 
CAM  9-  103.  4 
CAM  9-  103.  7 
CAM  9-  103.  8 

CAM  D-  100 
CAM  14-  507 
DFR  215.  804-3(b) 
FAR  15.  804-3(8) 
FAR  15.  804-3(D) 
CAM  10-  303.  1 
PAM  74,pg.4-5 
CAM  9-  900 
CAM  10-  308.  5 

CAM  10-  308.  1 
FAR  15.  808 
CAM  6-  705.  3 
CAM  10-  3Fig.lO-3-3 
CAM  10-  3Fig.  10-3-3 
CAM  9-  905 
CAM  9-  000 
CAM  9-  207 
CAM  9-  lFig.9-1-1 

CAM  9-  306 
FAR  15.  805-4 
CAM  10-  308.  3 
CAM  9-  805 
CAM  10-  308.  2 
CAM  9-  404.  3 


CAM  9-  204 
CAM  9-  209.  3 
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PRICING  DATA/PRICING  SUPPORT 


KEYWORD  INDEX  OF  AUDFr  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Audit  Program-Exemption  from  Submission-Certified 
Cost/Pricing  Data 

Audit  Report  on  Postaward  Audit  of  Cost  or  Pricing  Data 
Audit  Report  on  Postaward  Audits  of  Cost  or  Pricing  Data 
Certificate  of  Current  Cost/Pricing  Data 
Certification-Current  Cost  or  Pricing  Data 
Claim  for  Exemption  from  Submission  of  Certified  Cost/Pricing 
Data 

Contractor  Refusal  of  Cost  or  Pricing  Data 
Cost  or  Pricing  Data  Definition  (Certified) 

Criteria  for  Determining  Audit  Opinion  Used-Cost/Pricing 
Data 

Deficient/Denial  of  Access  to  Cost/Pricing  Data 
Designated  Representative  for  Receiving  Cost/Pricing  Data 
Disclaimer  of  Opinion-Cost/Pricing  Data 
Evaluating  Adequacy  of  Cost/Pricing  Data  in  the  Proposal 
Postaward  Audits  of  Contractor  Cost/Pricing  Data 
Postaward  Reviews  of  Cost/Pricing  Data  for  Possible  Defective 
Pricing 

Pricing  Data  Based  on  Established  Catalog  or  Market  Price 
Pricing-Defective  Cost  or  Pricing  Data 
Pricing-Defective  Cost  or  Pricing  Data 
Qualified  Opinion-Cost/Pricing  Data 
Report  Audit  Opinion-Cost/Pricing  Data 
Reporting  Results  of  Review  of  Cost/Pricing  Data 
Requirements  for  Cost  or  Pricing  Data 
Requirements  for  Cost  or  Pricing  Data 
Subcontractor  Cost  or  Pricing  Data 
Subcontractor  Cost  or  Pricing  Data 
Subcontractor  Cost  or  Pricing  Data  Clause 
Subcontractor  Cost  or  Pricing  Data  Clause 
Subcontractor  Cost  or  Pricing  Data  Clause 
Subcontractor  Cost/Pricing  Data 
Submission  or  Disclosure  of  Cost/Pricing  Data 
Unqualified  Opinion-Cost/Pricing  Data 
Waiver  of  Cost  or  Pricing  Data  for  Foreign  Government  or 
Agency 

PRICING  SUPPORT 

Administrative  Procedures  for  Field  Pricing  Support 

Contractor  Request  for  Field  Pricing  Support 

Field  Pricing  Support 

Field  Pricing  Support  Approach 

Field  Pricing  Support  At  Prime  Contract  Level 

Field  Pricing  Support-Dollar  Threshold 

Field  Pricing  Support-FAR  Reference 

Field  Pricing  Support-Procurement  Procedures 


DAP  DIIS  (APEXEMPT) 

CAM  10-  6Fig.lO-6-l 
CAM  10-  600 
CAM  14-  107 
FAR  15.  804-4 
CAM  14-  907 

FAR  15.  804-6(E) 

CAM  9-  202 
CAM  9-  210 

CAM  9-  205 
CAM  14-  106 
CAM  9-  206 
CAM  9-  200 
CAM  14- 100 
CAM  4-  304.  3 

CAM  14-  507 
FAR  15.  804-7 
DFR  215.  804-7(b) 

CAM  9-  209.  2 
CAM  9- 211 
CAM  9-  208 
FAR  15.  804-6 
FAR  15.  804-2 
FAR  15.  804-6 
FAR  15.  806 
FAR  52.  214-28 
FAR  52.  215-25 
FAR  52.  215-24 
CAM  14-  108 
CAM  14-  105 
CAM  9-  209.  1 
FAR  15.  804-3(1) 


CAM  9-  100 
CAM  9-  106.  3 
FAR  15.  805-5 
CAM  9-  102.  1 
CAM  9-  103 
CAM  9-  102.  3 
CAM  9-  102.  1 
CAM  9-  102.  2 
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PRICING  SUPPORT/PRINCIPLES 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Subcontract  Proposal-Field  Pricing  Support 
The  Field  Pricing  Support  Concept 
PRICING  VIOLATION 
Suspected  Pricing  Violation 

PRIME 

Field  Pricing  Support  At  Prime  Contract  Level 
Intracompany  Proposal  in  Prime  Contract  Proposal 
Lower-Tier  Proposal  Not  in  Prime  Contract  Proposal 
Pricing-Subcontract  Cost  in  Prime  Contractor  Proposal 
Prime  Contract  Price  Proposal  Audit  Report-Addressing 
Prime  Contractor  Audits  of  Subcontractor’s  Claim 
Sample  Cover  Sheet  for  Audit  Report  of  Prime  Contract 
Proposal 

Subcontract  Proposal  in  Prime  Contract  Proposal 

PRINCIPAL 

Additional  Guidance  Applicable  to  Principal  Types  of  Report 
Continuing  Mortgage  Principal  Payment-Previous  Residence 
PRINCIPLES 

AID  Contract-Cost  Principles/Procedures 
Applicable  Cost  Principles-Termination 
Application  of  Cost  Principles-Commercial  Organization 
Contract  Cost  Principles  &  Procedures 
Contract  Cost  Principles  &  Procedures-Section  XV 
Cost  Principles  Applicable  to  Environmental  Costs 
Cost  Principles-Construction/A-E  Contracts 
Cost  Principles-Contracts  with  Commercial  Organization 
Cost  Principles-Contracts  with  Educational  Institutions 
Cost  Principles-Contracts  with  Indian  Tribal  Government 
Cost  Principles-Contracts  with  Nonprofit  Organization 
Cost  Principles-Contracts  with  State/Local  Government 
Cost  Principles-Facilities  Contract 
Cost  Principles-Grants/Contracts  w/Indian  Tribal  Government 
Cost  Principles-Grants/Contracts  w/State/Loca!  Government 
Cost  Principles-State/Local 
Cost  Principles/Procedures-NASA 
Definition  in  FAR  Cost  Principles 
Depreciation-General  Principles 
DFARS  Contract  Cost  Principles  and  Procedures 
Educational  Institution  Cost  Principles 
Educational  Institutions-Cost  Principles  (0MB  Circular  A-21) 
Employee  Assignment  not  Covered  by  the  Relocation  Cost 
Principles 

FAR  Contract  Cost  Principles  and  Procedures 
FAR  Cost  Principles  Assessment 
FAR  Cost  Principles-Facilities  Contracts 
Index-FAR/DAR/DFARS  Cost  Principles 


CAM 

9-  104.  2 

CAM 

9-  102 

CAM 

4-705 

CAM 

9- 103 

CAM 

9-  105 

CAM 

9-  106 

DFR 

215.  806(3) 

CAM 

10-  303.  1 

CAM 

6-  802.  3 

CAM 

10- 2Fig.  10-2-1 

CAM 

9-  104 

CAM 

10-1202 

CAM 

A300  31.  205-35 

CAM 

13-310 

CAM 

12-  104 

CAM 

A300  31.  204 

CAM 

AOOO 

CAM 

A200 

CAM 

7-1920.  3 

CAM 

A300  31.  105 

CAM 

A300  31.  2 

CAM 

A300  31.  302 

CAM 

A300  31.  602 

CAM 

A300  31.  7 

CAM 

A300  31.  602 

CAM 

A300  31.  106-  1 

CAM 

A300  31.  6 

CAM 

A300  31.  6 

0MB 

A- 87 

CAM 

15-  106.  1 

CAM 

A300  31.  001 

CAM 

7-  406.  1 

CAM 

A400 

0MB 

A-21 

CAM 

13-Sl 

CAM 

7-1004.  4 

CAM 

A300 

DAP 

DIIS  (FAR-COST) 

CAM 

6-  607.  3 

CAM 

AlOO 
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PRINCIPLES/PROCEEDING 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Nonprofit  Organization-Cost  Principles 
0MB  Circular  A- 122  Cost  Principles-Audits  of  Nonprofit 
Organization 

0MB  Circular  A-21,  Cost  Principles  for  Education  Institution 
0MB  Circular  A-21,  Cost  Principles  for  Education  Institution 
Pricing  Principles  for  FMS  Contracts 
Principles  for  Claim  Adjustments 

PRIOR 

Applicability  of  DEARS  231.205-38(c)  to  Contract  Award  Prior 
to  12/88 

Measuring  Retained  Prior  Improvement-Improvement  Curve 
Specific  Provisions  Prior  to  23  October  1992-Indirect  Cost 
PRIVATE 

Private  Industry  Councils  (PIC) 

PRO  FORMA 

Pro  Forma  Final  Indirect  Cost  Rate  Agreement 
Pro  Forma  Request  for  Technical  Assistance-Labor 
Pro  Forma  Request  for  Technical  Assistance-Material 
Pro  Forma-Contract  Audit  Closing  Statement 
Pro  Forma-Disclosure  Statement  Report  (adequacy  and 
compliance) 

Pro  Forma-Estimating  System  Survey  Report 

Pro  Forma-Financial  Capability  Report 

Pro  Forma-Incurred  Cost  Audit  Report 

Pro  Forma-Postaward  Report 

Pro  Forma-Preaward  Accounting  System  Survey  Report 

Pro  Forma-Pricing  Proposal  Report 

Pro  Forma-Progress  Payment  Report 

PROBING 

Work  Sampling-Classifying/Formatting/Probing 

PROBLEM 

CAC-Resolution  of  Problem  Areas  Among  Auditors 
CAC-Resolution  of  Problem  Areas  with  Contractor 
CAD/CAM-Problem  Areas 
P  eduction  Labor-Problem  Areas 
Resolution  of  Problem  Areas-CAC  Program 
PROCAS 

Auditor  Participation  on  PAT  and  PROCAS 
Memorandum  of  Agreement-PAT/PROCAS 
Process  Oriented  Contract  Administration  Service  (PROCAS) 
PROCEDURAL 

Data/Procedural  Controls-EDP  General  Controls 
PROCEEDING 

Auditor  Role  in  Legal  Proceeding 
Costs  Related  to  Legal  and  Other  Proceeding 
Defense  of  Fraud  Proceeding  Cost 
Proceeding  Related  to  Bid  Protests 


0MB  A-122 
CAM  13-  800 

MRD  08/26/93  PFD165 
MRD  07/20/93  PFD141 
DFR  225.7304 
CAM  14-  204 

MRD  04/01/93  PAD064 

CAM  F-  503 
CAM  6-  608.  5 

CAM  7-1913 

CAM  6-  7S1 
CAM  D-  2  Fig.D-2-1 
CAM  D-  2  Fig.D-2-2 
DAP  DIIS  (RPT-154) 
DAP  DIIS  (RPT-191) 

DAP  DIIS  (RPT-240) 
DAP  DIIS  (RPT-176) 
DAP  DIIS  (RPT-102) 
DAP  DIIS  (RPT-420) 
DAP  DIIS  (RPT-177) 
DAP  DIIS  (RPT-210) 
DAP  DIIS  (RPT-175) 

CAM  I-  203.  3 

CAM  15-210.  2 
CAM  15-  210.  1 
OAG  12,050.404 
OAG  12,010.300 
CAM  15-210 

CAM  1-  800 
CAM  1-  805 
CAM  1-  804 

CAM  C-  203.  5 

PAM  50 
CAM  7-1918 
CAM  A300  31.  205-47 
CAM  7-1918.  8 
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PROCEEDING/PRODUCTION 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Suspension/Debarment  Proceeding  Cost 
PROCESSES 

Reproduction-Equipment  &  Processes 
.Pi^rement  Liaison  Auditor  (See  PLA) 

PROCUREMENT 

Audit  Report-Final  Procurement  Determined  Indirect  Cost 
Rate 

Contractor  Procurement  Procedures 
DCAA  Procurement  of  Experts  &  Consultant 
Extracts  from  Procurement  Directives  on  Overhead  Settlement 
Field  Pricing  Support-Procurement  Procedures 
NASA  Contracts-Special  Consideration-FAR/NASA 
Procurement  Regulation 

PLA  Support  of  Mqjor  Defense  Systems  Procurement 
Procurement  Liaison  Auditor  (PLA)  Service 
Procurement  Liaison  Auditor  Service  (PLA) 
Procurement/Contract  Administration  Responsibilities  to 
DCAA 

Procurement/DCAA  Policy/Procedures-PLA 
Purpose/Scope  of  Audit-Final  Procurement  Determined  Indirect 
Cost  Rate 

Relationship-DCAA  to  Procurement/Contract  Administration 
Suppler-vut-Address  List  for  NASA  Procurement 
Suspected  Anticompetitive  Procurement  Practices 
.Procuring  Contracting  Officer  (See  PCO) 

PRODUCER 
Producer  Price  Index 
PRODUCT 

Contractor  Commercial  Product-Facilities  Contract 
Evaluation  of  Work  Product  of  Others 
Procedure  Where  Contract  Specifies  a  Completion  or  Delivered 
Product 

Prodi’  '  Liability  Insurance 

Public  ;  m  Costs-Contractor/Product  Capability  Promotional 
Items 

Recoupment  of  Nonrecurring  Costs  on  Sale  of  U.S. 

Product/Technology 
Variance  by  Product  Line 

.Production  Scheduling  &  Control  (See  also  CSCSC) 

.Produciion  Scheduling  &.  Control  (See  also  PS&C) 
PRODUCTION 

Audit  Disclosure-Production  Control  Procedures 
Effect  of  Production  Break-Improvement  Curve 
Improvement  Curve-Production  Planning  &  Contv  '1 
Interruptions  in  Production-Improvement  Curve 
Length  of  Production  Run-Improvement  Curve 
Manufacturing  &  Production  Engineering  Cost 


CAM  A300  31.  205-47 
OAG  13,030.501 


CAM  10-  500 

CAM  9-  406.  1 
REG  1442.1 
CAM  6-lOSl 
CAM  9-  102.  2 
CAM  7-1507 

CAM  15-  305.  8 
CAM  15-  300 
PAM  27 
CAM  1-  403.  2 

CAM  15-  305.  7 
CAM  10-  504.  1 

CAM  1-  403.  1 
CAM  15-  1S2 
CAM  4-  705 


PAM  74,pg.4-5 

CAM  A300  31.  106-3 
CAM  4-1004.  3 
CAM  6-  202.  3 

CAM  7-  508.  6 
CAM  7-1204.  2d 

CAM  5-  203 

CAM  9-  314.  3 


CAM  3-S109 
CAM  F-  5Fig.F-5-5 
CAM  F-  604 
CAM  F-  504 
CAM  F-  105.  2 
CAM  A300  31.  205-25 
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PRODUCTION/PROFIT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Physical  Observation  of  Work  Areas-Production  Labor 

Production  Control  Activities  PS&C 

Prod  ’ction  Labor  Equipment  Utilization  Review  Guide 

Production  Labor  Floor  Checks 

Production  Labor  Improvement  Curve  Patterns 

Production  Labor  Overtime  Controls  Review  Guide 

Production  Labor  Standards  Review  Guide 

Production  Labor  Work  Measurement  System  Review  Guide 

Production  Labor-Problem  Areas 

Production  Loss-Termination 

Production  Scheduling  and  Control  (PS&C)  Review 

PS&C-In-Process  Production  Review  Guide 

Variations  in  Rate  of  Production-Improvement  Curve 

PRODUCTIVITY 

Labor  Productivity 

PROFESSIONAL 

Audit  Program-Consultant  and  Professional  Service  Costs 
Due  Professional  Care  of  Auditor 
Dues/Membership/Professional  Activity  Costs 
Educational  Institutions-Professional  Service  Cost 
Professional  &  Consultant  Service  Cost 
Professional  Activity  Costs 
Professional  and  Consultant  Service  Costs 
Professional  Liability  Insurance 
Publication  Costs-Professional  and  Technical  Articles 
Trade,  Business,  Technical  &  Professional  Activity  Cost 
.Profit  (See  also  Gain) 

PROFIT 

Audit  Report-Voluntary  Refunds  for  Windfall  Profit 

Civilian  Agency  Profit  Policies/Procedures 

Comments  on  Profit-Audit  Report  Appendix 

Comments  on  Profit/Fee-Appendix-Termination  Audit  Report 

Contracts  with  Non  Profit  Organizations 

Evaluating  Profit  or  Loss-Termination 

Facilities  Contract-Profit/Fee 

Limitation-Profit  in  Price  Proposal 

Other  Methods  for  Establishing  DoD  Profit  Objectives 

Patent  Costs-Small  Business/Non-Profit  Organization 

Profit  Center-FAR  Definition 

Profit  Guidelines 

Profit  Guidelines 

Profit  in  Price  Proposal 

Profit/Loss  on  Unaffected  Work-Contract  Claim 
Pyramiding  of  Cost  &  Profit  on  Material  Purchase 
Pyramiding  of  Profit  on  Subcontract 
Responsibilities-Price  Proposal  Profit 


OAG 

12,010.300 

CAM 

14-  705.  2 

OAG 

12,010.403 

OAG 

12,010.300 

OAG 

12,010.300 

OAG 

12,010.403 

OAG 

12,010.401 

OAG 

12,010.402 

OAG 

12,010.300 

CAM 

12-  304.  6 

CAM 

14-700 

OAG 

14,010.402 

CAM 

F-505 

CAM 

9-  504.  6 

DAP 

DIIS  (APCNSULT) 

CAM 

2-  204 

CAM 

7-1100 

CAM 

13-Sl  J.32 

CAM 

A300  31.  205-33 

CAM 

7-1103 

CAM 

7  1905 

CAM 

7-  508.  5 

CAM 

7-1  .i04.  2b 

CAM 

A300  31.  205-43 

CAM 

4-  802.  4 

CAM 

9-  904 

CAM 

10-  307.  6 

CAM 

10-  706.  2 

CAM 

A400  231.  703 

CAM 

12-  307 

FAR  45.  302-2(0 

CAM 

9-  906.  6 

CAM 

9-903 

CAM 

7-  702.  2 

CAM 

A300  31.  001 

dfr: 

215.  9 

FAR  1 

15.  9 

CAM 

9-900 

CAM 

14-  204a 

CAM 

9-  404.  5 

CAM 

3-S105.  1 

CAM 

9-905 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE /REFERENCE 


Royalties-Small  Business/Non-Profit  Organization 
Voluntary  Refund  for  Windfall  Profit 
Weighted  Guidelines  for  DoD  Profit  Policy 
Weighted  Guidelines  Profit/Fee  Objective 
Windfall  Profit  Due  to  Operation  of  EPA  Clause 
PROGRAMMING 

Amortization-Nonrecurring  Computer 
Programming/Reprogramming  Costs 
Amount  to  be  Capitalized-Computer  Programming  Cost 
EDP-Review  of  Programming  Controls 
Guidance/ Assistance  of  Field  EDP  Programming  Efforts 
Justification-lmmed.  Computer  Programming  Cost  Charging 
Current  Opns 

Programming  Functional  Reviews/Operations  Audits-NASA 

PROGRESS 

Analysis  of  Audit  Progress-Branch  Office 
Audit  Program-Flexible  Progress  Payment  Proposal 
Audit  Program-Progress  Payments  Based  on  Cost  Incurred 
Audit  Program-Progress  Payments  Based  on  Percentage  or 
Completion 

Audit  Program-Quarterly  Limitation  on  Progress  Payment 
Audit  Report-Progress  Payments 
Audit  Responsibility-Progress  Payments 
Audit  Scope-Progress  Payments 
Comparative  Schedule  of  Progress  Payment  Submissions 
EAC  and  ETC-Progress  Payments 
Eligibility  for  Progress  Payments 
Flexible  Progress  Payment  Clause 
Interest-Progress  Payments 
Monitoring  Physical  Progress  vs.  Cost  Performance 
New  Contractors-Preaward  Surveys/Progress  Payments/Public 
Voucher 

Overpayment  on  Progress  Billings  due  to  Subcontract  Defective 
Pricing 

Pro  Forma-Progress  Payment  Report 

Progress  Payment  Audit  Report  Example-Negative  Assurance 

Progress  Payment  Audit  Report  Example-Positive  Assurance 

Progress  Payment  Clause 

Progress  Payment  Rate  Clause 

Progress  Payment  Submissions  Under  Different  Cost  Position 
Assumptions 

Progress  Payments  Based  on  Costs 
Progress  Payments-NASA 
Progress  Planning  PS&C 
Provisions  for  Progress  Payments 
Reduction  in  Progress  Payment  Rate 
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CAM  9-  902 
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CAM  G-  307 
DAP  DUS  (APPAYFLX) 
DAP  DIIS  (APPAYCOS) 
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DAP  DIIS  (APQLOP) 
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CAM  3-S102.  2 
PAM  90 

MRD  04/14/94  OPD052 

DAP  DIIS  (RPT-175) 
CAM  10-12Fig.l0-12-l 
CAM  10-12Fig.l0-12-2 
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PROGRESS/PROPERTY 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Review  of  Progress  Payments 
Review  of  Proposal  for  Flexible  Progress  Payment  Rate 
Reviewing  Advance/Progress/Partial  Payments-Termination 
Subcontractor-Progress  Payments 
Timing  of  Eligible  Costs  in  Progress  Payment  Request 
Workload  Planning/Audit  Staffing/Progress  Analysis-Resident 
Office 

PROHIBITION 

PL-97- 12  Prohibition  of  Certain  Insurance  Cost 
PROJECTED 

Pension  Cost-Projected  Benefit  Cost  Method 
Warehouse  Space-Projected  Business  Volume 

PROJECTION 

Graphical  Projection-Improvement  Curve 
Review  of  Cash  Flow  Projection 
Using  Historical  Data  for  Projection 
PROJECTS 

Educational  Institutions-Sponsored  Projects  Administration 
Review  Contractor  Capital  Investment  Projects 
Sponsored  Projects  Administration  Expenses-Educational 
Institutions 

Worker  Compensation-National  Defense  Projects  Rating  Plan 

PROMOTIONAL 

Publication  Costs-Contractor/Product  Capability  Promotional 
Items 

PROMPT  PAYMENT 

Prompt  Payment  Act-Interest  Penalty  for  Late  Payment 
.Property-Govemment-Furnished  (See  IPE) 

PROPERTY 

Administration  of  Government  Property  Furnished  to 
Contractors 

Audit  Disclosure-Management  of  Government-Furnished 
Property 

Audit  Objectives/Procedures-Government  Property 
Audit  Programs  for  Material  Costs-Govemment  Property 
Audit  Report-Government  Property 
Audits  of  Government  Property 
Basic  FAR/DFARS  Reference-Government  Property 
Contract  Regulation  on  Government  Property 
Depreciation  of  Capitalized  Leased  Property 
Depreciation/Rental  Charges-Govemment  Property 
Discussion  with  Contractor-Government  Property 
DoD  Policy  on  Furnishing  Facilities-Govemment  Property 
Educational  Institutions-Property  Accountability 
Final  Audit  Report-Government  Property 
Functions  of  Government  Property  Administrator 
Gain/Loss  on  Disposition  of  Depreciable  Property 


CAM 
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9-1400 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Government  Property 

Government  Property  Review  At  Other  Locations 

Government  Property  Review  Upon  Specific  Request 

Government  Property-Contract  Clause 

Government  Property-Contract  Clause 

Government  Property-Definition 

Government  Property-Use  &  Charge 

Government  Role  in  Review  of  Government  Property 

Insurance  for  Government-Owned  Property 

Internal  Audit  Functions-Govemment  Property 

IPE  on  Commercial  Work-Government  Property 

Material  Handling/Usage-Govemment  Property 

Related  Contract  Audit  Functions-Govemment  Property 

Rental  Cost  Including  Sale  &  Leaseback  of  Property 

Residual  Material/Intercontract  Transfer-Government  Property 

Review  of  Contractor  Report  on  Government  Property 

Review  of  Physical  Controls-Govemment  Property 

Review  of  Rental  Charges  for  Use  of  Government  Property 

Testing  of  Purchase  Costs-Goverament  Property 

Types  of  Government  Property 

Use  of  Government  Property  on  FMS 

.Proposal  Cost  (See  MP) 

.Proposal,  Request  For  RFP) 

PROPOSAL 

Accounting  Rate  of  Return  of  Capital  Investment  Proposal 

Addressing/Distributing  Audit  Report  on  Price  Proposal  Audits 

Appendix-Price  Proposal  Audit  Report 

Applicability  of  Labor  Cost  Data  in  Proposal 

Audit  Disclosure-Preparation  of  Price  Proposal 

Audit  Disclosure-Proposal  Procedures/Controls 

Audit  Program-CAS  Impact  Proposal 

Audit  Program-Flexible  Progress  Payment  Proposal 

Audit  Program-Price  Proposal 

Audit  Program-Price  Proposal  (Tailored) 

Audit  Program-Termination  Settlement  Proposal 
Audit  Report  on  Price  Proposal 
Audit  Report  on  Termination  Settlement  Proposal 
Audit  Report-Price  Proposal 
Basis  of  Contractor’s  Proposal-Audit  Report  Appendix 
Briefing  of  Contracts  &  Request  for  Proposal 
CAS-Adequacy  of  Cost  Impact  Proposal 
CAS-CAC/CHOA/GAC  Coordination  Cost  Impact  Proposal 
CAS-Conference/Report  on  Cost  Impact  Proposal  Reviews 
CAS-Cost  Impact  Proposal  Data  Requirements 
CAS-Cost  Impact  Proposal  Increased  Costs/Change 
CAS-Cost  Impact  Proposal-Implementation  Costs 


FAR  45.  000 
CAM  14-  406.  3 
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CAM  14-  603.  2 
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CAM  10-  300 
CAM  10-  700 
FAR  15.  805-5(E) 

CAM  10-  307.  1 
CAM  3-  200 
CAM  8-  503.  6 
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CAM  8-  504 
CAM  8-  502.  3 
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PROPOSAL/PROPOSAL 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


CAS-Failure  to  Submit  Cost  Impact  Proposal 
CAS-FAR  Requirements  for  Submission  of  Cost  Impact 
Proposal 

CAS-Requirements  for  Cost  Impact  Proposal 
CAS-Rcview  Cost  Impact  Proposal 
CAS-Types  of  Cost  Impact  Proposal  Reviews 
Coord,  with  Plant  Representative/ACO  for  Cap.tal  Investment 
Proposal 

Coordination  of  Request  for  Audit  Review  of  Price  Proposal 
with  PLA 

Coordination  Price  Proposal  with  Contracting  Officer 
Costs/Fee  Submitted  in  Settlement  Proposal-Termination 
Criteria  for  Adequate  Contract  Pricing  Proposal 
Data  Sheet  for  Pricing  Proposal  Audit  Report 
Data  Sheet-Price  Proposal  Audit  Report 
Difference-Price  Proposal  Audit  Report 
Discounted  Cash  Flow  Methods  in  Capital  Investment  Proposal 
Economic  Considerations  in  Price  Proposal 
Educational  Institutions-Proposal  Cost 
Evaluating  Adequacy  of  Cost/Pricing  Data  in  the  Proposal 
Evaluation  of  Data  Rights  Proposal 
Evaluation  of  Forward  Price  Proposal-Audit  Report 
Evaluation  of  Pension  Cost  for  Proposal 
Evaluation  of  Proposal  Format/Support-ESS 
Evaluation  of  Proposal  or  Claim  for  Equitable  Adjustments 
Exhibit/Schedule-Price  Proposal  Audit  Report 
Exit  Conference  on  Price  Proposal 
Field  Pricing  Report  on  Contract  Price  Proposal 
Field  Pricing  Report  on  Contract  Price  Proposal 
Format/Content  of  Price  Proposal  Audit  Report 
Incorporating  Cost  Avoidance  Recommendation-Price  Proposal 
Reviews 

Individual  Estimates  Review-Price  Proposal 
Intracompany  Proposal  in  Prime  Contract  Proposal 
Intracompany  Proposal  in  Prime  Contract  Proposal 
Intracompany/Subcontract  Price  Proposal  Auuit 
Report-Addressing 
Limitation-Profit  in  Price  Proposal 
Lower-Tier  Proposal  Not  in  Prime  Contract  Proposal 
Lower-Tier  Proposal  Not  in  Prime  Contract  Proposal 
Lower-Tier  Proposal-Basic  Responsibilities 
Methods  for  Evaluating  Capital  Investment  Proposal 
Narrative  Body  of  Price  Proposal  Audit  Report 
Outline  of  Report  on  Estimating  Deficiencies  Disclosed-Price 
Proposal 

Payback  Method  Approach  to  Capital  Investment  Proposal 


CAM  8-  503.  7 
CAM  8-  502.  2 

CAM  8-  502.  5 
CAM  8-  500 
CAM  8-  503.  1 
CAM  14-  606 

CAM  15-  305.  4 

CAM  9-  305 

CAM  12-  402.  2 
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CAM  9-  200 

CAM  9-  109 
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CAM  9-  308 

CAM  9-  311 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Payback  Reciprocal  Use  in  Capital  Investment  Proposal  CAM  14-  603.  3 

Performance  of  MAAR  without  Certified  Proposal  CAM  6-  706.  2 

Presentation-Information/Audit  Results- -Price  Proposal  Audit  CAM  10-  308 
Report 


Price  Proposal  Format/Support 

CAM  9- 

304 

Price  Proposal-Audit  Scope 

CAM  9- 

103.  3 

Price  Proposal-Comparative  Historical  Cost  Information 

CAM  9- 

103.  6 

Price  Proposal-Desk  Review 

CAM  9- 

103.  3 

Price  Proposal-Request  to  Report  by  Line  Item 

CAM  9- 

103.  5 

Price  Proposal-Sampling  Procedures 

CAM  9- 

103.4 

Price  Proposal-Scheduling  Audit  Report  Issuance 

CAM  9- 

103.7 

Price  Proposal-Technical  Report  Impact  on  Audit  Report 

CAM  9- 

103.  8 

Schedule 


Price  Proposal-Technical  Specialist  Assistance 

Pricing-Subcontract  Cost  in  Prime  Contractor  Proposal 

Prime  Contract  Price  Proposal  Audit  Report-Addressing 

Pro  Forma-Pricing  Proposal  Report 

Profit  in  Price  Proposal 

Proposal  Analysis 

Proposal,  Cost  Realism  Review 

Proposal-FAR  Definition 

Qualifications-Lack  of  Tech.  Rpt/CO  Approval  Price  Proposal 
Audit  Rpt 

Questioned  Costs-Price  Proposal  Audit  Report 
Responsibilities-Price  Proposal  Profit 
Review  of  a  Part  of  a  Proposal 
Review  of  Bid  Proposal  &  Contract  Provisions 
Review  of  Cost  Estimates/Price  Proposal 
Review  of  Proposal  for  Flexible  Progress  Payment  Rate 
Review  Part(s)  of  Price  Proposal 
Review/Briefing  of  Request  For  Proposal/Solicitation 
Sample  Cover  Sheet  for  Audit  Report  of  a  Subcontract 
Proposal 

Sample  Cover  Sheet  for  Audit  Report  of  Prime  Contract 
Proposal 

Sample  Format/Notification  of  Disclaimer  of  Opinion  on  Price 
Proposal 

Specialist  Assistance  in  Price  Proposal  Evaluations 
Subcontract  Proposal  in  Prime  Contract  Proposal 
Subcontract  Proposal  in  Prime  Contract  Proposal 
Subcontract  Proposal-Basic  Responsibilities 
Subcontract  Proposal-Field  Pricing  Support 
Subcontract  Proposal-Processing  Request  for  Audit  Review 
Submission  of  Indirect  Cost  Proposal 
Technical  Analysis  on  Contract  Kice  Proposal 
Termination  Settlement  Proposal  Format/Content 


CAM  D-  100 
DFR  215.  806(3) 

CAM  10-  303.  1 
DAP  DIIS  (RPT.210) 
CAM  9-  900 
FAR  15.  805 
CAM  9-311.4 
CAM  A300  31.001 
CAM  10-  308.  5 
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CAM  10-  2Fig.lO-2-2(a) 
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CAM  9-  lFig.9-1-1 

CAM  9-  306 
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PROPOSAL/PS  C 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Unresolved  Costs-Price  Proposal  Audit  Report 
Unsatisfactory  Conditions-Price  Proposal 
Unsupported  Costs-Price  Proposal  Audit  Report 

PROPOSED 

CAS-Review  of  Proposed  Price  Change 
Evaluation  of  Proposed  Labor  Rate-Graphic/Computational 
Evaluation  of  Proposed  Overhead 
Costs-Graphic/Computational 

PROPRIETY 

Propriety  of  Indirect  Cost  Rate  Structure 
Propriety  of  Rate  Structure 
PROSECUTION 

Educational  Institutions-Defense  and  Prosecution 
PROSPECTIVE 

Evaluation  of  Prospective  Indirect  Cost  Rate 

PROTECTION 

Facilities  Management  Plant  Protection  Review  Guide 

Industrial  Security/Plant  Protection  Costs 

Plant  Protection  Cost 

Protection  of  Audit  Report  Information 

Supplement-Address  List  for  Environmental  Protection  Agency 

Supplemental  Requirements-Environmental  Protection  Agency 

PROTEGE 

Mentor-Protege  Program  Cost 
PROTESTS 

Proceeding  Related  to  Bid  Protests 
PROXY 

Proxy  Solicitation 

PRP 

Environmental  Bad  Debts  of  Oth.^r  PRP 
Potentially  Responsible  Party  (F-RP)  for  Environmental  Clean- 
Up 
PSC 

Material  PS&C 

Production  Control  Activities  PS&C 
Production  Scheduling  and  Control  (PS&C)  Review 
Progress  Planning  PS&C 
PS&C  Review 

PS&C-Contract  Change  System  Review  Guide 
PS&C-Coordination  With  Government  Technical  People 
PS&C-In-Process  Production  Review  Guide 
PS&C-Scheduling  System  Review  Guide 
PS&C-Shop  Order  Release  System  Review  Guide 
PS&C-Subcontract  Administration  Review  Guide 
PS&C-Work  Management  Review  Guide 
Release  of  Shop  Order  PS&C 
Review  Objective  PS&C 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Review  Procedures  PS&C 

Shop  Forecasting  &  Loading  PS&C 

Testing  the  Procedures  PS&C 

.PS&C  Production  Scheduling  &  Control 

.PS&C  (See  also  CSCSQ 

.Public  Accountant  (See  CPA) 

PUBLIC  LAW 
CAS-Public  Uw  91-379 
PUBLIC  RELATIONS 

Allowability  of  Public  Relations/Advertising  Costs 

Applicability  of  FAR-Public  Relations/ Advertising  Costs 

Contractor  Accounting  System-Public  Relations  Costs 

Definition  of  Public  Relations/Advertising 

Educational  Institutions-Advertising  and  Public  Relations  Costs 

Public  Relations  and  Advertising  Costs 

Public  Relations  and  Advertising  Costs 

Publication  Costs-Public  Relations 

Review  of  Public  Relations  Costs 

PUBLIC  VOUCHER 

Deductions  of  Form-1  on  Public  Voucher  for 
Suspension/Disapprovals 

Delegation  of  Signatory  Authority-Public  Voucher 
Determination  of  Allowability  of  Costs  for  Public  Voucher 
Distribution  of  Public  Voucher 

New  Contractors-Preaward  Surveys/Progress  Payments/Public 
Voucher 

Review/ Approval  of  Interim  Public  Voucher 
PUBLICATION 
In-House  Publication  Cost 
Publication  Costs 

Publication  Costs-Contractor/Product  Capability  Promotional 
Items 

Publication  Costs-Employee  Welfare/Industrial  Relations 
Publication  Costs-Professional  and  Technical  Articles 
Publication  Costs-Public  Relations 
Publication  Costs-Selling/Marketing/Advertising 
Quality  Assurance  Reference  Publication 
Report  to  Regulatory  Agency-Preparation/Publication 
Report  to  Shareholders-Preparation/Publication  Cost 
PURCHASE 

Asset  Valuation/Revaluation-Purchase  Method-Business 
Combinations 

Audit  Disclosure-Handling  of  Spare  Parts  Purchase 
Contract  Clause  in  Purchase  Order  and  Subcontract-Purchase 
Review 

Contract  Clause  in  Purchase  Order  and  Subcontract-Purchase 
Review 
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PURCHASE/PURPOSE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Costing  of  Purchase  Before  Usage 
Credit  Due  Government  When  Assets  Written  Up  Under 
Purchase  Method 

EDP-Lease/Purchase  Analysis  Review  Guide 

EDPE  Lease  vs.  Purchase  Comparison  Other  Considerations 

Escalation  of  Foreign  Purchase 

MAAR  No.  13  Existence/Consumption  of  Purchase 

Purchase  Labor 

Purchase/Pooling  of  Interest  Methods-Business  Combinations 
Pyramiding  of  Cost  &  Profit  on  Material  Purchase 
Significance  of  Type  of  Subcontract  or  Purchase  Order 
Testing  of  Purchase  Costs-Govemment  Property 
Using  Previous  Purchase  Order  Price 
Write-ups/Direct  Purchase  of  Assets-Business  Combinations 
Write-ups/Write-downs/Stock  Purchase/Liquidation  of  Acquired 
Company 
PURCHASED 

Audit  of  Incurred  Material  Cost  and  Purchased  Service 
Purchased  Insurance 
Purchased  Insurance  Premium  Cost 
.Purchases  (See  also  Material) 

.Purchasing  System  Survey-Contractor  (See  CPSR) 
PURCHASING 

Audit  Disclosure-Purchasing/Subcontracting  Practices 
Audit  Objective-Purchasing  System  Review 
Audit  Program-Purchasing  Control 
Audit  Scope-Purchasing  System  Review 
Compliance  Review  and  Policy/Procedure-Purchasing  Systems 
Review 

Contractor  Purchasing  System  Review  (CPSR) 

Effect  of  Purchasing  Procedures  on  Price  Paid 
General  Audit  Policy-Purchasing  System  Review 
Internal  Control  Matrix-Purchasing  Control 
Management  of  Purchasing-Purchasing  System  Review 
Management  of  Purchasing-Purchasing  System  Review 
Material  Purchasing  and  Subcontracting 
Purchasing  System  Review 

Purchasing/Subcontracting  Practices-NASA  Contracts 
Purchasin^Subcontracting  System  Reviews  (CPSR) 
Reproduction  Supply-Purchasing  Review  Guide 
PURPOSE 

CAS  402-Consistency  in  Allocating  Costs  Incurred  for  Same 
Purpose 

Data  Stratification  for  Audit  Purpose 

Data  Stratification  for  Audit  Purpose-Sampling 

Purpose  &  Applicability  of  the  CAM 

Purpose  &  Scope-CAS  Initial  Adequacy  Audit  Report 
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9-  406.  2 

CAM 

14-  405.  3 

CAM 

9-  404.  3 

CAM 

7-1705.  4 

CAM 

7-1705.  5 

CAM 

6-300 

CAM 

A300  31.  205-19 

CAM 

7-  505 

CAM 

3-S105 

CAM 

5-  604 

DAP 

DIIS  (APPURC) 

CAM 

5-  605 

CAM 

5-  606 

CAM  5-1302.  2 

CAM  9-  404.  2 

CAM  5-  603 

DAP  DIIS  (ICM-PURC) 

CAM  5-  608 

CAM  5-  608 

CAM  6-  310 

CAM  5-  600 

CAM  3-S204 

CAM  5-1302 

OAG  13,030.405 

CAM  8-  402 

CAM  B-  500 
CAM  B-  600 
CAM  0-  002 
CAM  10-  804.  1 
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TOPIC 


SOURCE/REFERENCE 


Purpose  of  FASB  86 

Purpose/Scope  of  Audit-Claim  Audit  Report 
Purpose/Scope  of  Audit-Cost  Impact  Statements 
Purpose/Scope  of  Audit-Final  Audit  Determined  Indirect  Cost 
Rate 

Purpose/Scope  of  Audit-Termination  Audit  Report 
Purpose/Scopc  of  Audit-Final  Procurement  Determined  Indirect 
Cost  Rate 

Purpose/Scope-CAS  Compliance  Audit  Report 
Purpose/Scope-Compliance  Audits  of  Revised  Disclosure 
Statements 

Purpose/Scopc-Functional/Operational  Report 
Purpose/Scopf-Noncompliance  w/Disclosed/Est  Prac/CAS/FAR 
Use  of  ACRS  for  Financial  Accounting  Purpose 

PYRAMIDING 

Pyramiding  of  Cost  &  Profit  on  Material  Purchase 
Pyramiding  of  Profit  on  Subcontract 
QUALIFICATIONS 

Examples  of  Report  Appendix  Statements  on  Technical 
Qualifications 
Qualifications  of  Auditor 

Qualifications-Lack  of  Tech.  Rpt/CO  Approval  Price  Proposal 
Audit  Rpt 
QUALIFIED 

Qualified  Opinion-Cost/Pricing  Data 
QUALIFIERS 

Circumstances  and  Summary  of  Audit  Results  Qualifiers 
QUALITATIVE 

Evaluation  of  Quantitative/Qualitative  Utilization  of  Labor 

QUALITY 

Audit  Re^rt  Quality 

Characteristics  of  a  Quality  Audit  Report 

Costs  of  Correcting  Quality  Control  Program  Deficiencies 

DCAA  Quality  Control  System 

Importance  of  Audit  Report  Quality 

Quality  Assurance  Inspection  Sampling  Plan  Review  Guide 

Quality  Assurance  Material  Board  Review  Guide 

Quality  Assurance  Operations 

Quality  Assurance  Records  Review  Guide 

Quality  Assurance  Reference  Publication 

Quality  Assurance  Terms  &  Techniques 

Quality  Assurance  Work  Management/Staffing  Review  Guide 

Quality  Control  of  Audit 

Quality  of  Audit  Evidence 

QUANT 

Correlation  Analysis  Application  Procedures  -  E-Z  Quant 
E-Z  Quant  Computer  Program-Improvement  Curve 


CAM 

7-  104.  2 

CAM 

10-1104.  1 

CAM 

10-  808.  1 

CAM 

10-  504.  1 

CAM 

10-  703.  1 

CAM 

10-  504.  1 

CAM 

10-  805.  1 

CAM 

10-  807.  1 

CAM 

10-405 

CAM 

10-  806.  1 

CAM 

7-  405.  4a 

CAM 

9-  404.  5 

CAM 

3-S105.  1 

CAM 

D-304 

CAM 

2-  202 

CAM 

10-  308.  5 

CAM 

9-  209.  2 

CAM 

D-303 

CAM 

6-412 

CAM 

10-  100 

CAM 

10-  103 

CAM 

7-1909.  1 

CAM 

2-SlO 

CAM 

10-  102 

OAG 

12,020.403 

OAG 

12,020.404 

OAG 

12,020 

OAG 

12,020.402 

OAG 

12,020.502 

OAG 

12,020.501 

OAG 

12,020.401 

CAM 

2-  205 

CAM 

3-  104.13 

PAM 

91, Sect. 4 

CAM 

F-405 

DCAA  Contract  Audit  Manual 


January  1995 


179 

QUANT/RANDOM 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Improvement  Curve  Application  Procedures  -  E-Z-Quant 
Quantitative  Methods  for  Auditors  -  E-Z-Quant 
Statistical  Sampling  Application  Procedures  -  E-Z-Quant 
QUANTITATIVE 

Evaluation  of  Quantitative/Qualitative  Utilization  of  Labor 
Quantitative  Measurements-Repair/Rework  Cost 
Quantitative  Methods  for  Auditors  -  E-Z-Quant 
Use  of  Quantitative  Methods/EDP  in  Contract  Audit 
QUANTITY 

Economic  Order  Quantity-Material  Requirements 
Evaluating  Quantity  Estimates 
QUARTERLY 

Annual  vs  Quarterly  Forecasts-Economic 

Audit  Program-Quarterly  Limitation  on  Progress  Payment 

QUESTIONED  COSTS 

Questioned  Costs-Price  Proposal  Audit  Report 

Questioned  Costs-Termination  Audit  Report 

QUESTIONING 

Basis  for  Questioning  Indirect  Cost 
QUESTIONNAIRE 

Audit  Program-Internal  Control  Questionnaire  $5-70  CCFY 
Audit  Program-Internal  Control  Questionnaire  Over  $70M 
CCFY 
QUEUING 

Reproduction-Queuing  Analyses 

QUI 

Allowability  of  Legal  Cost  Associated  with  Qui  Tam  Suits 
Qui  Tam  Actions  Under  the  Civil  False  Claim  Act 
QUICK 

Quick  (Early)  Closeout  Procedures 
Quick  Closeout  Procedures 
Quick  Closeout  Procedures-CACS 
.R&D  (See  IR&D) 

RADIO 

Television/Radio  Stations-Educational  Institutions 

RANDOM 

Examples  of  Use  of  Systematic  Random  Selection 
Method-Sampling 

Items  Identified  by  Series  of  Consecutive  Numbers-Random 
Sampling 

Items  Identified  by  Sets  of  Numbers-Random  Sampling 

Random  Selection  Methods 

Random  Selection  Procedures-Sampling 

Random  Selection-Sampling 

Systematic  Random  Selection 

Systematic  Random  Selection-Sampling 

Unrestricted  Random  Selection  Procedures 


PAM 

91,Sect.5 

PAM 

91 

PAM 

91,Sect.3 

CAM 

6-412 

OAG 

12,030.303 

PAM 

91 

CAM 

3-  104.16 

OAG 

11,030.404 

CAM 

9-  403.  1 

PAM 

74,pg.l7.19 

DAP 

DIIS  (APQLOP) 

CAM 

10-  308.  1 

CAM 

10-  705.  1 

CAM 

6-  608.  3 

DAP 

DIIS  (SHORTICQ) 

DAP 

DIIS  (LONGICQ) 

OAG 

13,030.502 

MRD 

06/20/94  PAD  100 

CAM 

4-709 

CAM 

6-  610.  2 

CAM 

6-1009 

CAM 

10-  906 

CAM 

13-  510.  2 

CAM 

B-  705.  1 

CAM 

B-  704.  1 

CAM 

B-  704.  2 

CAM 

B-  600 

CAM 

B-  700 

CAM 

B-  702 

CAM 

B-  605 

CAM 

B-705 

CAM 

B-  604 
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TOPIC 


SOURCE/REFERENCE 


Unrestricted  Random  Selection  Procedures-Sampling 
RANDOMNESS 

How  Randomness  may  be  Obtained 

How  Randomness  May  Be  Obtained-Sampling 

RANGE 

Asset  Depreciation  Range  (ADR)  Guidelines 
Cost  of  Long-Range  Management  Planning 
Strategic  or  Long  Range  Planning  Budget 
.Rate  Agreement-Forward  Pricing  (See  FPRA) 

RATE 

Accounting  Rate  of  Return  of  Capital  Investment  Proposal 
Appendix-Billing  Rate-Annual  Incurred  Cost  Audit  Report 
Audit  Program-Forward  Pricing  Rate  and  Factor 
Audit  Report-Final  Procurement  Determined  Indirect  Cost 
Rate 

Average  Labor  Rate 

Billing  Algorithm-Rate  Development  Example 
Billing/Final  Indirect  Cost  Rate 
Cost  of  Money  Rate 
Cost  of  Money  Rate 
Cost  of  Money  Rate-CAS  414 
Cost  of  Money  Rate-Penalty  for  Unallowable  Cost 
Determination  of  Special  Facilities  Costing  Rate 
Ed.  Institutions-Adjustments  Previously  Negotiated  Indirect 
Rate 

Educational  Institutions-Determination/Application-Indirect 
Rate 

Educational  Institutions-Individual  Rate  Component 
Educational  Institutions-Negotiated  Fixed  Indirect  Rate 
Carryforward 

Educational  Institutions-Predetermined  Fixed  Rate  for  Indirect 
Cost 

Establishing  Indirect  Cost  Rate 
Establishing  Indirect  Cost  Rate-Educational  Institutions 
Establishment  of  Final  Indirect  Cost  Rate  by  Audit 
Determination 

Establishment  of  Final  Indirect  Cost  Rate  by  CO  Negotiation 
Establishment  of  Final  Indirect  Cost  Rate-Contractor 
Nonagreement 

Evaluation  of  Estimated  Direct  Labor  Rate 
Evaluation  of  Proposed  Labor  Rate-Graphic/Computational 
Evaluation  of  Prospective  Indirect  Cost  Rate 
Evaluation-Correlation  of  Hourly  Labor  Rate/Number  of 
Employee 

Factors  Influencing  Validity  of  Average  Labor  Rate 
Forward  Pricing  Rate  Agreement  (FPRA) 


CAM  B-  704 

CAM  B-  603 
CAM  B-  703 

CAM  7-  405.  2 
CAM  A300  31.  205-12 
CAM  5-  507 


CAM  14-  603.  2 
CAM  10-  506.  3 
DAP  DIIS  (APIRATES) 
CAM  10-  500 

CAM  9-  505.  2 
CAM  7-  102.  5 
CAM  6-  706.  1 
MRD  07/07/94  PAD108 
MRD  02/02/94  PCD025 
CAM  8-  414.  lc.(4) 
CAM  6-  608.  4g.(2)(b) 
CAM  7-  305 
CAM  13-Sl  C.9 

CAM  13-Sl  G 

CAM  13-Sl  G.7 
CAM  13-Sl  G.5 

CAM  13-Sl  G.4 

FAR  42.  700 
CAM  13-  600 
CAM  6-  708 

CAM  6-  709 
CAM  6-  708.  3 

CAM  9-  505 
CAM  E-  405 
CAM  9-  704 
CAM  E-  4Fig.E-4-2 

CAM  9-  505.  7 
CAM  9-1200 
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RATE/RATE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


? 


TOPIC 


SOURCE/REFERENCE 


Forward  Pricing  Rate  Recommendation  (FPRR) 

Indirect  Cost  Rate  Ceiling 

Indirect  Cost  Rate  for  Sponsored  Agreement-Educational 
Institutions 

Indirect  Rate  for  Training  and  Other  Non-Research  Agreement 
Individual  Employee  Labor  Rate 
Interest  Rate  Applicable  to  Amounts  Due  on  Claim 
Interest  Rate  Applicable  to  Postaward  Audit 
Interest  Rate  for  Postaward  Audit 
Interest  Rate  for  Postaward  Audit  Price  Adjustment 
Interest  Rate  for  Postaward  Audit  Price  Adjustment 
Joint  Logistics  Commanders  Rate  of  Change 
Labor  Usage-Impact  on  Rate 
Negotiated  Fixed  Rate-Educational  Institutions 
Other  Variations  in  Rate  of  Improvement  Curve  &  Cost  Level 
Pre-Established  Labor  Rate 
Predetermined  Fixed  Indirect  Cost  Rate-Educational 
Institutions 

Pro  Forma  Final  Indirect  Cost  Rate  Agreement 
Progress  Payment  Rate  Clause 
Propriety  of  Indirect  Cost  Rate  Structure 
Propriety  of  Rate  Structure 

Purpose/Scope  of  Audit-Final  Audit  Determined  Indirect  Cost 
Rate 

Purpose/Scope  of  Audit-Final  Procurement  Determined  Indirect 
Cost  Rate 

Rate  for  Educational  Service  Agreement-Educational 
Institutions 

Rate  Identification  and  Support-FPRA 
Reduction  in  Progress  Payment  Rate 
Review  of  Proposal  for  Flexible  Progress  Payment  Rate 
Sample  of  Corporate  Expense  Rate-GOCO  Activities 
Summary  of  Audit-Indirect  Rate 
Time  Series  Chart  Example-Evaluation  of  Direct  Labor  Rate 
Treasury  Rate-CAS  414 
Treasury  Rate-Defective  Pricing  Interest 
Treasury  Rate-Penalty  for  Unallowable  Cost 
Trend  of  Labor  Cost/Rate  Experience 
Under/Over  Absorbed  Cost-Predetermined  Rate 
Use  of  Permanent  Audit  Files  in  Evaluation  of  Direct  Labor 
Rate 

Value  of  Pre-Established  Labor  Rate 
Variations  in  Rate  of  Production-Improvement  Curve 
Verification  of  Rate  Calculation/Indirect  Cost  Distribution 
Worker  Compensation-State  Bureau  Rate 


CAM  9-1202.  2 
CAM  9-  704.  4 
CAM  13-  602 

CAM  13-606 
CAM  9-  505.  1 
CAM  14-208 
MRD  01/12/94  PFD006 
MRD  11/17/93  PFD228 
MRD  09/14/94  PFD150 
MRD  07/11/94  PFD109 
PAM  74,pg.9-10 
CAM  9-  505.  4 
CAM  13-  605 
CAM  F-  506 
CAM  9-  505.  3 
CAM  13-604 

CAM  6-  7S1 
DFR  252.  232-7004 
CAM  9-  704.  3 
CAM  9-  704.  3 
CAM  10-  504.  1 

CAM  10-  504.  1 

CAM  13-  602.  1 

CAM  9-1204 
MRD  12/07/93  PAD245 
CAM  9-1400 
CAM  6-10Fig.6.6-l 
CAM  10-  504.  4 
CAM  E-  4Fig.E-4-l 
CAM  8-  414.  lc.(4) 
CAM  14-  124c.(4) 

CAM  6-  608.  4g.(2)(b) 
CAM  9-  505.  6 
CAM  7-  305.  3 
CAM  9-  505.  5 

CAM  9-  505.  3 
CAM  F-  505 
CAM  6-  610 
CAM  7-  507.  2 
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TOPIC  SOURCE/REFERENCE 

RATED 


Worker  Compensation-Retrospectively  Rated  Plan 
RATES 

Audit  Report-Final  Audit  Determined  Indirect  Cost  Rates 

RATING 

RATIO 

Elimination  of  Reserve  Ratio  Test 
Supervisory/Subordinate  Ratio  Comparison 
READABILITY 
Readability  of  the  Audit  Report 

READER 

The  Reader’s  Perspective  in  Audit  Report 
REAL 

Real/Estimated  Cost  Differential-Special  Facilities 
REALISM 

Proposal,  Cost  Realism  Review 
REARRANGEMENT 

Educational  Institutions-Rearrangement/Alteration  Cost 

Plant  Rearrangement 

REASONABLE 

Educational  Institutions-Reasonable  Cost 
REASONABLENESS 

Definition  of  Reasonableness-Commercial  Organization 
Eval.  of  Reasonableness-Nonunion  Compensation(CSRs)-FAR 
31.205-6(b) 

Reasonableness  of  Accounting  Costs  in  Relation  to  Benefits 

Reasonableness  of  Compensation  Cost 

Reasonableness  of  Contractor-Owned/Leased/Chartered  Aircraft 

Reasonableness  of  Costs 

Reasonableness  of  Environmental  Costs 

Reasonableness  of  Selling  Costs 

Reasonableness  of  Special  Termination  Plan  Costs 

Reasonableness-Compensation  for  Personal  Service 

Work  Sampling-Assessing  the  Reasonableness  of  Labor  Costs 

REBATES 


CAM  7-  507.  2 
CAM  10-  500 


CAM  7-  405.  3 
OAG  12,040.300 

CAM  10-  104.  6 

CAM  10-  104.10 

CAM  7-  305.  2 

CAM  9-311.4 

CAM  13-Sl  J.35 
CAM  9-  703.  9 

CAM  13-Sl  C.3 

CAM  A300  31.  201-  3 
CAM  6-413.2 

CAM  6-  505.  1 
CAM  6-413 
CAM  7-1003.  4 
CAM  6-  608.  3c 
CAM  7-1920.  5 
CAM  7-1305 
CAM  7-1907.  7 
CAM  A300  31.205-6 
CAM  1-  104 


Assignment  of  Credit/Refund/Rebates  CAM  6-  203.  Ic 

RECEIPT 


New  Mexico  Gross  Receipt  Tax 

Receipt  of  Completion  Voucher 

Receipt  of  Completion  Voucher 

Timeliness  of  Receipt/Review  of  Completion  Voucher 

RECEIVABLE 

Accounts  Receivable  Confirmation  Request/CPA  Firms 
RECEIVING 

Designated  Representative  for  Receiving  Cost/Pricing  Data 
Material  Receiving  and  Inspection 


MRD  07/07/94  PAD106 
CAM  6-1008.  1 
CAM  10-  902 
CAM  6-1008.  3 

CAM  4-  203 

CAM  14-106 
CAM  6-  311 
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RECEIVING/RECORDS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Material  Receiving  Review  Guide 
Material  Receiving/Inspection/Storing/Issuing 
Receiving  and  Inspection 

RECIPROCAL 

Payback  Reciprocal  Use  in  Capital  Investment  Proposal 
RECOMMENDATION 

Audit  Followup-Resolution  of  Contract  Audit  Report 
Recommendation 

Audit  Report  Recommendation  Statement 
Conditions/Recommendation-Noncompliance  w/Disclosed/Est 
Prac/CAS/FAR 

Contracting  Officer  Treatment-Audit  Report  Recommendation 
Forward  Pricing  Rate  Recommendation  (FPRR) 

Incorporating  Cost  Avoidance  Recommendation-Price  Proposal 
Reviews 

Recommendation  of  Penalties  Based  on  Results  of  Statistical 
Sampling 

Statement  of  Conditions/Recommendation-CAS  Initial 
Adequacy 
Statement  of 

Conditions/Recommendation-Functional/Operational  Report 
Statement  of  Conditions/Recommendation-Revised  Disclosure 
Statements 

Unsatisfactory  Conditions/Other  Recommendation-Claim  Audit 
Report 

RECONCILIATION 

CSCSC-Reconciliation  of  CPR/CIR/CFSR  Data 
Reconciliation  and  Account  Analysis-Educational  Institutions 
Reconciliation  of  Incurred  Cost  to  Records 
Reconciliation-Contract  Cost  Representations  to  Cost  Records 

RECONSIDERATION 

Claim-Contractor  Request  for  Reconsideration-Disapproved 
Costs  Form  1 
RECONVERSION 

Educational  Institutions-Reconversion  Cost 

Plant  Reconversion  Cost 

RECORDS 

Access  to  Contractor  Records 

Access  to  Records  on  Replies  to  GAO  Report 

Access  to  Records-Resolution  of  Contractor  Denial 

Contracting  Officer  Records  of  Price  Negotiation 

CSCSC  Surveillance  Reviews-Denial  of  Access  to  Records 

Denial  of  Access  to  Records-Impact  of  Contractor  Denial 

GAO  Access  to  Audit  Kt^ords  &  Files  (DODD  7650.1) 

G.AO  Access  to  Audit  Records  and  Files  on  Completed  Audits 
GAO  Access  to  Audit  Records  and  Files  on  Incomplete  Audits 
Government  Rights  of  Access  to  Records 


OAG  11,020.401 
OAG  11,020 
CAM  5-  710.  1 

CAM  14-  603.  3 

CAM  15-  603.  3 

OAG  1040.2 
CAM  10-  806.  5 

CAM  15-  403.  4 
CAM  9-1202.  2 
CAM  9-  308 

MRD  04/08/94  PAD060 

CAM  10-  804.  5 

CAM  10-413 

CAM  10-  807.  6 

CAM  10-1104.  4 


CAM  11-207 
CAM  13-  504 
CAM  6-  609.  1 
CAM  4-  509.  1 

CAM  6-  908 


CAM  13-Sl  J.36 
CAM  A300  31.  205-31 

CAM  1-  504 
CAM  1-  203.  3 
CAM  1-  504.  5 
CAM  14-  111 
CAM  11-  209.  2f 
CAM  1-  504.  6 
CAM  1-  203 
CAM  1-  203.  1 
CAM  1-  203.  2 
CAM  14-  110 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Industrial  Relations  Report  &  Records  Review  Guide 
Procedures  for  Requesting  Access  to  Records 
Procedures  if  Contractor  Denies  Access  to  Records 
Quality  Assurance  Records  Review  Guide 
Reconciliation  of  Incurred  Cost  to  Records 
Reconciliation-Contract  Cost  Representations  to  Cost  Records 
Records  Destroyed  or  Not  in  Condition  for  Audit 
Records  of  Price  Negotiation  (PNM) 

Records  Retention  Clause-Negotiation 
Records  Retention  Clause-Sealed  Bidding 
Statutory/Regulatory  Requirements  for  Access  to  Contractor 
Records 

RECOUPMENT 

Recoupment  of  Government  Investment  in  Nonrecurring  Costs 
Recoupment  of  Nonrecurring  Costs  on  Sale  of  U.S. 

Product/Technology 
RECOVERY 
ACRS  Recovery  Period 

Carry  Forward  of  Under/Over  Recovery-Educational 
Institutions 

Economic  Recovery  Tax  Act  of  1981 -ACRS 
Excessive  Cost  Recovery  Due  to  Operation  of  EPA  Clause 
Insurance  Recovery  for  Environmental  Costs 
TRASOPS-1981  ^onomic  Recovery  Act 
RECRUITING 

Educational  Institutions-Recruiting  Cost 

RECRUITMENT 

Recruitment  Cost 

Recruitment  Review  Guide 

Review  of  Recruitment  Costs  and  Practices 

.Redetenninable-Fixed  Price  (See  FPR) 

REDUCTION 

Cost  Reduction  Programs  Review 

Cost  Reduction-Improvement  Curve  (Example) 

Improvement  Curve-Reduction  in  Cost  Level 
Reduction  in  Progress  Payment  Rate 
TRASOPS-1975  Tax  Reduction  Stock  Ownership  Plan 
Voluntary  Management  Reduction-Incurred  Indirect  Cost 
REFERENCE 

Abbreviations/Cross-Reference  Entries 
Basic  FAR/DFARS  Reference-Government  Property 
Field  Pricing  Support-FAR  Reference 
Improvement  Curve  Reference  Data  (Glossary) 

Material  Handling-Reference 
Quality  Assurance  Reference  Publication 
Reference-Change  of  Contractor’s  Organization-Business 
Combinations 


OAG  13,040.408 
CAM  1-  504.  3 
CAM  1-  504.  4 
OAG  12,020.402 
CAM  6-  609.  1 
CAM  4-  509.  1 
CAM  1-  505 
FAR  15.  808 
FAR  52.  215-2 
FAR  52.  214-26 
CAM  1-  504.  2 


CAM  9-  605.  8 
CAM  5-  203 


CAM  7-  405.  4b 
CAM  13-  605 

CAM  7-  405.  4 
CAM  9-  805 
CAM  7-1920.11 
CAM  A300  31.  205-  6 

CAM  13-Sl  J.37 

CAM  A300  31.  205-34 
OAG  13,040.405 
CAM  6-  408 


CAM  9-  317 
CAM  F-  4Fig.F-4-l 
CAM  F-  lFig.F-1-10 
MRD  12/07/93  PAD245 
CAM  A300  31.  205-6 
CAM  6-  604.  2 

CAM  TI-  003.  4 
CAM  14-  403.  1 
CAM  9-  102.  1 
PAM  14,pg.ll 
OAG  11,040.500 
OAG  12,020.502 
CAM  7-1709 
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REFERENCE/REGULATION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC  SOURCE/REFERENCE 


Source  Document  Reference  for  the  Keyword  Index 

CAM  TI-  004 

REFERENCING 

Referencing  the  Work  of  Others  in  Audit  Report 

CAM  4-1006 

REFERRAL 

Anti-Kickback  Statute  Act-Referral  Requirements 

CAM  4-  704.  4 

Audit  Activities  Subsequent  to  Referral-Continuing  Audits 

CAM  4-  702.  5 

Examples  of  Conditions  Warranting  Consideration  of  Fraud 

CAM  14-  121.  2 

Referral 

Suspected  Irregularity  Referral  Form 

CAM  4-  7Fig.4-7-2 

Suspected  Irregularity  Referral  Form 

DAP  DIIS  (2K-FORM) 

REFERRING 

Procedures-Referring  Fraud/Unlawful  Activity  Suspicion 

CAM  4-  702.  4 

REFUND 

Assignment  of  Credit/Refund/Rebates 

CAM  6-  203.  Ic 

Credit/Refund  cn  Cost-Type  Contracts 

CAM  6-  203 

Disposition  of  Refund  Paid  by  Check 

CAM  6-  203.  3 

Processing  Adjustments  for  Credit  &  Refund 

CAM  6-  203.  2 

Royalties  Refund 

FAR  27.  206 

Voluntary  Refund  for  Windfall  Profit 

CAM  4-  802 

REFUNDS 

Audit  Report-Voluntary  Refunds  for  Windfall  Profit 

CAM  4-  802.  4 

REFUSAL 

Contractor  Refusal  of  Cost  or  Pricing  Data 

FAR  15.  804-6(E) 

REGIONAL 

Memorandum  for  Regional  Directors/Revised  Audit  Policy 

DHl  5025.4 

Regional  Conference  with  GAO 

CAM  1-  205.  3 

Regional  Contract  Disputes  Coordinator-BCA  Cases 

CAM  15-  505 

Regional  EDP  Auditors/Computer  Specialist 

CAM  4-  503.  2 

Regional  Office  Assistance-ESS 

CAM  5-1203.  2 

Regional  Office  Liaison  with  GAO 

CAM  1-  205.  2 

Replies  to  Letter  Report  of  GAO  Regional  Offices 

CAM  1-  204.  2 

REGISTRY 

Registry/Transfer  Cost-Security  Issued  by  Contractor 

CAM  A300  31.  205-28 

REGRESSION 

Curvilinear  Regression  Analysis 

CAM  E-  203 

Example  of  Computerized  Regression 

CAM  E-  202.  3 

Examples  of  Manual  Computation-Regression 

CAM  E-  202.  2 

Graph  of  Simple  Linear  Regression  Line 

CAM  E-  2Fig.E-2-l 

Multiple  Regression  Analysis 

CAM  E-  204 

Other  Considerations-Regression  Analysis 

CAM  E-  208 

Prediction  Intervals-Regression/Correlation  Analysis 

CAM  E-  206 

Regression  &  Correlation  Analysis 

CAM  E-  200 

Simple  Linear  Regression  Analysis 

CAM  E-  202 

REGULATION 

Applicable  Contract  Regulation-Leasing  Costs 

CAM  7-  202 

CAS  Rule/Regulation 

CAM  8-  100 
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TOPIC 


SOURCE/REFERENCE 


CAS-CompHance  with  CAS  Rule/Regulation/Standards  and 
FAR 

Contract  Regulation  on  Government  Property 
Contract  Regulation-Educational  Institutions 
Definition/Regulation-Costs  of  Post-retirement  Benefits 
Federal/DoD  Regulation-Educational  Institutions 
NASA  Contracts-Special  Consideration-FAR/NASA 
Procurement  Regulation 
Pricing-Price  Set  by  Law  or  Regulation 
REGULATORY 

Legal/Regulatory  Requirements-Field  Work  Standards/Financial 
Audits 

Legal/Regulatory  Requirements-Field  Work 
Standards/Operations  Audits 
Report  to  Regulatory  Agency-Preparation/Publication 
Statutory/Regulatory  Requirements  for  Access  to  Contractor 
Records 

REIMBURSEMENT 

Adjustments  of  Interim  Indirect  Cost  Reimbursement 
Advance  Agreement-Cost  Reimbursement  Contract 
Claim-Bases  for  Preparing  Cost  Reimbursement 
Claim-Review  of  Procedures  for  Preparing  Reimbursement 
DCAA  Authority-Cost  Reimbursement  Voucher 
Evaluation  of  Contractor  Procedures  for  Preparing 
Reimbursement  Claim 

Expediting  0/H  Settlement/Completed  DoD  Cost- 
Reimbursement  Contracts 

Final  Audit  Report  on  Cost  Reimbursement  Contracts 
Frequency  of  Submission  of  Cost  Reimbursement  Claim 
Indirect  Cost  on  Cost-Reimbursement  Contracts 
Interim  Reimbursement 

Non-DoD  Agencies-Cost  Reimbursement  Voucher  Processing 
Procedures 

Preparation/Submission  of  Claim  for  Reimbursement  by 
Contractors 

Processing/Approval  Interim/Completion  Cost-Reimbursement 
Voucher 

Reimbursement  of  Indirect  Cost  on  Fixed-Price  Contracts 
Suspended/Disapproved  Costs  Under  Cost  Reimbursement 
Contracts 
REINVENTION 
Reinvention  Laboratories 
REJECTED 

Rejected  Items-Terminations 
REJECTING 

Rule  for  Establishing  Cognizance/ Accepting/Rejecting  Non-DoD 
Request 


CAM  8-  300 

CAM  14-  403 
CAM  13-  200 
CAM  7-  609.  1 
CAM  13-  207 
CAM  7-1507 

FAR  15.  804-3(D) 

CAM  2-  304 

CAM  2-  504 

CAM  A300  31.  205-28 
CAM  1-  504.  2 


CAM  6-  705.  2 
CAM  6- 1005a 
CAM  6- 1005c 
CAM  3-  2S1 
CAM  6-1003 
CAM  6-1006 

CAM  6-lOSl 

CAM  10-  900 
CAM  3-  2S1 
CAM  6-  704.  1 
CAM  6-  705 
CAM  15-103 

CAM  6-1004 

CAM  6-1000 

CAM  6-  705.  3 
CAM  6-  900 
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TOPIC 


SOURCE/REFERENCE 


REJECTIONS 

Segregation/Control  of  Data  Rejections/Adjustments/Corrections 

RELATIONSHIP 

DCAA  Relationship  with  Government  Internal  Audit 
Organization 

DCAA  Relationship  with  Government  Legal  Counsel/Boards  of 
Review 

DCAA  Relationship  with  Investigative  Agencies  of  the 
Government 

DCAA  Relationship  with  Members  of  Congress  & 

Congressional  Committees 
DCAA  Relationship  with  Military  Inspector  General 
DCAA  Relationship  with  Other  Boards 
DCAA  Relationship  with  the  ASBCA 
DCAA  Relationship  with  the  Internal  Revenue  Service  (IRS) 
Determining  the  Actual  Relationship  Between  the  Business 
Organization 

Generally  Accepted  Auditing  Standards/Relationship  to  DCAA 
Audits 

Parametric  Cost  Estimating-Logical  Relationship 
Relationship  Between  FAR  &  IRS  Rule-Depreciation 
Relationship  of  ICAPS  &  Mandatory  Annual  Audit 
Requirements  (MAARs) 

Relationship  with  Contractors 

Relationship  with  the  News  Media 

Relationship-Contractor  Intemal/Extemal  Auditors 

Relationship-DCAA  &  GAO 

Relationship-DCAA  &  Other  Government  Organization 

Relationship-DCAA  to  Procurement/Contract  Administration 

Relationship-DCAA/the  Office  of  the' Secretary  of  Defense 

Time  Relationship-Scatter  Diagram 

RELEASE 

PS&C-Shop  Order  Release  System  Review  Guide 
Release  of  Audit  Report  to  the  Contractor 
Release  of  Shop  Order  PS&C 
Release  of  Subcontract  Audit  Report  to  the  Higher-Tier 
Contractor 

Release-Subcontractor  Data  to  Higher-Tier  Contractors 
Subcontractor  Data-Release  to  Higher-Tier  Contractor 
Subcontractor  Objections  to  Release  of  Audit  Results 

RELIABILITY 

Developing  Reliability  Goal-Attributes 
Developing  Reliability  Goal-Variables 
RELIANCE 

Impact  of  Other  Sources  of  Reliance  on  Amount  of  Sampling 
Reliance  on  Non-Federal/lnternal  Audit  Work 
Reliance-Contract  Auditor  Sources  of 


CAM  4-  509.  2 

CAM  1-  404 

CAM  1-  407 

CAM  1-  406 

CAM  1-  409 

CAM  1-  405 
CAM  1-  407.  2 
CAM  1-  407.  1 
CAM  1-  408 
CAM  7-1807 

CAM  2-  100 

CAM  9-1004.  1 
CAM  7-  402.  3 
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CAM  1-  500 
CAM  1-  600 
CAM  4-  202 
CAM  1-  202 
CAM  1-  400 
CAM  1-  403.  1 
CAM  1-  103 
CAM  E-  104.  5 

OAG  14,010.401 
CAM  10-  206.  2 
CAM  14-  705.  4 
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TOPIC 


SOURCE/REFERENCE 


RELIEF 

Claim  for  Extraordinary  Relief 

Claim  for  Extraordinary  Relief  Under  50  U.S.C.  1431-1435 

RELOCATION 

Allowability  of  Employee  Relocation-FAR  31.205-35 
Applicability  of  JTR  to  Relocation  Per  Diem  Costs 
Employee  Assignment  not  Covered  by  the  Relocation  Cost 
Principles 

Employee  Relocation  Costs 

Employee  Travel/Relocation  Costs 

Income  Tax/FICA  Payment  Incident  to  Relocation  Cost 

Mass  Relocation 

Relocation  Cost 

State/Local  Transfer  Tax-Employee  Relocation 
Unallowable  Relocation  Costs 

RELY 

Deciding  Whether  to  Rely  On  the  Work  of  Others 
General  Evaluation  Criteria  to  Rely  on  the  Work  of  Others 
RELYING 

Documentation  Requirements-Relying  on  the  Work  of  Others 

Relying  Upon  the  Work  of  Others 

REMOTE 

Audit  of  Small  Cost-Type  Contracts  at  Remote  Defense 
Installations 
RENTAL 

Depreciation/Rental  Charges-Govemment  Property 
Educational  Institutions-Rental  Cost  of  Buildings/Equipment 
Estimated  Rental  Cost  of  Machinery  &  Equipment 
Rental  Cost  Including  Sale  &  Leaseback  of  Property 
Rental  Cost  Under  Unexpired  Lease-Terminations 
Review  of  Rental  Agreement 

Review  of  Rental  Charges  for  Use  of  Government  Property 
Termination-Rental  Cost  Under  Unexpired  Lease 
RENTED 

Construction  Plant  &  Equipment  Rented  From  Others 
REORGANIZATION 

Contractor  Reorganization  and  Restructuring 
Organization/Reorganization 
Organization/Reorganization  Cost 
Organization/Reorganization  Costs-Business  Combinations 

REPAIR 

Educational  Institutions-Maintenance/Repair  Cost 
Graphic  Analysis-Repair/Rework  Cost 
Maintenance  &  Repair  Cost 
Minor  Rework  &  Standard  Repair 
Pricing  of  Sole  Source  Repair  Parts 
Quantitative  Measurements-Repair/Rework  Cost 


CAM  12-  900 
CAM  14-  202.  2 

CAM  7-1004.  2 
CAM  7-1004.  3 
CAM  7-1004.  4 

CAM  7-1004 
CAM  7-1000 
CAM  A300  31.  205-35 
CAM  7-1005.  6 
CAM  A300  31.  205-35 
CAM  7-1006.  7 
CAM  7-1004.  5 

CAM  4-1004 
CAM  4-1004.  1 

CAM  4-1005 
CAM  4-1000 

CAM  1-  4S1 


CAM  14-  405.  8 
CAM  13-Sl  J.38 
CAM  9-  703.11 
CAM  A300  31.  205-36 
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CAM  9-  703.11 
CAM  14-  406.  2 
CAM  A300  31.  205-42 

CAM  A300  31.  105(d) 

MRD  03/21/94  PAD047 
CAM  A300  31.  205-47 
CAM  A300  31.  205-27 
CAM  7-1707 
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TOPIC 


SOURCE/REFERENCE 


Repair-Test  Equipment 
Repair/Rework  vs  Scrap 

Repair/Rework/Replacement  Cost-Review  Guide 
Repair/Rework/Replacement-Nonconforming  Material 
Tear  Down  Cost  for  Repair/Rework 
REPUCEMENT 

Repair/Rework/Replacement  Cost-Review  Guide 
Repair/Rework/Replacement-Nonconforming  Material 
Severance  Payments  Made  When  There  Is  a  Replacement 
Contractor 

REPLIES 

Access  to  Records  on  Replies  to  GAO  Report 

PLA  Assistance  in  Replies  to  General  Accounting  Office  Report 

Replies  to  Congressional  Inquiries 

Replies  to  GAO  Headquarters  Report 

Replies  to  GAO  Report 

Replies  to  Letter  Report  of  GAO  Regional  Offices 

REPORT 

Access  to  Records  on  Replies  to  GAO  Report 
ACO  Processing  of  the  Report-ESS 
Active  and  Passive  Voice  in  Audit  Report 
Additional  Guidance  Applicable  to  Principal  Types  of  Report 
Addressing/Distributing  Audit  Report  on  Price  Proposal  Audits 
Addressing/Distributing  Report-Defective  Pricing 
Advance  Agreement/Special  Contract  Provisions-Claim  Audit 
Report 

Advisory  Indirect  Cost  Audit  Report  Exhibit 
Advisory  Overhead  Audit  Report  Exhibit 
Annual  Incurred  Cost  Audit  Report-Appendix 
Appendix-Billing  Rate-Annual  Incurred  Cost  Audit  Report 
Appendix-Claim  Audit  Report 
Appendix-Price  Proposal  Audit  Report 
Appendix-Special  Comments-Annual  Incurred  Cost  Audit 
Report 

Appendix-Termination  Audit  Report 
Assist  Audit  Report-Termination  Audit  Report 
Assist  Audit  Report-Termination  Audit  Report 
Assistance  After  Report  Issuance-Should  Cost  Review 
Audit  Followup- Audit  Report  Tracking 
Audit  Followup-Reportable  Contract  Audit  Report 
Audit  Followup-Resolution  of  Contract  Audit  Report 
Recommendation 

Audit  Report  -  CAS  Compliance  Audits 
Audit  Report  Addressee 
Audit  Report  Cause  Statement 
Audit  Report  Condition  Statement 


OAG 

11,010.405 

OAG 

12,030.406 
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TOPIC 

Audit  Report  Cover 

Audit  Report  Cover  Sheet 

Audit  Report  Criteria  Statement 

Audit  Report  Data  Sheet 

Audit  Report  Date 

Audit  Report  Distribution 

Audit  Report  Distribution  to  On-site  PLA 

Audit  Report  Effect  Statement 

Audit  Report  Exhibit/Schedule/ Appendix 

Audit  Report  Format 

Audit  Report  Format-CACS 

Audit  Report  Narrative 

Audit  Report  on  Annual  Incurred  Cost 

Audit  Report  on  CAS  Matters 

Audit  Report  on  Claim 

Audit  Report  on  Educational  Institutions 

Audit  Report  on  Other  Areas 

Audit  Report  on  Postaward  Audit  of  Cost  or  Pricing  Data 

Audit  Report  on  Postaward  Audits  of  Cost  or  Pricing  Data 

Audit  Report  on  Price  Proposal 

Audit  Report  on  Termination  Settlement  Proposal 

Audit  Report  Quality 

Audit  Report  Recommendation  Statement 

Audit  Report  Signature  Block 

Audit  Report  Subject 

Audit  Report  Table  of  Contents 

Audit  Report  Transmittal/Routing 

Audit  Report-Advance  Payments 

Audit  Report-Annual  Incurred  Cost 

Audit  Report-CHAMPUS 

Audit  Report-Conclusion 

Audit  Report-Contract  Claim 

Audit  Report-Corporate/Home  Office  Cost 

Audit  Report-Cost  Impact  Statements 

Audit  Report-CSRs 

Audit  Report-Final  Audit  Determined  Indirect  Cost  Rates 
Audit  Report-Final  Procurement  Determined  Indirect  Cost 
Rate 

Audit  Report-Government  Property 

Audit  Report-Initial  Adequacy  of  Disclosure  Statement 

Audit  Report-Intracompany  Contract  Work  Assist  Audit 

Audit  Report-Inventions 

Audit  Report-Joint  Review/Cost  Monitoring 

Audit  Report-Limitation  of  Cost/Fund/Payments 

Audit  Report-NGB 

Audit  Report-Nonappropriated  Fund 


SOURCE/REFERENCE 
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CAM  13-  700 
CAM  10-1200 
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CAM  10-  700 
CAM  10-  100 
OAG  1040.2 
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CAM  10-  212 
CAM  10-217 
CAM  14-  904.  4 
CAM  10-  500 
CAM  14-  902.  3 
FAR  15.  805-5(F) 

CAM  14-  206 
CAM  6-  804.  4 
CAM  10-  808 
CAM  5-811 
CAM  10-  500 
CAM  10-  500 

CAM  14-  408 
CAM  10-  804 
CAM  6-  803.  3 
CAM  14-  906.  4 
DFR  242.7004(c) 
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Audit  Report-Noncompliance  w/Disclosed/Established 
Practices/CAS/FAR 

Audit  Report-OfTsite  Location/Overseas/CONUS  Assist  Audit 
Audit  Report-Price  Proposal 
Audit  Report-Progress  Payments 
Audit  Report-Technical  Service  Contracts 
Audit  Report-Voluntary  Refunds  for  Windfall  Profit 
Audit  Working  Papers  &  Report-CSCSC  Surveillance 
Authentication-Functional/Operational  Report 
Background  Information-CAS  Initial  Adequacy  Audit  Report 
Background  Information-Functional/Operational  Report 
Basis  of  Contractor’s  Proposal-Audit  Report  Appendix 
CACS  Audit  Report  Format 
CAS  Audit  Report  Format/Content 
CAS  Cost  Impact  Audit  Report  Example  Exhibit 
CAS-Conference/Report  on  Cost  Impact  Proposal  Reviews 
CFSR-Audit  Report  Objectives/Procedures 
Characteristics  of  a  Quality  Audit  Report 
Chronology  of  Significant  Events-Claim  Audit  Report 
Circumstances  Affecting  the  Audit-CAS  Initial  Adequacy  Audit 
Report 

Circumstances  Affecting  the  Audit-Claim  Audit  Report 
Circumstances  Affecting  the  Audit-Termination  Audit  Report 
Clarity  and  Precision  in  the  Audit  Report 
Comments  on  Profit-Audit  Report  Appendix 
Comments  on  Profit/Fee-Appendix-Termination  Audit  Report 
Conference/Report  on  Functional/Operational  Reviews 
Congressional  Request  for  Audit  Report 
Content  of  Report  Paragraphs-Other  Areas 
Content/Format-Audit  Report  on  Claim 
Contracting  Officer  Treatment-Audit  Report  Recommendation 
Contractor  Accounting  System-Audit  Report  Appendix 
Contractor  Cost/Schedule  Status  Report-Audit  Report  Example 
Contractor  Cost/Schedule  Status  Report-Audit  Report  Example 
Contractor  Organization-Functional/Operational  Report 
Contractor  Organization/Operations-Audit  Report  Appendix 
Contractor  Reaction-Claim  Audit  Report 
Contractor  Report/Financial 
Statements-Accounting/Management  Systems 
Contractor  Written  Response-Claim  Audit  Report 
Coordination  of  Significant  Litigation  Report 
Cost  Performance  Report  (CPR) 

Counsel  on  Advisory  Audit  Report-PLA 
Data  Sheet  for  Pricing  Proposal  Audit  Report 
Data  Sheet-Price  Proposal  Audit  Report 
DCAA  Summary  Sheet-Audit  Report 
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CAM  6-  805.  2 
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TOPIC 


SOURCE/REFERENCE 


Delegation  of  Signatory  Authority-Audit  Report 
Depreciation-Review  of  Contractor  Schedule-M/IRS  Report 
DHHS  Program-Report  Exhibit  A-Educational  Institutions 
DHHS  Report  Frequency/Distribution-Educational  Institutions 
Difference-Price  Proposal  Audit  Report 
Disposition  of  Audit  Report 
Disposition  of  Audit  Result-Claim  Audit  Report 
Disposition  of  Audit  Result-Functional/Operational  Report 
Disposition  of  Audit  Result-Termination  Audit  Report 
Dist.  of  Audit  Report  on  Postaward  Review  for  Certain  DoD 
Contracts 

Distributing  Functional/Operation  Report 
Distribution  of  Incurred  Cost  Audit  Report 
Distribution  of  Report-Cost  Impact  Statements 
Distribution  of  Report-Termination  Settlement 
Drafting  the  Audit  Report 
Economy/Efficiency  of  Operations-Audit  Report 
Evaluation  of  Forward  Price  Proposal-Audit  Report 
Examples  of  Report  Appendix  Statements  on  Technical 
Qualifications 

Exhibit/Schedule-Annual  Incurred  Cost  Audit  Report 
Exhibit/Schedule-Claim  Audit  Report 
Exhibit/Schedule-Price  Proposal  Audit  Report 
Exhibit/Schedule-Termination  Audit  Report 
Explanations  of  Delay  in  Submission  of  Response  to  GAO 
Report 

Field  Pricing  Report  on  Contract  Price  Proposal 
Field  Pricing  Report  on  Contract  Price  Proposal 
Final  Audit  Report  for  Cost-Type  Contracts-Termination 
Final  Audit  Report  on  Cost  Reimbursement  Contracts 
Final  Audit  Report  on  Time/Material  Type 
Contracts/Subcontract 
Final  Audit  Report-Government  Property 
Final  Steps-Audit  Report 

Flash  Reporting-Outline  of  a  Report  on  Estimating  System 
Deficiencies 

Format/Content  of  Annual  Incurred  Cost  Audit  Report 
Format/Content  of  Price  Proposal  Audit  Report 
Format/Content  of  Report-Defective  Pricing 
Format/Content  of  Rejwrt-Other  Areas 
Format/Content-Functional/Operational  Audit  Report 
Format/Content/Distribution  of  Audit  Report-Termination 
Format/Contents  of  Audit  Report 
General  Administrative  Requirements  of  Audit  Report 
Good  Writing  Techniques  for  Effective  Audit  Report 
Government  Technical  Report-Termination  Audit  Report 
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CAM.10-  703.  4 
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CAM  10-  104.  3 
CAM  10-  400 
CAM  10-  3Fig.l0-3-2 
CAM  D-  304 

CAM  10-  505 
CAM  10-1105 
CAM  10-  306 
CAM  10-  705 
CAM  1-  204.  4 

DFR  215.  805-5 
FAR  15.  805-5 
CAM  12-  404 
CAM  10-  900 
CAM  10-  900 

CAM  14-  405.  5 
CAM  10-  104.11 
CAM  10-  4S2 

CAM  10-  503 
CAM  10-  302 
CAM  10-  603 
CAM  10-1203 
CAM  10-  403 
CAM  12-  313 
CAM  10-  200 
CAM  10-  203 
CAM  10-  104 
CAM  10-  706.  4 
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TOPIC 


SOURCE/REFERENCE 


Government  Technical  Report-Termination  Audit  Report 
Importance  of  Audit  Report  Quality 
Incorporating  Technical  Information/Opinion  into  Audit  Report 
Incorporation  of  Government  Technical  Report-Audit  Report 
Appendix 

Incorporation  of  Government  Technical  Report-Audit  Report 
Appendix 

Indirect  Cost  Report-NASA 

Individuals  Having  Access  to  Information-Audit  Report 
Appendix 

Industrial  Relations  Report  &  Records  Review  Guide 
Insignificant  Amounts  and  Elimination  of  Cents  in  Audit 
Report 

Intracompany/Subcontract  Price  Proposal  Audit 
Report-Addressing 

Inventory  Basis-Termination  Audit  Report  (Example) 

Inventory  Verification  Report-Termination 

Issuance  of  Audit  Report-Internal  Audit  Matters 

MAAR  No.  11  Adjusting  Entries/Exception  Report 

Margins-Audit  Report 

Modifiers  in  Audit  Report 

Narrative  Body  of  Price  Proiwsal  Audit  Report 

Nature/Timing  of  Report-Defective  Pricing 

Numbering  Audit  Report 

Operational  Reviews-Audit  Report 

Organizing  the  Audit  Report 

Other  Matters  to  be  Reported-Appendix-Termination  Audit 
Report 

Other  Matters  to  be  Reported-Audit  Report  Appendix 
Outline  of  Report  on  Estimating  Deficiencies  Disclosed-Price 
Proposal 

Outstanding  Estimating  Deficiencies-Audit  Report  Appendix 
Page  Numbering-Audit  Report 
Paper-Audit  Report 

PLA  Assistance  in  Replies  to  General  Accounting  Office  Report 
Planning  the  Audit  Reirart 
Preaward  Surveys-Audit  Report 
Preparation  &  Distribution  of  Report 
Presentation-Information/Audit  Results-Price  Proposal  Audit 
Report 

Price  Proposal-Request  to  Report  by  Line  Item 
Price  Proposal-Scheduling  Audit  Report  Issuance 
Price  Proposal-Technical  Report  Impact  on  Audit  Report 
Schedule 

Price  Proposal-Technical  Report  Impact  on  Audit  Report 
Schedule 


CAM  10-  706.  4 
CAM  10-  102 
CAM  9-  307 
CAM  10-  307.  9 

CAM  10-  307.  9 

CAM  15-  106.  5 
CAM  10-  307.  8 

OAG  13,040.408 
CAM  10-  203.  8 

CAM  10-  303.  2 

CAM  10-  7Fig.  10-7-2 
CAM  12-  304.  1 
CAM  1-  404.  5 
CAM  6-  302 
CAM  10-  203.  2 
CAM  10-  104.  9 
CAM  10-  304 
CAM  10-  602 
CAM  10-  203.  6 
CAM  10-  400 
CAM  10-  104.  2 
CAM  10-  706.  1 

CAM  10-  307.  5 
CAM  10-  4S2 

CAM  10-  307.  2 
CAM  10-  203.  5 
CAM  10-  203.  1 
CAM  15-  305.12 
CAM  10-  104.  1 
CAM  5-  202.  3 
CAM  10-  000 
CAM  10-  308 

CAM  9-  103.  5 
CAM  9-  103.  7 
CAM  9-  103.  8 

CAM  9-  103.  8 
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TOPIC 


SOURCE/REFERENCE 


Prime  Contract  Price  Proposal  Audit  Report-Addressing 
Pro  Forma-Disclosure  Statement  Report  (adequacy  and 
compliance) 

Pro  Forma-Estimating  System  Survey  Report 
Pro  Forma-Financial  Capability  Report 
Pro  Forma-Incurred  Cost  Audit  Report 
Pro  Forma-Postaward  Report 
Pro  Forma-Preaward  Accounting  System  Survey  Report 
Pro  Forma-Pricing  Proposal  Report 
Pro  Forma-Progress  Payment  Report 
Progress  Payment  Audit  Report  Example-Negative  Assurance 
Progress  Payment  Audit  Report  Example-Positive  Assurance 
Proper  Terms  for  Report  on  Claim 
Protection  of  Audit  Report  Information 
Purpose  &  Scope-CAS  Initial  Adequacy  Audit  Report 
Purpose/Scope  of  Audit-Claim  Audit  Report 
Purpose/Scope  of  Audit-Termination  Audit  Report 
Purpose/Scope-CAS  Compliance  Audit  Report 
Purpose/Scope-Functionai/Operational  Report 
Questioned  Costs-Price  Proposal  Audit  Report 
Questioned  Costs-Termination  Audit  Report 
Readability  of  the  Audit  Report 
Referencing  the  Work  of  Others  in  Audit  Report 
Release  of  Audit  Report  to  the  Contractor 
Release  of  Subcontract  Audit  Report  to  the  Higher-Tier 
Contractor 

Replies  to  GAO  Headquarters  Report 
Replies  to  GAO  Report 

Replies  to  Letter  Report  of  GAO  Regional  Offices 
Report  Address-Functional/Operational  Report 
Report  Address-Functional/Operational  Report 
Report  Assembly  and  Reproduction  of  Audit  Report 
Report  Assembly  and  Reproduction  of  Audit  Report 
Report  Audit  Opinion-Cost/Pricing  Data 
Report  Narrative-Defective  Pricing 
Report  Summary-Annual  Incurred  Cost  Audit  Report 
Report  Summary-Annual  Incurred  Cost  Audit  Report 
Report  to  Establish  Final  Price  Fixed-Price  Incentive  Contract 
Report  to  Regulatory  Agency-Preparation/Publication 
Report  to  Shareholders-Preparation/Publication  Cost 
Responsiveness  to  the  Customer  in  the  Audit  Report 
Review  of  Contractor  Report  on  Government  Property 
Sample  Audit  Report  Exhibit  A-DHHS  Grants-Educational 
Institutions 

Sample  Cover  Sheet  for  Audit  Report  of  a  Subcontract 
Proposal 


CAM  10-  303.  1 
DAP  DIIS  (RPT-191) 

DAP  DIIS  (RPT-240) 
DAP  DIIS  (RPT-176) 
DAP  DIIS  (RPT-102) 
DAP  DIIS  (RPT-420) 
DAP  DIIS  (RPT-177) 
DAP  DIIS  (RPT-210) 
DAP  DIIS  {RPT-175) 
CAM  10-12Fig.l0-12-l 
CAM  10-12Fig.l0-12-2 
CAM  10-1102 
CAM  10-  203.10 
CAM  10-  804.  1 
CAM  10-1104.  1 
CAM  10-  703.  1 
CAM  10-  805.  1 
CAM  10-  405 
CAM  10-  308.  1 
CAM  10-  705.  1 
CAM  10-  104.  6 
CAM  4-1006 
CAM  10-  206.  2 
CAM  10-  206.  3 

CAM  1-  204.  1 
CAM  1-  204 
CAM  1-  204.  2 
CAM  10-  404 
CAM  10-  404 
CAM  10-  203.  7 
CAM  10-  203.  7 
CAM  9-211 
CAM  10-  605 
CAM  10-  504.  4 
CAM  10-  504.  4 
CAM  10-  3Fig.  10-3-3 
CAM  A300  31.  205-28 
CAM  A300  31.  205-28 
CAM  10-  104,  5 
CAM  14-  406.  1 
CAM  13-  7Fig.  13-7-1 

CAM  10-  2Fig.l0-2-2(a) 
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Sample  Cover  Sheet  for  Audit  Report  of  Prime  Contract 
Proposal 

Sample  Cover  Sheet  for  Audit  Report  on  Subcontract  Incurred 
Cost 

Sample  Outline  of  Audit  Report  on  Team  ESS 
SEC  Report  Filed  by  Contractors 
Short  Form  Audit  Report 

Signature  Element/Sample  Distribution  List-Audit  Report 
Special  Information  Report-NASA 
Statement  of 

Conditions/Recommendation-Functional/Operational  Report 
Status  of  Corrective  Action-Functional/Operational  Report 
Subcontract  Assist  Audit  Report 

Subcontract  Requiring  Contractor  Cost  Analyses-Audit  Report 
Appendix 

Subject  &  Address  Format-Audit  Report 
Summary  of  Audit  Results-Claim  Audit  Report 
Summary  of  Audit  Results-Functional/Operational  Report 
Supplement-Additional  Report  Distribution/Non-DoD 
Organization 

Supplemental  Audit  Report 
System  Surveys-Audit  Report 
Table  of  Contents  Format-Audit  Report 
Table  of  Contents-Functional/Operational  Report 
The  Reader’s  Perspective  in  Audit  Report 
Total  Cost  Basis-Termination  Audit  Report  (Example) 
Unresolved  Costs-Price  Proposal  Audit  Report 
Unresolved  Costs-Termination  Audit  Report 
Unsatisfactory  Conditions/Other  Recommendation-Claim  Audit 
Report 

Unsupported  Costs-Price  Proposal  Audit  Report 
Use  of  Rubber  Stamps-Audit  Report 
Visual  Impact  of  the  Audit  Report 

REPORTABLE 

Audit  Followup-Reportable  Contract  Audit  Report 

REPORTING 

Application  of  Reporting  Standards-rinancial  Audits 
Audit  Followup-Reporting  Requirements 
CAS  40 1  -Consistency-Estimating/ Accumulating/Reporting 
Category  I  Infonnation  Reporting  Requirements-CCDR 
Category  H  Information  Reporting  Requirements-CCDR 
Compliance  with  DoD  Program  Management  Systems 
Reporting  Requirements 
Contract  Fund  Status  Reporting  (CFSR) 

Contractor  Cost  Data  Reporting  (CCDR) 

Contractor  Financial  Capability  Audits  and  Reporting 


CAM  10-  2Fig.  10-2-1 

CAM  10-  2Fig.l0-2-2(b) 

CAM  10-  4S1 
CAM  3-  ISl 
CAM  10-  218 
CAM  10-  2Fig.  10-2-4 
CAM  15-  106.  4 
CAM  10-413 

CAM  10-  408 
CAM  6-  802.  6 
CAM  10-  307.  7 

CAM  10-  2Fig.  10-2-3 
CAM  10-1104.  3 
CAM  10-  407 
CAM  15-  1S7 

CAM  10-  216 
CAM  10-  400 
CAM  10-  2Fig.  10-2-5 
CAM  10-  412 
CAM  10-  104.10 
CAM  10-  7Fig.  10-7-1 
CAM  10-  308.  3 
CAM  10-  705.  2 
CAM  10-1104.  4 

CAM  10-  308.  2 
CAM  10-  203.  9 
CAM  10-  104.  7 

CAM  15-  604.  3 

CAM  2-  403 
CAM  15-  603.  2 
CAM  8-  401 
CAM  11-  306.  3 
CAM  11-  306.  4 
CAM  11-  300 

CAM  11-  303 
CAM  1 1-  306 
CAM  14-  300 
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Cost/Schedule  Status  Reporting  (C/SSR) 

Costing  &  Reporting-Material  Requirements 
CSCSC  Demonstration  Reviews-Reporting  Results  of  Audit 
CSCSC  Surveillance  Reviews-Reporting  Results  of  Audit 
Detecting/Reporting/Monitoring  Suspected  Fraud/Other 
Irregularity 

Estimating-Flash  Reporting 
Financial  Capability  Reporting  Requirements 
Flash  Reporting-Outline  of  a  Report  on  Estimating  System 
Deficiencies 

Government  Reporting  Standards  for  Performance  (Operations) 
Audits 

Internal  DCAA  Reporting  of  Differences  with  Contracting 
Officer 

Opinion  Criteria  in  Reporting  on  Contractor  Financial 
Capability 

Prevention/DetectiopiReporting  Fraud/Unlawful 
Activity/Improper  Practi 
Reporting  Audit  Results  of  Indirect  Cost 
Reporting  Audit  Results-EDP  Reviews 
Reporting  Compliance  of  Audit  Results-CAS 
Reporting  Considerations  on  Incurred  Cost-MAARs 
Reporting  Noncompliance-CAS 
Reporting  of  Operations  Audit  Findings  Synopsis 
Reporting  on  Disclosure  Statement  Adequacy-CAS 
Reporting  on  Impeding  Contract  Provisions 
Reporting  Requirements-BCA  Cases 
Reporting  Results  of  Postaward  Audit-Positive/Negative 
Reporting  Results  of  Review  of  Cost/Pricing  Data 
Reporting  Results  on  Labor  Costs 
Reporting  Standards  for  Financial  Statement/Financial  Related 
Audits 

Reporting  Standards  for  Performance  (Operations)  Audits 
Reporting  to  the  Contracting  Officer  of  Impeding  Contract 
Provisions 

Reporting  Under  AID  Programs-Educational  Institutions 
Reporting  Under  DHHS  Programs-Educational  Institutions 
Reporting  Under  Financial  Assistance-Educational  Institutions 
Reporting  Unsatisfactory  Conditions 
Reporting-FPRA 

Special  Reporting  of  Unsatisfactory  Conditions 
Summarization/Exit  Conference/Reporting-ESS 
REPORTS 

Distribution  of  Functional/Operational  Reports  on  NASA 
Contractors 


CAM 

1 1-  305 

OAG 

11,030.405 

CAM 

1 1-  209.  1 

CAM 

1 1-  209.  2 

REG 

7640.15 

CAM 

9-  310c 

CAM 

14-  307 

CAM 

10-  4S2 

CAM 

2-  602 

CAM 

3-  204.  3 

CAM 

14-  306 

CAM 

4-700 

CAM 

6-  708.  4 

CAM 

C-307 

CAM 

8-  304.  3 

CAM 

6-  104.  4 

CAM 

8-  302.  7 

INS  7730.10 

CAM 

8-  208 

CAM 

3-  204 

CAM 

15-  504 

CAM 

14-  123 

CAM 

9-  208 

CAM 

6-  404.11 

CAM 

2-  400 

CAM 

2-  600 

CAM 

3-  204.  2 

CAM 

13-  704 

CAM 

13-  703 

CAM 

13-  702 

CAM 

4-803 

CAM 

9-1209 

CAM 

4-800 

CAM 

5-1211 

CAM 

10-  4Fig.  10-4-1 
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TOPIC 


SOURCE/REFERENCE 


REPRESENTATIONS 

Reconciliation-Contract  Cost  Representations  to  Cost  Records 
REPRESENTATIVE 

Coord,  with  Plant  Representative/ACO  for  Capital  Investment 
Proposal 

Coordination  with  Technical  Representative 
Designated  Representative  for  Receiving  Cost/Pricing  Data 

REPRODUCTION 

Report  Assembly  and  Reproduction  of  Audit  Report 
Reproduction 

Reproduction  Equipment  In-House  Maintenance  Review  Guide 
Reproduction  Equipment  Lease/Ownership  Review  Guide 
Reproduction  Equipment  Utilization  Review  Guide 
Reproduction  Equipment-State  Taxes  Review  Guide 
Reproduction  Supply-Purchasing  Review  Guide 
Reproduction  Work  Management/Staffing  Review  Guide 
Reproduction-Accounting  For-Review  Guide 
Reproduction-Equipment  &  Processes 
Reproduction-Functions 
Reproduction-Lease/Ownership  Analyses 
Reproduction-Queuing  Analyses 
Reproduction-Terms  &  Techniques 
REPROGRAMMING 
Amortization-Nonrecurring  Computer 
Programming/Reprogramming  Costs 
REQUEST 

Accounts  Receivable  Confirmation  Request/CPA  Firms 
Acknowledging  Request  for  Audit 
Briefing  of  Contracts  &  Request  for  Proposal 
Claim-Contractor  Request  for  Reconsideration-Disapproved 
Costs  Form  1 

Congressional  Request  for  Audit  Report 
Contractor  Request  for  Field  Pricing  Support 
Coordinating  PCO  Request  for  an  Audit 
Coordination  of  Request  for  Audit  Review  of  Price  Proposal 
with  PLA 

Establishing  Cognizance/Processing  Non-DoD  Audit  Request 
Government  Property  Review  Upon  Specific  Request 
Price  Proposal-Request  to  Report  by  Line  Item 
Pro  Forma  Request  for  Technical  Assistance-Labor 
Pro  Forma  Request  for  Technical  Assistance-Material 
Processing  Freedom  of  Information  Act  (FOIA)  Request 
Processing  Non-DoD  Agency  Request  for  Audit  Information  or 
Service 

Processing  Request  for  Information 

Processing  Request  for  Information  Under  the  FOIA 

Processing  Request  for  Participation-Should  Cost  Reviews 


CAM  4-  509.  1 

CAM  14-  606 

CAM  9-  504.  1 
CAM  14-106 

CAM  10-  203.  7 
OAG  13,030 
OAG  13,030.405 
OAG  13,030.403 
OAG  13,030.402 
OAG  13,030.405 
OAG  13,030.405 
OAG  13,030.401 
OAG  13,030.404 
OAG  13,030.501 
OAG  13,030.100 
OAG  13,030.503 
OAG  13,030.502 
OAG  13,030.504 

CAM  7-  103 


CAM  4-  203 
CAM  9-  103.  2 
CAM  3-  200 
CAM  6-  908 

REG  5020.2 
CAM  9-  106.  3 
CAM  9-  103.  1 
CAM  15-  305.  4 

CAM  15-  102.  1 
CAM  14-  406 
CAM  9-  103.  5 
CAM  D-  2  Fig.D-2-1 
CAM  D-  2  Fig.D-2-2 
CAM  1-  700 
CAM  1-  303 

CAM  1-  603 
CAM  1-  704 
CAM  9-1305 
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Processing  Request  for  Specific  Cost  Information 
Request  for  Audit 
Request  for  Audit  Service 

Request  for  Auditor  Attendance  At  Negotiation  Conference 
Request  for  Technical  Assistance 
Request  for  Technical  Specialist  Assistance 
Review/Briefing  of  Request  For  Proposal/Solicitation 
Rule  for  Establishing  Cognizance/Accepting/Rejecting  Non-DoD 
Request 

Subcontract  Proposal-Processing  Request  for  Audit  Review 
Timing  of  Eligible  Costs  in  Progress  Payment  Request 
Written/Telephone  Request  for  Specific  Cost  Information 
REQUESTING 

Obtaining  Price  Negotiation  Memorandum/Requesting  Data  for 
the  Audit 

Procedures  for  Requesting  Access  to  Records 
RE9UIREMENT 

Dividend  Used  to  Satisfy  ESOP  Contribution  Requirement 
DOT  IG  Address  Change  and  Copy  Requirement  Change 
REQUIREMENTS 

Access  to  Contractor  Plant-Security  Requirements 
Anti-Kickback  Statute  Act-Referral  Requirements 
Approval  and  Review  Requirements-Pension  Costs 
Audit  Followup-Reporting  Requirements 
CAC  Information  File  Documentation  Requirements 
Capital  Lease-Requirements  of  FASB  Statement  13 
CAS  Coverage  Requirements 
CAS-Cost  Impact  Proposal  Data  Requirements 
CAS-Disclosure  Statement  Requirements-Compliance  with  PL 
91-379 

CAS-FAR  Requirements  for  Submission  of  Cost  Impact 
Proposal 

CAS-Requirements  for  Cost  Impact  Proposal 
Category  I  Information  Reporting  Requirements-CCDR 
Category  II  Information  Reporting  Requirements-CCDR 
CCDR  Information  Requirements  Forms 
Compliance  with  DoD  Program  Management  Systems 
Reporting  Requirements 
Consolidated  Material  Requirements 
Contractor  Compliance  with  Contract  Financial  Management 
Requirements 
Cost/Pricing  Requirements 
Costing  &  Reporting-Material  Requirements 
Defective  Pricing  Requirements/Program  Plan 
Determination  of  Audit  Staffing  Requirements-Branch  Office 
Determination  of  Material  Requirements 


CAM 

9-  107.  1 

CAM 

6-  707.  2 

FAR 

15.  805-5(c){l 

CAM 

15-402.  2 

CAM 

6-506 

CAM 

D-200 

CAM 

3-  203 

CAM 

1-302 

CAM 

9-  104.  4 

CAM 

14-  202.  3 

CAM 

9-  107 

CAM 

14-  115 

CAM 

1-  504.  3 

MRD 

05/04/94  PAD077 

MRD 

12/17/93  OAD228 

CAM 

1-  503.  1 

CAM 

4-  704.  4 

CAM 

7-603 

CAM 

15-  603.2 

CAM 

15-212 

CAM 

7-  203.  1 

CAM 

8-  103 

CAM 

8-  502.  3 

CAM 

8-  303.  1 

CAM 

8-  502.  2 

CAM 

8-  502.  5 

CAM 

11-  306.  3 

CAM 

11-  306.  4 

CAM 

11-  306.  6 

CAM 

11-  300 

CAM 

9-  404.  8 

CAM 

11-000 

CAM 

9-  203 

OAG 

11,030.405 

CAM 

14-  113 

CAM 

G-  304 

CAM 

6-  308 
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Documentation  Requirements-Relying  on  the  Work  of  Others 
Economic  Order  Quantity-Material  Requirements 
Financial  Capability  Reporting  Requirements 
Forecasting  Material  Shrinkage  Requirements 
Funding  Requirement;  for  Pension  Cost 
General  Administrative  Requirements  of  Audit  Report 
General  Audit  Requirements 
Interface  Between  Material  Issues  &  Requirements 
Leased  EDPE-Annual  Submission/Documentation 
Requirements 

Legal/Regulatory  Requirements-Field  Work  Standards/Financial 
Audits 

Legal/Regulatory  Requirements-Field  Work 
Standards/Operations  Audits 
Mandatory  Annual  Audit  Requirements 
Mandatory  Annual  Audit  Requirements  (MAARs)  on  Incurred 
Indirect  Cost 
Material  Requirements 
Material  Requirements-Audit  Guidelines 
Material  Requirements-Determination  of 
Material  Requirements-Survey  of  Organization  &  Operation 
Need/Requirements  for  Technical  Specialist  Assistance 
Relationship  of  ICAPS  &  Mandatory  Annual  Audit 
Requirements  (MAARs) 

Reporting  Requirements-BCA  Cases 
Requirements  for  Annual  Data  from  Educational  Institutions 
Requirements  for  Cost  or  Pricing  Data 
Requirements  for  Cost  or  Pricing  Data 
Schedule  of  Mandatory  Annual  Audit  Requirements-MAARs 
Scheduling  of  Material  Requirements 
Should-Cost  Review  Requirements 
Should-Cost  Review  Requirements 
Staffing  Requirements/Budgeted  Staffing  Levels 
Statutory/Regulatory  Requirements  for  Access  to  Contractor 
Records 

Supplemental  Requirements-Agency  for  International 
Development 

Supplemental  Requirements-Depai  nent  of  Agriculture 
Supplemental  Requirements-Department  of  Commerce 
Supplemental  Requirements-Department  of  Energy 
Supplemental  Requirements-Department  of  Health/Human 
Service 

Supplemental  Requirements-Department  of  Interior 
Supplemental  Requirements-Department  of  Labor 
Supplemental  Requirements-Department  of  the  Treasury 
Supplemental  Requirements-Department  of  Transportation 


CAM 

4-1005 

OAG 

11,030.404 

CAM 

14-307 

CAM 

3-S105.  5 

PAM 

79,pg.l6 

CAM 

10-  203 

CAM 

4-000 

OAG 

11,030.403 

CAM 

7-  206.  2 

CAM 

2-304 

CAM 

2-  504 

CAM 

6-  104 

CAM 

6-  603.  2 

OAG 

11,030 

OAG 

11,030.400 

OAG 

11,030.401 

OAG 

11,030.300 

CAM 

D-  100 

CAM 

3-  302.  1 

CAM 

15-  504 

CAM 

13-  304 

FAR 

15.  804-6 

FAR 

15.  804-2 

CAM 

6-  ISl 

OAG 

11,030.402 

DFR 

215.  810(b) 

FAR 

15.  810 

OAG 

1030.4 

CAM 

1-  504.  2 

CAM 

15-  107 

CAM 

15-  108 

CAM 

15-  109 

CAM 

15-  110 

CAM 

15-111 

CAM 

15-  112 

CAM 

15-  113 

CAM 

15-  115 

CAM 

15-  114 
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Supplemental  Requirements-Environmental  Protection  Agency 
Supplemental  Requirements-NASA  Contracts 
Supplemental  Requirements-National  Science  Foundation 
System  Disclosure/Maintenance  Requirements-ESS 
Uniform  Administrative  Requirements-Educational  Institutions 
Uniform  Administrative  Requirements-Nonprofit  Organization 
Workpackage/Staffing  Requirements-Resident  Office 
.Research  &  Development  Cost  (See  IR&D) 

.Research-Office  of  Naval  (ONR) 

RESEARCH 

Areas  of  Research  Performance-Educational  Institutions 
Cooperative  Research  Consortium  Costs 
Deferred  Research  and  Development  Act 
Indirect  Rate  for  Training  and  Other  Non-Research  Agreement 
IR&D-Basic/Applied  Research  Cost 
Shipyard  Welding  Research  Study 
Terms/Definition-Partnership/Cooperative  Research 
Consortium 
RESERVE 

Elimination  of  Reserve  Ratio  Test 

Temporary  Withholding  of  Amount  as  Reserve  from  Payment 

RESERVIST 

Supplemental  Reservist  Payments 
RESIDENCE 

Continuing  Mortgage  Principal  Payment-Previous  Residence 
RESIDUAL 

Allocation  Bases/Residual  Corporate/Home  Office  Expenses  to 
GOCO 

Residual  Inventory 

Residual  Material/Intercontract  Transfer-Government  Property 
RESISTING 

Costs  Associated  with  Resisting  Change  in  Ownership 
RESPONSE 

Contractor  Written  Response-Claim  Audit  Report 
Explanations  of  Delay  in  Submission  of  Response  to  GAO 
Report 

RESPONSIBLE 

Potentially  Responsible  Party  (PRP)  for  Environmental  Clean- 
Up 

Vendor-Responsible  Nonconforming  Material  Defect 
RESPONSIBLITIES 

CAC  Program-Responsiblities  of  Other  Audit  Offices 
RESPONSIVENESS 

Responsiveness  to  the  Customer  in  the  Audit  Report 
RESTRICTED 

Access  to  Restricted  Area-Floor  Check 


CAM  15-  116 
CAM  15-106 
CAM  15-  117 
CAM  5-1202.  2 
0MB  A-110 
0MB  A-110 
CAM  H-  302.  3 


CAM  13-  305.  1 
CAM  7-1915 
CAM  A300  31.  205-48 
CAM  13-  606 
CAM  A300  31.  205-18 
OAG  12,040.502 
CAM  7-1802 


CAM  7-  405.  3 
CAM  3-  2S1 

CAM  7-1917.  2 

CAM  A300  31.  205-35 

CAM  6-  606.  6 

CAM  9-  407.  2 
CAM  14-  405.  6 

CAM  7-1708 

CAM  10-1107 
CAM  1-  204.  4 


CAM  7-1920.  9 
OAG  12,030.404 
CAM  15-  207 
CAM  10-  104.  5 
CAM  6-  405.  4 
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RESTRUCrURING/RETURN 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


RESTRUCTURING 

Contractor  Reorganization  and  Restructuring 

Restructuring  Cost 

RETAINED  LEARNING 

Effect  of  Retained  Learning-Improvement  Curve 

RETAINER 

Retainer  Fee 

RETAINING 

Special  Compensation  for  Retaining  an  Employee-Business 
Combinations 
RETENTION 

Records  Retention  Clause-Negotiation 
Records  Retention  Clause-Sealed  Bidding 
.Retirement  Income  Security  Act  (1974)  (1^  ERISA) 
RETIREMENT 

Accounting  for  Early  Retirement  Incentive  Payments-Pension 
Allowability  Determination-Costs  of  Post-retirement  Benefits 
Asset  Retirement  Under  ADR  System 
Costs  of  Post-retirement  Benefits  Other  Than  Pension  (PRB) 
Definition/Regulation-Costs  of  Post-retirement  Benefits 
Pension  Cost-Early  Retirement 
Plan-Early  Retirement  Incentive 
Severance  Paid  in  Addition  to  Early  or  Normal  Retirement 
Benefits 

Termination  Plan,  Early  Retirement  Incentive,  and  Severance 
Payments 

Transfer  of  Pension  Fund  Assets  to  Other  Post-retirement 
Benefit 

RETRAINING 

Allowability  of  Worker  Adjustment  and  Retraining  Notification 
Act  Cost 
RETRIEVAL 

Datatrak  (Version  II)  Data  Retrieval  Program,  DCAA 
DCAA  Data  Retrieval  on  Contractor  EDP  (DATATRAK) 
Overview  of  Generalized  Data  Retrieval  Software 
Retrieval/Testing-EDP  Reviews 
RETROACTIVE 

CAS-WG  77-10-Retroactive  Implementation  of  CAS 
RETROSPECTIVELY 

Worker  Compensation-Retrospectively  Rated  Plan 
RETURN 

Accounting  Rate  of  Return  of  Capital  Investment  Proposal 
MAAR  No.4  Tax  Return  and  Financial  Statements 
Review  of  Contractor  Financial  Statements/Corp.  Minutes/Tax 
Retum/SEC 

Tax  Return  Filed  by  Contractor  with  IRS  and  State 
Tax  Retum-Accounting/Management  Systems 


MRD  03/21/94  PAD047 
MRD  01/14/94  PAD008 

CAM  F-  5Fig.F-5-4 

CAM  A300  31.  205-33 

CAM  7-1708.  3 


FAR  52.215-2 
FAR  52.  214-26 


CAM  7-  608 
CAM  7-  609.  2 
CAM  7-  407.  4 
CAM  7-  609 
CAM  7-  609.  1 
PAM  79,pg.20 
CAM  A300  31.  205-6 
CAM  7-1907.  6 

CAM  7-1907.  1 

CAM  7-  606.  4 


MRD  06/07/93  PAD112 


PAM  89 
CAM  4-  504.  3 
CAM  4-  504.  1 
CAM  C-  306.  2 

WGI  5990.10  CCH 

CAM  7-  507.  2 

CAM  14-  603.  2 
CAM  3-  104.15 
CAM  3-  104.15 

CAM  5-  1S2 
CAM  3-  104.15 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


REUSABLE 

Govemment-Fumished  Material  &  Reusable  Containers 
REVALUATION 

Asset  Valuation/Revaluation-Purchase  Method-Business 
Combinations 
REVENUE 

DCAA  Relationship  with  the  Internal  Revenue  Service  (IRS) 
Revenue  Procedure  62-21  Asset  Depreciation  Guidelines 

REVIEW  BOARD 

Determinations  of  Settlement  Review  Board-Termination 
Material  Review  Board 
Material  Review  Board 
REVIEW  TEAM 

Participation  on  Joint  System  Review  Team 
Should  Cost  Review  Team  Organization  Chart 

REVISED 

Background  Information-Revised  Disclosure  Statements 
Circumstances  Affecting  Audit-Compliance  Revised  Disclosure 
Statements 

Concurrent  Adequacy/Compliance  Audits  of  Revised  Disclosure 
Statements 

Cost  Impact-Compliance  Revised  Disclosure  Statements 
Disposition  of  Audit  Result-Compliance  Revised  Disclosure 
Statements 

Estimates  Based  on  Revised  Standards 
Memorandum  for  Regional  Directors/Revised  Audit  Policy 
Purpose/Scope-Compliance  Audits  of  Revised  Disclosure 
Statements 

Statement  of  Change-Compliance  Revised  Disclosure 
Statements 

Statement  of  Conditions/Recommendation-Revised  Disclosure 
Statements 

Summary  of  Audit  Results-Compliance  Revised  Disclosure 
Statements 
REVISION 

Authority-Revision  of  Audit  Policy 

REVISIONS 

CAM  Revisions 

REWORK 

Graphic  Analysis-Repair/Rework  Cost 
Minor  Rework  &  Standard  Repair 
Quantitative  Measurements-Repair/Rework  Cost 
Repair/Rework  vs  Scrap 

Repair/Rework/Replacement  Cost-Review  Guide 
Repair/Rework/Replacement-Nonconforming  Material 
Scrap/Spoilage/Rework 
Segregation  of  Scrap/Rework  Cost 


CAM 

9-  407.  1 

CAM 

7-1705 

CAM 

1-408 

CAM 

7-  405.  2b 

CAM 

12-  206 

OAG 

12,030.401.1 

OAG 

12,030.302.1 

CAM 

5-1300 

CAM 

9-  9Fig.9-13-l 

CAM 

10-  807.  4 

CAM 

10-  807.  2 

CAM 

10-  807 

CAM 

10-  807.  7 

CAM 

10-  807.  8 

CAM 

9-  314.  1 

DHl  : 

5025.4 

CAM 

10-  807.  1 

CAM 

10-  807.  3 

CAM 

10-  807.  6 

CAM 

10-  807.  5 

DHI  : 

5025.1 

CAhl 

0-005 

OAG 

12,030.303 

OAG 

12,030.405 

OAG 

12,030.303 

OAG 

12,030.406 

OAG 

17,030.400 

OAG 

12,030 

CAM 

9-  407.  3 

CAM 

3-S109.  1 
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REWORK/ROYALTIES 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC  SOURCE/REFERENCE 


Tear  Down  Cost  for  Repair/Rework 

OAG  12,030.404.3 

.RFP  Requests)  for  Proposal(s) 

RFP 

Amend  RFP/RFQ  Before  Closing  Date 

FAR  15.410 

Preparation  of  RFP  or  RFQ 

FAR  15.  402 

RFQ 

Amend  RFP/RFQ  Before  Closing  Date 

FAR  15.  410 

Preparation  of  RFP  or  RFQ 

FAR  15.  402 

RIGHTS 

Data  Rights-Agreed-Upon  Procedures 

CAM  9-  109 

Data  Rights-Disclaimer  of  Opinion 

CAM  9-  109 

Evaluation  of  Data  Rights  Proposal 

CAM  9-  109 

Government  Rights  of  Access  to  Records 

CAM  14-110 

Special  Reviews  Related  to  Government  Rights  in  Inventions 

CAM  14-906 

Stock  Options/Appreciation  Rights/Phantom  Stock  Plan 

CAM  A300  31.  205-  6 

.Risk  Assessment  Procedure-Workpackage(DCAA)  (See  WRAP) 
RNK 

Assessing  Control  Risk 

CAM  5-  110 

Audit  Risk  in  EDPS 

CAM  C-  305 

Contract-Type  Risk 

CAM  9-  906.  2 

Contractor  Performance  Risk 

CAM  9-  906.  1 

Contractor  Risk  Assessment  Guide  (CRAG) 

CAM  3-  104.10 

Contractor  Risk  Assessment  Guide-(CRAG) 

CAM  3-  104.1  le. 

Risk  Assessment  Procedures 

CAM  14-  304 

Workpackage  Risk  Analysis  Procedure  (WRAP) 

CAM  3-  400 

ROLE 

Auditor  Role  During  System  Design/Development-EDP 

CAM  C-  500 

Auditor  Role  in  Legal  Proceeding 

PAM  50 

Auditor  Role  on  Contractor  PAT 

CAM  1-  802 

Auditor  Role  on  Government  PAT 

CAM  1-  803 

CAS-Contract  Audit  Role 

FAR  30.  202-7 

CAS-Contract  Audit  Role 

FAR  30.  202-6(0 

Contract  Audit  Role  in  Joint  Review/Cost  Monitoring 

DFR  242.7003-2 

Government  Role  in  Review  of  Government  Property 

CAM  14-  404 

Role  of  the  Auditor-ACMS 

CAM  14-  806 

Should  Cost  Team  Review  -  Role  of  Auditor 

CAM  9-1307 

ROOMS 

Shipyard  Welding  Rod  Rooms  Review  Guide 

OAG  12,040.402 

ROTATED 

Rotated  Low  Bid 

CAM  4-  705 

ROUTING 

Audit  Report  Transmittal/Routing 

CAM  10-217 

ROYALTIES 

Educational  Institutions-Royalties/Other  Cost  for  Use  of  Patent 

CAM  13-Sl  J.39 

Royalties 

CAM  7-  703 

Royalties  &  Other  Cost  for  Use  of  Patent 

CAM  A300  31.  205-37 

Royalties  Cost  Estimates-Other  Direct  Cost 

CAM  9-  605.  6 
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ROYALTIES/SAME 

KEYWORD  INDEX  OF  AUDIT 

GUIDANCE 

TOPIC 

SOURCE/REFERENCE 

Royalties  Refund 

FAR  27.  206 

Royalties-Small  Business/Non-Profit  Organization 

CAM  7-  703.  3 

Royalties/Other  Costs  for  Use  of  Patent-Termination 

CAM  12-  305.  3 

Unpaid  Royalties 

CAM  7-  703.  2 

ROYALTY 

Patent  and  Royalty  Costs 

CAM  7-  700 

RUBBER 

Use  of  Rubber  Stamps-Audit  Report 

CAM  10-  203.  9 

RULE 

CAS  Rule/Regulation 

CAM  8-  100 

CAS-Compliance  with  CAS  Rule/Regulation/Standards  and 

CAM  8-  300 

FAR 

Lot  Midpoint  by  Rule-Of-Thumb-Improvement  Curve 

CAM  F-  303 

Relationship  Between  FAR  &  IRS  Rule-Depreciation 

CAM  7-  402.  3 

Rule  for  Establishing  Cognizance/ Accepting/Rejecting  Non-DoD  CAM  1-  302 

Request 

Transitional  Rule  for  Lives  of  Buildings 

CAM  7-  407.  7 

SABBATICAL 

Educational  Institutions-Sabbatical  Leave  Cost 

CAM  13-Sl  J.40 

SAFEGUARDING 

Safeguarding  Contractor  Information 

CAM  1-  506 

SAFETY 

Employee  Health  &  Safety  Program  Review  Guide 

OAG  13,040.403 

SALARY 

Direct  Salary  &  Wage  Base-Educational  Institutions 

CAM  13-  511.  5 

Review  of  Wage  and  Salary  Structures-CSRs 

CAM  5-  808.  1 

Salary  &  Wage  for  Current  Service 

CAM  A300  31.  205-  6 

Wage  &  Salary  Administration  Review  Guide 

OAG  13,040.404 

SALE 

Definition  of  Foreign  Military  Sale  (FMS) 

CAM  7-1307.  2 

DoD  FMS  Sale  Agent  Policy 

DFR  225.7303-4 

Foreign  Military  Sale  (FMS)  Offset  Arrangements 

CAM  7-1307.  4 

Loss  on  Sale  of  Home 

CAM  A300  31.  205-35 

Recoupment  of  Nonrecurring  Costs  on  Sale  of  U.S. 

CAM  5-  203 

Product/Technology 

Rental  Cost  Including  Sale  &  Leaseback  of  Property 

CAM  A300  31.  205-36 

Sale  &  Leaseback  of  Facilities 

CAM  9-  703.11 

Sale  Commissions/Brokerage  Fee 

CAM  A300  31.  205-38 

Sale/Leaseback  Transaction 

CAM  7-  208 

Selling  Cost-Foreign  Military  Sale 

CAM  A300  31.  205-38 

Selling  Costs  Under  Foreign  Military  Sale  (FMS)  Contracts 

CAM  7-1307 

SALVAGE 

Salvage  Value 

CAM  7-  408 

SAME 

CAS  402-Consistency  in  Allocating  Costs  Incurred  for  Same 

CAM  8-  402 

Purpose 
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SAMPLE/SAMPLING 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


SAMPLE 

Determining  Sample  Sizes-Attributes 
Establishing  the  Sample  Size-Variables 
Identifying  the  Sample  Evaluation  Method/Software-Attributes 
Identifying  the  Sample  Evaluation  Methods/Software-Variables 
Method  of  Selecting  Sample  Items 
Sample  Audit  Report  Exhibit  A-DHHS  Grants-Educational 
Institutions 

Sample  Cover  Sheet  for  Audit  Report  of  a  Subcontract 
Proposal 

Sample  Cover  Sheet  for  Audit  Report  of  Prime  Contract 
Proposal 

Sample  Cover  Sheet  for  Audit  Report  on  Subcontract  Incurred 
Cost 

Sample  Format/Confirmation  of  Specific  Cost  Information 
Sample  Format/Notification  of  Disclaimer  of  Opinion  on  Price 
Proposal 

Sample  of  Corporate  Expense  Rate-GOCO  Activities 
Sample  Outline  of  Audit  Report  on  Team  ESS 
Signature  Element/Sample  Distribution  List-Audit  Report 
Use  of  Electronic  Data  Processing  Equipment  to  Assist  Sample 
Selection 

Work  Sampling-Evaluating  the  Work  Sample  Data 

SAMPLING 

Audit  Sampling 

Audit  Sampling  Policy 

Contract  Audit-Use  of  Statistical  Sampling 

Data  Stratification  for  Audit  Purpose-Sampling 

DCAA  Sampling  on  Contractor  EDP  (COSAM) 

Describing  the  Sampling  Frame 
Detail  Sampling  Plan  for  Variables 
Elements  Common  to  Attribute  and  Variable  Sampling 
Examples  of  Use  of  Systematic  Random  Selection 
Method-Sampling 

How  Randomness  May  Be  Obtained-Sampling 
Impact  of  Other  Sources  of  Reliance  on  Amount  of  Sampling 
Items  Identified  by  Series  of  Consecutive  Numbers-Random 
Sampling 

Items  Identified  by  Sets  of  Numbers-Random  Sampling 
Numbers  Which  Represent  Items  Not  in  the 
Universe-Sampling 

Penalties  Based  on  Results  of  Statistical  Sampling  Review 

Price  Proposal-Sampling  Procedures 

Quality  Assurance  Inspection  Sampling  Plan  Review  Guide 

Random  Selection  Procedures-Sampling 

Random  Selection-Sampling 


CAM 

B-305 

CAM 

B-  405 

CAM 

B-  307 

CAM 

B-  407 

CAM 

4-604 

CAM 

13-  7Fig.  13-7-1 

CAM 

10-  2Fig.l0-2-2(a) 

CAM 

10- 2Fig.  10-2-1 

CAM 

10-  2Fig.l0-2-2(b) 

CAM 

9-  lFig.9-1-2 

CAM 

9-  lFig.9-1-1 

CAM 

6-10Fig.6-6-l 

CAM 

10-4S1 

CAM 

10-  2Fig.  10-2-4 

CAM 

B-  606 

CAM 

1-  303 

CAM 

4-600 

CAM 

4-605 

CAM 

B-000 

CAM 

B-600 

CAM 

4-  504.  2 

CAM 

B-209 

CAM 

B-205 

CAM 

B-  300 

CAM 

B-  705.  1 

CAM 

B-  703 

CAM 

B-  100 

CAM 

B-  704.  1 

CAM 

B-  704.  2 

CAM 

B-  704.  3 

MRD 

1 1/29/93  PAD235 

CAM 

9-  103.  4 

OAG 

12,020.403 

CAM 

B-700 

CAM 

B-702 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Recommendation  of  Penalties  Based  on  Results  of  Statistical 
Sampling 

Sampling  for  Attributes 

Sampling  for  Attributes  or  Variable 

Sampling  for  Variable 

Sampling  Plan  Design  and  Documentation 

Statistical  Sampling  Application  Procedures  -  E-Z-Quant 

Statistical  Sampling  in  Contract  Audit 

Statistical  Sampling  Techniques  in  Postaward  Audits 

Statistical  Sampling  to  Segregate  Unallowable  Costs 

Statistical  Sampling-Educational  Institutions 

Systematic  Random  Selection-Sampling 

Unrestricted  Random  Selection  Procedures-Sampling 

Use  of  EDP  for  Stratification-Sampling 

Use  of  Sampling  for  Attributes 

Use  of  Sampling  for  Variables 

Work  Sampling 

Work  Sampling  Concerns 

Work  Sampling  Definition  .  .  ,  „ 

Work  Sampling-An  Application  of  Statistical  Sampling 
Work  Sampling-An  Application  of  Statistical  Sampling 
Work  Sampling-Assessing  the  Reasonableness  of  Labor  Costs 
Work  Sampling-Avoiding  Observation  Bias 

WorkSampling-Classifying/Formatting/Probing 

Work  Sampling-Conducting  and  Analyzing 

Work  Sampling-Defining  Objective/Population/Method 

Work  Sampling-Establishing  Allowances 

Work  Sampling-Evaluating  the  Work  Sample  Data 

Work  Sampling-Labor 

Work  Sampling-Obtaining  Contractor  Data 

Work  Sampling-Planning 

Work  Sampling-Scheduling/Sizing/Staffing 

Work  Sampling-Stratification 

Work  Sampling-Summarizing  the  Audit 

SAPS 

PLA-Liaison  Service  for  SAPs 
.SAR  Selected  Acquisition  Report(s)/ing 

SATISFY  .  „  . 

Dividend  Used  to  Satisfy  ESOP  Contribution  Requirement 

SAVINGS 

Savings  Through  Government-Furnished  Parts 
Unclaimed  Savings  Bond  Payroll  Deductions 
Word  Processing-Cost  Savings  Computation 
Word  Processing-Cost  Savings  Examples 
SAVINGS  BOND 

Unclaimed  Savings  Bond  Payroll  Deductions 


MRD  04/08/94  PAD060 


CAM  B-  300 
CAM  B-  206 
CAM  B-  400 
CAM  B-  203 
PAM  91,Sect.3 
CAM  3-  104.16 
CAM  14-  120.  5 
CAM  7-1002.  4 
CAM  13-  308.  4 
CAM  B-  705 
CAM  B-  704 
CAM  B-  706 
CAM  B-  302 
CAM  B-  402 
CAM  1-  000 
CAM  1-  400 
CAM  I-  103 
CAM  I-  105 
CAM  I-  105 
CAM  1-  104 
CAM  1-  404 
CAM  I-  203.  3 
CAM  I-  300 
CAM  1-  203.  1 
CAM  1-  204 
CAM  1-  303 
CAM  1 

CAM  1-  203.  2 
CAM  1-  200 
CAM  1-  203.  4 
CAM  1-  403 
CAM  1-  304 


CAM  15-  307 


MRD  05/04/94  PAD077 

CAM  3-S105.  4 
CAM  6-  203.  4a 
OAG  13,050.502 
GAG  13,050.503 

CAM  6-  203.  4a 
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SBU/SCHOLARSHIP 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


SBU 

Accounting  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Audit  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Change  in  Cost  Accounting  Practices-SBU 
Characteristics  of  SBU 

FAR/CAS  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 
Special  Business  Unit  (SBU) 

Terms/Definition-Joint  Ventures/Teaming 
Arrangements/SBU/Subsidiary 
SC 

Cost/Schedule  Control  (C/SC)  System 

SCATTER  CHART 

Material  Cost  Scatter  Chart 

Scatter  Chart  Example-Correlation  Analysis 

.Schedule/Cost  Control  System  Criteria  (See  CSCSC) 

SCHEDULE 

Audit  Report  Exhibit/Schedule/Appendix 
Comparative  Schedule  of  Progress  Payment  Submissions 
Computer-Assisted  Audit  Summarization/Schedule  Preparation 
Contractor  Cost/Schedule  Status  Report-Audit  Report  Example 
Cost/Schedule  Control  (C/SC)  System 
Cost/Schedule  Status  Reporting  (C/SSR) 

Depreciation-Review  of  Contractor  Schedule-M/IRS  Report 
Exhibit  and  Schedule-Cost  Impact  Statements 
Exhibit/Schedule-Annual  Incurred  Cost  Audit  Report 
Exhibit/Schedule-Claim  Audit  Report 
Exhibit/Schedule-Defective  Pricing 
Exhibit/Schedule-Price  Proposal  Audit  Report 
Exhibit/Schedule-Termination  Audit  Report 
Inventory  Schedule-Termination 
Price  Proposal-Technical  Report  Impact  on  Audit  Report 
Schedule 

Schedule  of  Mandatory  Annual  Audit  Requirements-MAARs 
.Scheduling  &  Control-Production  (See  PS&C) 

SCHEDULING 

Planning/Scheduling  Audit  Workload-Branch  Office 
Price  Proposal-Scheduling  Audit  Report  Issuance 
Production  Scheduling  and  Control  (PS&C)  Review 
PS&C-Scheduling  System  Review  Guide 
Scheduling  of  Individual  Audit  Performance-Branch  Office 
Scheduling  of  Material  Requirements 
Work  Sampling-Schedulin^Sizing/Stafflng 
SCHOLARSHIP 

Educational  Institutions-Scholarship/Student  Aid  Cost 


CAM 

7-1808 

CAM 

7-1805 

CAM 

7-1811 

CAM 

7-1804 

CAM 

7-1810 

MRD 

08/09/94  PAD125 

CAM 

7-1802 

CAM 

11-210 

CAM 

9-  408.  1 

CAM 

E-  lFig.E-1-13 

CAM 

10-214 

CAM 

5-  3S1 

CAM 

4-507 

CAM 

10-12Fig.l0-12.3 

CAM 

11-210 

CAM 

11-305 

CAM 

7-  403.  4 

CAM 

10-  808.  6 

CAM 

10-  505 

CAM 

10-1105 

CAM 

10-  606 

CAM 

10-  306 

CAM 

10-705 

CAM 

12-  304.  2 

CAM 

9-  103.  8 

CAM 

6-  ISl 

CAM 

G-  300 

CAM 

9-  103.  7 

CAM 

14-  700 

OAG 

14,010.300 

CAM 

G-  306 

OAG 

11,030.402 

CAM 

I-  203.  4 

CAM 

13-Sl  J.41 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Scholarship/Student  Aid  Costs-Educational  Institutions 
SCHOOLS 

Educational  Institutions-Deans  of  Faculty/Graduate  Schools 
SCIENCE 

National  Science  Foundation  Audit  for  FY  1994 
Supplemental  Requirements-National  Science  Foundation 
SCIENTIFIC 

Engineering/Scientific  Manpower  Utilization-NASA 
Micrographic-Scientific/Engineering  Data  Management 
SCOPE 

Audit  Scope-Labor  Internal  Control 
Audit  Scope-Progress  Payments 
Audit  Scope-Purchasing  System  Review 
Factors  Influencing  the  Audit  Scope 
Price  Proposal-Audit  Scope 
Purpose  &  Scope-CAS  Initial  Adequacy  Audit  Report 
Purpose/Scope  of  Audit-Claim  Audit  Report 
Purpose/Scope  of  Audit-Cost  Impact  Statements 
Purpose/Scope  of  Audit-Final  Audit  Determined  Indirect  Cost 
Rate 

Purpose/Scope  of  Audit-Termination  Audit  Report 
Purpose/Scope  of  Audit-Final  Procurement  Determined  Indirect 
Cost  Rate 

Purpose/Scope-CAS  Compliance  Audit  Report 
Purpose/Scope-Compliance  Audits  of  Revised  Disclosure 
Statements 

Purpose/Scope-Functional/Operational  Report 
Purpose/Scope-Noncompliance  w/Disclosed/Est  Prac/CAS/FAR 
Review  Scope-FPRA 
Scope  of  Audit-CSRs 

Scope  of  Statute-Freedom  of  Information  Act 
SCORE 

The  Z  Score  Formula 
SCRAP 

Repair/Rework  vs  Scrap 
Scrap,  Spoilage,  Excess,  Obsolescence 
Scrap/Spoilage/Rework 
Segregation  of  Scrap/Rework  Cost 

scsc 

Audit  Program-C/SCSC  Surveillanc/Review 
SEALED 

Audit  Clause-Sealed  Bidding 

Records  Retention  Clause-Sealed  Bidding 

SEASONAL 

Seasonal  Variations-Time  Series 


CAM  13-510.4 

CAM  13-Sl  J.IO 

MRD  12/02/93  OAD221 
CAM  15-  117 

CAM  3-S206 
OAG  13,060.405 

CAM  5-  905 
CAM  14-  204 
CAM  5-  605 
CAM  3-  104 
CAM  9-  103.  3 
CAM  10-  804.  1 
CAM  10-1104.  1 
CAM  10-  808.  1 
CAM  10-  504.  1 

CAM  10-  703.  1 
CAM  10-  504.  1 

CAM  10-  805.  1 
CAM  10-  807.  1 

CAM  10-  405 
CAM  10-  806.  1 
CAM  9-1205 
CAM  5-  805 
CAM  1-  703 

CAM  14-  3Fig.  14-3-1 

OAG  12,030.406 
CAM  6-  307 
CAM  9-  407.  3 
CAM  3-S109.  1 

DAP  DIIS  (APCSCSC) 

FAR  52.  214-26 
FAR  52.  214-26 

CAM  E-  305 
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.SEC  Securities  &  Exchange  Commission/SELLERS 


KEYWORD  INDEX  O  '  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


.SEC  Securities  &  Exchange  Commission 
SEC 

Review  of  Contractor  Financial  Statements/Corp.  Minutes/Tax 
Retum/SEC 

SEC  Report  Filed  by  Contractors 
SECRETARY 

Relationship-DCAA/the  Office  of  the  Secretary  of  Defense 
SECULAR 

Secular  Trend-Time  Series 
SECURED 

Access  to  a  Secured  Contractor  Plant 
SECURITY 

Access  to  Contractor  Plant-Security  Procedure 
Access  to  Contractor  Plant-Security  Requirements 
DCAA  Implementation  of  the  DoD  Operations  Security 
(OPSEC)  Program 

Educational  Institutions-Plant  Security  Cost 
Industrial  Security/Plant  Protection  Costs 
Registry/Transfer  Cost-Security  Issued  by  Contracter 
Security  Cost/Guard  Service 
Security  System  Review  Guide 

se(;ment 

Allocation  of  Pension  Cost  to  Segment 
Allocation  of  Pension  Fund  Assets  to  Segment 
CAC  Program-Multi-Segment  Contractor 
CAS  403-Allocation  of  Home  Office  Expenses  to  Segment 
Cliaracteristics  of  a  Legitimate  Business  Unit/Segment 
Environmental  Cos  s  Related  to  Previous  Sites  and  Closed 
Segment 
SEGREGATE 

Statistical  Sampling  to  Segregate  Unallowable  Costs 
SEGREGATION 

Identification  and  Segregation  of  Unallowable  Cost 
Segregation  of  Scrap/Rework  Cost 

Segregation/Control  of  Data  Rejections/Adjustments/Corrections 
SELECTING 

Method  of  Selecting  Sample  Items 

Methods  of  Selecting  Bases-Educational  Institutions 

Selecting  Proper  Index-Eco.iomic 

SE7‘  INSURANCE 

Fuading  of  Self-Insurance 

Self  Insurance 

Self  Insurancf^-Catastrophic  Loss 
Self-Insuiance  Program 
SELLERS 

Sellvrs’  cr  Agent  Compensatior  Fee/Commissions-Selling  Costs 
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CAM 
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SELLiNG/SERVICE 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


SELLING 

Allocability  of  Selling  Costs 
Allowability  of  Selling  Costs 
Educational  Institutions-Selling  and  Marketing 
Foreign  Selling  Costs 

Illustrations  of  Improper  Classification-Selling  Costs 
Nature  of  Selling  Effort- Selling  Costs 
Nature  of  Selling  Effort-Selling  Costs 
Proper  Classification  of  Selling  Expenses 
Publication  Costs-Selling/Marketing/Advertising 
Reasonableness  of  Selling  Costs 

Sellers’  or  Agent  Compensation/Fee/Commissions-Selling  Costs 
Selling  Cost 

Selling  Cost-Foreign  Military  Sale 
Selling  Costs 

Selling  Costs  Under  Foreign  Military  Sale  (FMS)  Contracts 
Techniques  to  Identify  Improperly  Classified  Selling  Costs 
SEMINARS 

Participation  in  Training  Sessions/Seminars/Rcview 
Groups-PLA 
SEMIVARIABLE 

Variable/Semivariable/Nonvariable  Cost 
SERVICE 

ACRS-Expected  Consumption  of  Service/Useful  Life 
Allocation  Bases  for  Overhead/Service  Center 
Audit  of  Compensation  for  Personal  Service-Educational 
Institutions 

Audit  of  Incurred  Material  Cost  and  Purchased  Service 
Audit  Program-Consultant  and  Professional  Service  Costs 
Audit  Report-Technical  Service  Contracts 
Audit  Service  for  NASA 
Audit  Service  for  Non-DoD  Agencies 
Audit  Service  for  Nonapprcpriated  Fund 
Audits  of  Contractor  Computer  Equipment  (EDP)-Technical 
Service  Ctr 

CAS-WG  78-22-Development  of  Asset  Service  Life 

Compensation  for  Personal  Service 

Compensation  for  Personal  Service 

Compensation  for  Personal  Service 

Coordination  with  Technical  Service  Center,  EDP  Branch 

DCAA  Relationship  with  the  Internal  Revenue  Service  (IRS) 

Educational  In'fi'utions-Compensation  for  Personal  Service 

Educational  1.  jtuutions-Compensation  for  Personal  Service 

Educational  Instiiutions-Goods/Service  for  Personal  Use 

Educational  Institutions-Professional  Service  Cost 

Educational  Institutions-Specialized  Service  Facilities 
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SERVICE/SETTLEMENT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Educational  Institutions-Student  Administration/Service 
Employee  Benefits  &  Service  Review  Guide 
Employee  Health/Welfare/Food-Service/Dormitory 
Engaging  Actuarial  Consulting  Service 
Field  Service  Expense-Other  Direct  Cost 
Intracompany  Transfer  of  Material  or  Service 
Intracompany  Transfer/Adequate  Price  Competition-Material 
or  Service 

Intracompany  Transfer/Catalog/Market  Price-Material  or 
Service 

Part-time  PLA  Service 
PLA  Service 

PLA-Liaison  Service  for  SAPs 
PLA-Liaison  Service  to  Contract  Administration  Offices 
Process  Oriented  Contract  Administration  Service  (PROCAS) 
Processing  Non-DoD  Agency  Request  for  Audit  Information  or 
Service 

Procurement  Liaison  Auditor  (PLA)  Service 
Procurement  Liaison  Auditor  Service  (PLA) 

Professional  &  Consultant  Service  Cost 
Professional  and  Consultant  Service  Costs 
Rate  for  Educational  Service  Agreement-Educational 
Institutions 

Reasonableness-Compensation  for  Personal  Service 
Request  for  Audit  Service 
Salary  &  Wage  for  Current  Service 
Security  Cost/Guard  Service 
Service  &  Warranty  Cost 
Student  Health  Service-Educational  Institutions 
Supplement-Address  List  for  Department  of  Health/Human 
Service 

Supplemental  Requirements-Department  of  Health/Human 
Service 

Technical  Service  Contracts 
SESSIONS 

Participation  in  Training  Sessions/Seminars/Review 
Groups-PLA 
SETTLEMENT 

Audit  Program-Termination  Settlement  Proposal 
Audit  Report  on  Termination  Settlement  Proposal 
Auditing  Settlement  Expenses-Termination 
Case  by  Case  Determination-Labor  Settlement 
Costs/Fee  Submitted  in  Settlement  Proposal-Termination 
Determinations  of  Settlement  Review  Board-Termination 
Distribution  of  Report-Termination  Settlement 
Expediting  Indirect  Cost  Settlement-Termination 


CAM  13-Sl  F.7 
OAG  13,040.407 
CAM  A300  31.  205-13 
DHI  1442.1 
CAM  9-  605.  5 
CAM  6-313 
CAM  6-  313.  3 

CAM  6-  313.  2 

CAM  15-  304 
CAM  15-  305 
CAM  15-  307 
CAM  15-  306 
CAM  1-  804 
CAM  1-  303 

CAM  15-  300 
PAM  27 

CAM  A300  31.  205-33 
CAM  7-1905 
CAM  13-  602.  1 

CAM  A300  31.  205-  6 
FAR  15.  805-5(c)(l 
CAM  A300  31.  205-  6 
CAM  A300  31.  205-29 
CAM  A300  31.  205-39 
CAM  13-  510.  1 
CAM  15-  1S3 

CAM  15-111 

CAM  6-  205 

CAM  15-  305.11 


DAP  DllS  (APTERM) 
CAM  10-  700 
CAM  12-  309 
CAM  7-  802.  2 
CAM  12-  402.  2 
CAM  12-  206 
CAM  10-  704 
CAM  12-  407 
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SETTLEMENT/SHEET 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Expediting  0/H  Settlement/Completed  DoD  Cost- 
Reimbursement  Contracts 

Expediting  Settlement  of  Indirect  Cost  on  Completed  Contracts 
Expediting  Settlement  of  Indirect  Cost  on  Terminated 
Contracts 

Extracts  from  Procurement  Directives  on  Overhead  Settlement 

Labor  Settlement  Costs 

Labor  Settlement/Strike  Period  Costs 

Reviewing  Subc-  "tor  Settlement-Termination 

Summary  of  A>  sults-Termination  Settlement 

Termination  Seti.  ,  ii  Expenses 

Termination  Settlement  Proposal  Format/Content 

Types  of  Award-Labor  Settlement 

SETUP 

Setup  Time  Labor  Cost 
SEVERANCE 

Abnormal  Executive  Severance  Pay-Business  Combinations 
Educational  Institutions-Severance  Pay 
Normal  and  Abnormal  Severance  Payments 
Severance  Paid  in  Addition  to  Early  or  Normal  Retirement 
Benefits 
Severance  Pay 
Severance  Pay  Benefits 

Severance  Pay  Policies  for  Paid  Absence  under  WARN  Act 
Severance  Pay-Termination 
Severance  Payments  for  Involuntary  versus  Voluntary 
Termination 

Severance  Payments  Made  When  There  Is  a  Replacement 
Contractor 

Severance  Payments  to  Foreign  Nationals 
Termination  Plan,  Early  Retirement  Incentive,  and  Severance 
Payments 

SHAREHOLDERS 

Meeting-Cost  of  Shareholders 

Report  to  Shareholders-Preparation/Publication  Cost 

SHARING 

Cost  Sharing/Matching  Compliance-Educational  Institutions 
Sharing  Audit  Plan-State/Local  Government 
Sharing  the  Business 
SHEET 

Agenda  Sheet-Working  Papers 

Audit  Followup-DCAA  Summary  Sheet 

Audit  Followup-DCAA  Summary  Sheet 

Audit  Report  Cover  Sheet 

Audit  Report  Data  Sheet 

Copy  of  DCAA  Form-1  (Continuation  Sheet) 

Data  Sheet  for  Pricing  Proposal  Audit  Report 


CAM  6-lOSl 

CAM  6-711.  1 
CAM  6-711.2 

CAM  6-lOSl 
CAM  7-  802 
CAM  7-  800 
CAM  12-  310 
CAM  10-  703.  3 
CAM  A300  31.  205-42 
CAM  10-  702 
CAM  7-  802.  1 

CAM  9-  503.  6 

CAM  7-1708.  2 
CAM  13-Sl  J.43 
CAM  7-1907.  4 
CAM  7-1907.  6 

CAM  A300  31.  205-  6 
CAM  7-1907.  2 
CAM  7-1907.10 
CAM  12-  305.  4 
CAM  7-1907.  3 

CAM  7-1907.  5 

CAM  7-1907.  9 
CAM  7-1907.  1 


CAM  A300  31.  205-28 
CAM  A300  31.  205-28 

CAM  13-  308.  3 
0MB  A-  73 
CAM  4-  705 

CAM  4-  404 
CAM  15-  605 
CAM  15-  6Fig.  15-6-1 
CAM  10-  206 
CAM  10-213 
CAM  6-  9Fig.6-9-2 
CAM  10-  3Fig.  10-3-1 
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SHEET/SHOULD  COST 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Data  Sheet-Price  Proposal  Audit  Report 
DCAA  Summary  Sheet-Audit  Report 
Review  of  Operation  Time  Sheet/Shop  Methods 
Sample  Cover  Sheet  for  Audit  Report  of  a  Subcontract 
Proposal 

Sample  Cover  Sheet  for  Audit  Report  of  Prime  Contract 
Proposal 

Sample  Cover  Sheet  for  Audit  Report  on  Subcontract  Incurred 
Cost 

SHIFT 

Review  of  Overtime,  Extra-Pay  Shift,  and  Multi-Shift  Work 
Review  of  Overtime,  Extra-Pay  Shift,  and  Multi-Shift  Work 
SHIFTING 

Shifting  Commercial  Overhead  to  Government  Work 

SHIPMENTS 

Drop  Shipments  of  Material 

SHIPYARD 

Shipyard  Welder  Training  &  Certification  Review  Guide 
Shipyard  Welding 

Shipyard  Welding  Equipment  Review  Guide 

Shipyard  Welding  Filler  Metals  Review  Guide 

Shipyard  Welding  Research  Study 

Shipyard  Welding  Rod  Rooms  Review  Guide 

Shipyard  Welding  Supply  Review  Guide 

Shipyard  Welding  Terms  &  Techniques 

Shipyard  Welding  Work  Management/Stafting  Review  Guide 

Shipyard  Welding-Steel-Parts  &  T-Beams  Review  Guide 

SHOP 

PS&C-Shop  Order  Release  System  Review  Guide 

Release  of  Shop  Order  PS&C 

Review  of  Operation  Time  Sheet/Shop  Methods 

Shop  Forecasting  &  Loading  PS&C 

SHORT  FORM 

Short  Form  Audit  Report 

SHOULD  COST 

Assistance  After  Report  Issuance-Should  Cost  Review 

Communication  of  Results  of  Audit-Should  Cost  Review 

Coordination  with  Should  Cost  Subteam 

Processing  Request  for  Participation-Should  Cost  Reviews 

Should  Cost  Review  Team  Organization  Chart 

Should  Cost  Team  Makeup  &  Responsibilities 

Should  Cost  Team  Review 

Should  Cost  Team  Review  ••  Role  of  Auditor 

Should-Cost  Review  Requirements 

Should-Cost  Review  Requirements 

Use  of  DCAA.  Operations  Audits  in  Should  Cost  Review 


CAM  10-  305 
CAM  10-  215 
CAM  9-  504.  4 
CAM  10-  2Fig.lO-2-2(a) 

CAM  10-  2Fig.  10-2-1 

CAM  10-  2Fig.l0-2-2(b) 
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CAM  6-  409 

CAM  3-SllO.  3 

CAM  9-  404.  5 

OAG  12,040.406 
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CAM  9-  9Fig.9-13-l 
CAM  9-1304 
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CAM  9-1308 
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SHRINKAGE/SLOPE 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


SHRINKAGE 

Forecasting  Material  Shrinkage  Requirements 
.SIC  Suspected  Irregular  Conduct  (1^  also  Fraud) 

SIGN 

Authority  to  Sign  Correspondence 
SIGNATORY 

Delegation  of  Signatory  Authority-Audit  Report 
Delegation  of  Signatory  Authority-Public  Voucher 
SIGNATURE 

Audit  Report  Signature  Block 

Signature  Element/Sample  Distribution  List-Audit  Report 

SIGNIFICANT 

Chronology  of  Significant  Events-Claim  Audit  Report 
Coordination  of  Significant  Litigation  Report 
Indicators  of  Potentially  Significant  Estimating 
Deficiencies-ESS 

Table  of  Significant  Values  of  the  Coefficient  of  Determination 

SIMPLIFIED 

Educational  Institutions-Simplified  Method  for  Small 
Educational  Institutions-Simplified  Procedure  (Dollar 
Threshold) 

Simplified  Procedure  for  Small  Educational  Institutions 
SIMULATION 

Simulation  Method  Delay/Disruption  Submission 
SINGLE 

CAD/CAM-Single  Data  Base 
Compliance-Single  Audit-State/Local 
Educational  Institutions-Single  Cognizant  Audit  Agency 
Educational  Institutions-Sin^e  Indirect  Cost  Negotiation 
Nonprofit  Organization-Sin^e  Indirect  Cost  Negotiation 
0MB  Circular  A- 128-Single  Audit  Act  of  1984-P.L.  98-502 
Single  Cognizant  Federal  Agency-State/Local 
.SIS  Synopsis  Information  System(s)  (DCAA) 

SIS 

EDP  Internal  Control  Audits  SIS 
Operations  Audit  SIS 
SITES 

Environmental  Costs  Related  to  Previous  Sites  and  Closed 
Segment 
SIZING 

Work  Sampling-Scheduling/Sizing/Staffing 
SLOPE 

Comparison  of  Improvement  Curve-Different  Slope 
Determining  Slope  of  a  Trend  Line-Improvement  Curve 
Improvement  Curve-Various  Slope-Logarithmic  Paper 
Slope  of  an  Improvement  Curve 
Vertical  Position  &  Slope-Improvement  Curve 
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SMALL  BUSINESS/SPECIAL 

i 

; 

1 

5, 

KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

1 

f 

t 

TOPIC  SOURCE/REFERENCE 

1 

i 

i 

S 

1 

i 

SMALL  BUSINESS 

Patent  Costs-Small  Business/Non-Profit  Organization 

CAM  7-  702.  2 

1 

1 

i 

Royalties-Small  Business/Non-Profit  Organization 
.Social  Security  (See  FICA) 

CAM  7-  703.  3 

1 

1 

SOFTWARE 

Accounting  for  Computer  Software  Costs  Under  FASB  No.  86 

CAM  7-  104 

1 

t 

EDP-System  Software  &  Configuration  Review  Guide 

OAG  14,020.407 

Generalized  Audit  Software  on  Contractor  EDP 

CAM  4-  504 

\ 

s 

Hardware/Systems  Software  Controls-EDP  General  Controls 

CAM  C-  203.  3 

? 

1 

Identifying  the  Sample  Evaluation  Method/Software-Attributes 

CAM  B-  307 

i 

Identifying  the  Sample  Evaluation  Methods/Software-Variables 

CAM  B-  407 

' 

1 

Non-DCAA  Audit  Software 

CAM  4-  504.  6 

i 

i 

i 

Overview  of  Generalized  Data  Retrieval  Software 

CAM  4-  504.  1 

Software-Computer  Component 

CAM  C-  104.  2 

1 

\ 

System  Evaluation  Software  Performance  Evaluation  on 

CAM  4-  504.  4 

\ 

Contractor  EDP 

* 

f, 

} 

SOLE  SOURCE 

1 

1 

i 

f 

Pricing  of  Sole  Source  Repair  Parts 

SOLICITATION 

CAM  3-SI05.  3 

! 

! 

Proxy  Solicitation 

CAM  A300  31.  205-28 

1 

4 

f 

i 

f 

Review/Briefing  of  Request  For  Proposal/Solicitation 

CAM  3-  203 

f 

1 

? 

SPACE 

Space  Utilization  Base-Educational  Institutions 

CAM  13-  511.  6 

i 

i 

Warehouse  Space-Projected  Business  Volume 

SPARE  PARTS 

OAG  11,020.300 

} 

Audit  Disclosure-Handling  of  Spare  Parts  Purchase 

SPECIAL 

CAM  3-S108 

Advance  Agreement/Special  Contract  Provisions-Claim  Audit 

CAM  10-1  l';o.  2 

Report 

Allocation  of  Special  Facilities  Operating  Costs 

CAM  7-  300 

Appendix-Special  Cotnments-Annual  Incurred  Cost  Audit 

CAM  10-  506.  2 

Report 

Areas  for  Special  Consideration  in  Parametric  Cost  Estimating 

CAM  9-1005 

B&P  Support  Cosls-Special  Considerations 

CAM  7-1504 

1 

Class  Deviation,  Special  Tooling 

MRD  11/08/93  PAD219 

Criteria  for  Special  Facilities 

CAM  7-  302 

Determination  of  Special  Facilities  Costing  Rate 

CAM  7-  305 

Joint  Ventures/Teaming  Arrangements/Special  Business  Unit 

CAM  7-1800 

* 

Material  Cost  Items  Requiring  Special  Consideration 

CAM  9-  407 

NASA  Contracts-Special  Consideration-FAR/NASA 

CAM  7-1507 

1 

Procurement  Regulation 

Providing  Special  Testing  Equipment 

FAR  45.  307 

’  1 

t 

Real/Estimated  Cost  Differential-Special  Facilities 

CAM  7-  305.  2 

Reasonableness  of  Special  Termination  Plan  Costs 

CAM  7-1907.  7 

\ 

Special  Allowability  of  Cost-Construction/A-E 

CAM  A300  31.  105(d) 

Special  Audit  Analyses  on  Contractor  EDP 

CAM  4-  506 

Special  Business  Unit  (SBU) 

MRD  08/09/94  PAD125 

1 
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SPECIAL/SPONSORED 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Special  Compensation  for  Retaining  an  Employee-Business 
Combinations 

Special  Considerations  on  Subcontractor  Cost  Information 

Special  Considerations/Audit  of  Selected  Contract  Type 

Special  Information  Report-NASA 

Special  Machinery/Equipment-Termination 

Special  Procedures  for  Actual/Potential  BCA  Cases 

Special  Procedures  for  Non-DoD  Agencies 

Special  Procedures  Relating  to  Grants-Educational  Institutions 

Special  Reporting  of  Unsatisfactory  Conditions 

Special  Reviews  Related  to  Government  Rights  in  Inventions 

Special  Tooling  &  Test  Equipment  Cost 

Special  Tooling  Cost 

Special  Tooling-Termination 

Special  Tooling/Machinery/Equipment  Cost-Termination 

Special  Tooling/Test  Equipment-Other  Direct  Cost 

Treatment  of  Grants  for  Special  Facilities 

SPECIALIST 

Cost  Estimating  Methods-Technical  Specialist  Assistance 
Cost  Monitoring  Specialist 
Cost  Monitoring  Specialist  Function 
Evaluation/Use/Impact  of  Results-Technical  Specialist 
Assistance 

Need/Requirements  for  Technical  Specialist  Assistance 
Price  Proposal-Technical  Specialist  Assistance 
Regional  EDP  Auditors/Computer  Specialist 
Request  for  Technical  Specialist  Assistance 
Specialist  Assistance  in  Price  Proposal  Evaluations 
Technical  Specialist  Assistance 
SPECIALIZED 

Educational  Institutions-Specialized  Service  Facilities 
SPECIFIC  COST 

Deficiencies  in  Specific  Cost  Estimates 
Processing  Request  for  Specific  Cost  Information 
Sample  Format/Confirmation  of  Specific  Cost  Information 
Written  Confirmation  of  Specific  Cost  Information 
Written/Telephone  Request  for  Specific  Cost  Information 
SPOILAGE 

Scrap,  Spoilage,  Excess,  Obsolescence 

Scrap/Spoilage/Rework 

SPONSORED 

Educational  Institutions-Loss  on  Other  Sponsored  Agreement 
Educational  Institutions-Sponsored  Agreement 
Educational  Institutions-Sponsored  Projects  Administration 
Educational  Institutions-Termination  Cost-Sponsored 
Agreement 


CAM 

7-1708.  3 

CAM 

9-  107.  3 

CAM 

6-200 

CAM 

15-  106.4 

CAM 

12-  304.14 

CAM 

15-  500 

CAM 

15-  100 

CAM 

13-  309 

CAM 

4-800 

CAM 

14-906 

CAM 

A300  31.  205-40 

FAR 

45.  306-2 

CAM 

12-  304.13 

CAM 

A300  31.  205-42 

CAM 

9-  605.  2 

CAM 

7-  307 

CAM 

D-400 

CAM 

15-  700 

DFR 

242.7003,7004 

CAM 

D-300 

CAM 

D-  100 

CAM 

D-  100 

CAM 

4-  503.  2 

CAM 

D-200 

CAM 

9-306 

CAM 

D-000 

CAM 

13-Sl  J.44 

CAM 

9-  310 

CAM 

9-  107.  1 

CAM 

9-  lFig.9-1-2 

CAM 

9-  107.  2 

CAM 

9-  107 

CAM 

6-  307 

CAM 

9-  407.,  3 

CAM 

13-Sl  J.25 

CAM 

13-Sl  B.2 

CAM 

13-Sl  F.5 

CAM 

13-Sl  J.49 
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SPONSORED/STANDARDS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Indirect  Cost  Rate  for  Sponsored  Agreement-Educational 
Institutions 

Sponsored  Projects  Administration  Expenses-Educational 
Institutions 
SSR 

Cost/Schedule  Status  Reporting  (C/SSR) 

STAFF 

Organization  of  Audit  Staff/Assignment  of  Personnel-Resident 
Offices 

Visits  by  Congressional  Committees  or  Staff 
STAFFING 

Audit  Staffing  Utilization  Plan  Example-Branch  Office 
Branch  Office  Staffing 

Determination  of  Audit  Staffing  Requirements-Branch  Office 
EDP-Staffing  Review  Guide 
Facilities  Work  Management/Staffing  Review  Guide 
Material  Work  Management/Staffing  Review  Guide 
Micrographic-Work  Management/Staffing  Review  Guide 
Quality  Assurance  Work  Management/Staffing  Review  Guide 
Reproduction  Work  Management/Staffing  Review  Guide 
Shipyard  Welding  Work  Management/Staffing  Review  Guide 
Staffing  Requirements/Budgeted  Staffing  Levels 
Staffing  Requirements/Budgeted  Staffing  Levels 
Work  Sampling-Schedulin^Sizing/Staffing 
Workload  Planning/Au;’it  Staffin^Progress  Analysis-Resident 
Office 

Workpackage/Staffing  Requirements-Resident  Office 
STAGE 

Completion  Stage-Termination 
STAMPS 

Use  of  Rubber  Stamps-Audit  Report 
STANDARD 

Audit  Program-CAS  407  Use  of  Standard  Costs-Direct  Material 
&  Labor 

CAS  407-Standard  Costs  for  Direct  Material/Direct  Labor 
Consistency  of  Standard  Costs  for  Commercial  vs  Government 
Work 

Estimates  Based  on  Standard  Costs 

Military  Standard  1567A  and  Work  Measurement 

Minor  Rework  &  Standard  Repair 

Parametric  Cost  Estimating-Estimating  Standard 

Standard  Industrial  Classification 

.Auditing  Standards  (GAAS) 

STANDARDS 

AICPA  Auditing  Standards 

Application  of  Reporting  Standards-Financial  Audits 

Auditing  Standards 


CAM  13-  602 
CAM  13-  512.  2 


CAM  11-305 

CAM  H-  302.  4 

REG  5020.5 

CAM  G-  3Fig.G-3-3 
CAM  G-  200 
CAM  G-  304 
OAG  14,020.401 
OAG  13,010.401 
OAG  11,020.404 
OAG  13,060.401 
OAG  12.020.401 
OAG  13,030.401 
OAG  12,040.401 
OAG  1030.4 
OAG  1030.4 
CAM  1-  203.  4 
CAM  H-  300 

CAM  H-  302.  3 

CAM  12-  304.11 

CAM  10-  203.  9 

DAP  DIIS  (APCAS407) 

CAM  8-  407 
CAM  3-S107.  1 

CAM  9-  314 
CAM  9-  504.  7 
OAG  12,030.405 
CAM  9-1004.  6 
PAM  74,pg.49 


CAM  2-  101 
CAM  2-  403 
CAM  2-  000 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CAS-Compliance  with  CAS  Rule/Regulation/Standards  and 
FAR 

Consistency  in  Using  Standards 
Cost  Accounting  Standards  (CAS) 

Cost  Accounting  Standards  Reviews 
Cost  Accounting  Standards-Educational  Institutions 
Educational  Institutions-Financiai  Management  Systems 
Standards 

Establishment  of  Cost  Accounting  Standards  Board  (CASB) 
Estimates  Based  on  Revised  Standards 
Evidence-Field  Work  Standards/Financial  Audits 
Evidence-Field  Work  Standards/Operations  Audits 
Fair  Labor  Standards  Act  of  1938 
Field  Work  Standards  for  Financial  Statement/Financial 
Related  Audits 

Field  Work  Standards  for  Performance  (Operations)  Audits 
GAO  Audit  Standards  Adopted  for  Executive  Branch 
General  Standards 

Generally  Accepted  Auditing  Standards/Relationship  to  DCAA 
Audits 

Government  Auditing  Standards 

Government  Reporting  Standards  for  Performance  (Operations) 
Audits 

Influence  of  Cost  Accounting  Standards  on  Termination 
Internal  Control  Structure-Field  Work  Standards/Financial 
Audits 

Internal  Control-Field  Work  Standards/Operations  Audits 
Labor  Standards-Construction  Contract 
Labor  Standards-Construction  Contract 
Legal/Regulatory  Requirements-Field  Work  Standards/Financial 
Audits 

Legal/Regulatory  Requirements-Field  Work 
Standards/Operations  Audits 
Nonprofit  Organization-Financial  Management  Systems 
Standards 

Operation  Time  Standards 
Other  AICPA  Standards 

Planning  in  Connection  with  Cost  Accounting  Standards 
Planning-Field  Work  Standards/Financial  Audits 
Planning-Field  Work  Standards/Operations  Audits 
Production  Labor  Standards  Review  Guide 
Reporting  Standards  for  Financial  Statement/Financial  Related 
Audits 

Reporting  Standards  for  Performance  (Operations)  Audits 
Standards  of  Conduct  -  Federal  Employee 
Standards  Of  Conduct-Government  Personnel 


CAM  8-  300 

CAM  9-  314.  4 
CAM  8-  000 
CAM  4-  304.  6 
CAM  13-  206 
0MB  A-110 

CAM  8-  102.  1 
CAM  9-  314.  1 
CAM  2-  306 
CAM  2-  506 
FAR  22.1002-4 
CAM  2-  300 

CAM  2-  500 
0MB  A-  73 
CAM  2-  200 
CAM  2-  100 

CAM  2-  103 
CAM  2-  602 

CAM  12-105 
CAM  2-  305 

CAM  2-  505 
FAR  22.  4 
DFR  222.  4 
CAM  2-  304 

CAM  2-  504 

0MB  A-110 

CAM  9-  504.  5 
CAM  2-  102 
CAM  3-  106 
CAM  2-  302 
CAM  2-  502 
OAG  12,010.401 
CAM  2-  400 

CAM  2-  600 
CAM  7-1103.  4 
FAR  3.  101 
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STANDARDS/STATEMENTS 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 

Standards  on  Study  of  Internal  Control  Structure  in  EDP 
Systems 

Supervision-Field  Work  Standards/Financial  Audits 
Supervision-Field  Work  Standards/Operations  Audits 
START  UP 

Preproduction  &  Start-up  Costs-Other  Direct  Cost 
STARTING 

Termination-Starting  Load/Preparatory  Cost 
STATE 

Allowability  of  Interest  on  State  Tax 
Allowability  of  State  and  Local  Tax 
Applicability-FAR  Subpart  31.  6-Contracts  /State/Local 
Government 

Applicability-OMB  Circular  A-87-State/Local  Government 
CAS-WG  8 1 -25-State  Income/Franchise  Tax 
Compliance-Single  Audit-State/Local 
Contracts  with  State,  Local  and  Indian  Tribal  Governments 
Cost  Principles-Contracts  with  State/Local  Government 
Cost  Principles-Grants/Contracts  w/State/Local  Government 
Cost  Principles-State/Local 
Educational  Institutions-Cost  Incurred  by  State/Local 
Governments 

Grants  &  Contracts  with  State  &  Local  Government 
Grants  and  Cooperative  Agreement  with  State  and  Local 
Government 

Indirect  Cost  Allocation  Plan-State 
NGB  Agreement  with  State/Possessions 
Reproduction  Equipment-State  Taxes  Review  Guide 
Sharing  Audit  Plan-State/Local  Government 
Single  Cognizant  Federal  Agency-State/Local 
State  and  Local  Index-Economic 
State  Escheat  Law 

State-Wide  Benefits  for  University  Employee-Educational 
Institutions 
State/Local  Taxes 

State/Local  Transfer  Tax-Employee  Relocation 
Tax  Forms  Filed  by  Contractors  with  IRS/State  Tax 
Departments 

Tax  Return  Filed  by  Contractor  with  IRS  and  State 
Worker  Compensation-State  Bureau  Rate 
STATEMENTS 

Audit  Report-Cost  Impact  Statements 
Background  Information-Cost  Impact  Statements 
Background  Information-Revised  Disclosure  Statements 
CAS-Audit  Disclosure  Statements  for  Adequacy 
CAS-Change  to  \  disclosure  Statements/Established  Practices 


SOURCE/REFERENCE 


CAM 

C-202 

CAM 

2-  303 

CAM 

2-503 

CAM 

9-  605.  7 

CAM 

A300  31.  205-42 

MRD 

09/26/94  PAD161 

CAM 

7-1403.  4 

CAM 

A300  31.  107 

CAM 

A300  31.603 

WGI 

5990.25  CCH 

0MB 

A- 128 

CAM 

A400  231.  603 

CAM 

A300  31.  602 

CAM 

A300  31.  6 

0MB 

A- 87 

CAM 

13-Sl  C.6 

CAM 

A300  31.  6 

0MB 

A- 102 

0MB 

A-  87, J 

CAM 

14-  903 

OAG 

13,030.405 

0MB 

A-  73 

0MB 

A- 128 

PAM 

74,pg.6 

CAM 

6-  203.  4b 

CAM 

13-  509.  2 

CAM 

7-1403 

CAM 

7-1006.  7 

CAM 

3-  1S2 

CAM 

5-  1S2 

CAM 

7-  507.  2 

CAM 

10-  808 

CAM 

10-  80.-1.  3 

CAM 

10-  807.  4 

CAM 

8-  200 

CAM 

8-  303.  3 
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STATEMENTS/STAl  ISTICAL 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CAS-Proper  Filing  of  Disclosure  Statements 
Circumstances  Affecting  Audit-Compliance  Revised  Disclosure 
Statements 

Circumstances  Affecting  the  Audit-Cost  Impact  Statements 
Concurrent  Adequacy/Compliance  Audits  of  Revised  Disclosure 
Statements 

Contract  Audit  Closing  Statements/Cost-Plus-Fixed-Fee  Level- 
of-Effort 

Contractor  Report/Financial 
Statements-Accounting/Management  Systems 
Cost  Impact-Compliance  Revised  Disclosure  Statements 
Disposition  of  Audit  Result-Compliance  Revised  Disclosure 
Statements 

Disposition  of  Audit  Result-Cost  Impact  Statements 
Distribution  of  Report-Cost  Impact  Statements 
Examples  of  Report  Appendix  Statements  on  Technical 
Qualifications 

Exhibit  and  Schedule-Cost  Impact  Statements 
MAAR  No.4  Tax  Return  and  Financial  Statements 
Purpose/Scope  of  Audit-Cost  Impact  Statements 
Purpose/Scope-Compliance  Audits  of  Revised  Disclosure 
Statements 

Review  of  Contractor  Financial  Statements 
Review  of  Contractor  Financial  Statements/Corp.  Minutes/Tax 
Retum/SEC 

Statement  of  Change-Compliance  Revised  Disclosure 
Statements 

Statement  of  Conditions/Recommendation-Revised  Disclosure 
Statements 

Statutory  Provisions-l8  U.S.C.  1001  False  Statements 
Summary  of  Audit  Results-Compliance  Revised  Disclosure 
Statements 

Summary  of  Audit  Results-Cost  Impact  Statements 
STATIONS 

Television/Radio  Stations-Educational  Institutions 
STATISTICAL 

Contract  Audit-Use  of  Statistical  Sampling 
Parametric  Cost  Estimating-Statistical  Validity 
Penalties  Based  on  Results  of  Statistical  Sampling  Review 
Recommendation  of  Penalties  Based  on  Results  of  Statistical 
Sampling 

Statistical  Sampling  Application  Procedures  -  E-Z-Quant 
Statistical  Sampling  in  Contract  Audit 
Statistical  Sampling  Techniques  in  Postaward  Audits 
Statistical  Sampling  to  Segregate  Unallowable  Costs 
Statistical  Sampling-Educational  Institutions 


CAM  8-  203 
CAM  10-  807.  2 

CAM  10-  808.  2 
CAM  10-  807 

CAM  10-  904 

CAM  3-  104.15 

CAM  10-  807.  7 
CAM  10-  807.  8 

CAM  10-  808.  5 
CAM  10-  809 
CAM  D-  304 

CAM  10-  808.  6 
CAM  3-  104.15 
CAM  10-  808.  1 
CAM  10-  807.  1 

CAM  9-  703.15 
CAM  3-  104.15 

CAM  10-  807.  3 

CAM  10-  807.  6 

CAM  14-  121.  1 
CAM  10-  807.  5 

CAM  10-  808.  4 

CAM  13-  510.  2 

CAM  B-  000 
CAM  9-1004.  3 
MRD  11/29/93  PAD235 
MRD  04/08/94  PAD060 

PAM  91,Sect.3 
CAM  3-  104.16 
CAM  14-  120.  5 
CAM  7-1002.  4 
CAM  13-  308.  4 
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STATISTICAL/STRAIGHT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Work  Sampling-An  Application  of  Statistical  Sampling 

STATISTICS 

Bureau  of  Labor  Statistics 

STATUS 

Contract  Fund  Status  Reporting  (CFSR) 

Contractor  Cost/Schedule  Status  Report-Audit  Report  Example 
Cost/Schedule  Status  Reporting  (C/SSR) 

Status  of  Corrective  Action-Functional/Operational  Report 
.Statute  (Federal)  (See  PL-) 

STATUTE 

Anti-Kickback  Statute  Act-Referral  Requirements 
Scope  of  Statute-Freedom  of  Information  Act 
Suspected  Violations  of  the  Anti-Kickback  Statute  Act 
STATUTORY 

Statutory  Consolidation-Business  Combinations 
Statutory  Merger-Business  Combinations 
Statutory  Provisions- 18  U.S.C.  1(K)1  False  Statements 
Statutory  Provisions-18  U.S.C.  287  False  Claim 
Statutory/Regulatory  Requirements  for  Access  to  Contractor 
Records 
STEEL 

Shipyard  Welding-Steel-Parts  &  T-Beams  Review  Guide 
STOCK 

Acquisition  of  Stock-Business  Combinations 
Employee  Stock  Ownership  Plan  (ESOP) 

Employee  Stock  Ownership  Plan-ESOP 
Employee  Stock  Ownership  Trust  (ESOT) 

Employee  Stock  Ownership  Trust-ESOT 
Stock  Options/Appreciation  Rights/Phantom  Stock  Plan 
Stock  Options/Appreciation  Rights/Phantom  Stock  Plan 
Stock  Valuation 

TRASOPS-1975  Tax  Reduction  Stock  Ownership  Plan 
Write-ups/Write-downs/Stock  Purchase/Liquidation  of  Acquired 
Company 

STORAGE 

Micrographic-Storage  of  Inactive  Files-Review  Guide 

No  Cost  Storage  Contracts 

STOREROOMS 

Material  Handling-Major  Storerooms  &  Warehouse 
Material  Handling-Small  Storerooms  &  Tool  Cribs 
STORING 

Material  Receiving/Inspection/Storing/Issuing 
Material  Storing  and  Issuing 
Material  Storing/Issuing  Review  Guide 
Storing  and  Issuing 
STRAIGHT 

Depreciation-Straight-Line  Method 


CAM  I-  105 

PAM  74,pg.7 

CAM  11-303 
CAM  10-12Fig.l0-12-3 
CAM  1 1-  305 
CAM  10-  408 


CAM  4-  704.  4 
CAM  1-  703 
CAM  4-  704 

CAM  7-1703.  4 
CAM  7-1703.  3 
CAM  14-  121.  1 
CAM  14-  121.  1 
CAM  1-  504.  2 


OAG  12,040.405 

CAM  7-1703.  2 
CAM  7-1914 
CAM  A300  31.205-6 
CAM  7-1914 
CAM  A300  31.  205-  6 
CAM  A300  31.205-6 
CAM  A300  31.  205-6 
CAM  7-1914.  4 
CAM  A300  31.  205-  6 
CAM  7-1705.  5 


OAG  13,060.403 
CAM  7-1911 

OAG  11,040.402 
OAG  11,040.403 

OAG  11,020 
CAM  6-  312 
OAG  11,020.403 
CAM  5-  710.  2 

CAM  7-  406.  2 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


STRATEGIC 

Strategic  or  Long  Range  Planning  Budget 

STRATIFICATION 

Data  Stratification  for  Audit  Purpose 

Data  Stratification  for  Audit  Purpose-Sampling 

Use  of  EDP  for  Stratification-Sampling 

Use  of  Electronic  Data  Processing  Equipment  for  Stratification 

Work  Sampling-Stratification 

STRIKE 

Labor  Settlement/Strike  Period  Costs 
Strike  Period  Costs 
STRUCTURES 

Review  of  Wage  and  Salary  Structures-CSRs 
Temporary  Land/Structures/Facilities-Construction/A-E 
STUDENT 

Educational  Institutions-Scholarship/Student  Aid  Cost 
Educational  Institutions-Student  Activity  Cost 
Educational  Institutions-Student  Administration/Service 
Scholarship/Student  Aid  Costs-Educational  Institutions 
Student  Health  Service-Educational  Institutions 
Treatment  of  Student  Work  Study  Grants-Educational 
Institutions 
STUDY 

Shipyard  Welding  Research  Study 
Standards  on  Study  of  Internal  Control  Structure  in  EDP 
Systems 

Treatment  of  Student  Work  Study  Grants-Educational 
Institutions 
SUBCONTRACT 

Advance  Notice  of  Major  Program  Subcontract  Reviews 
Auditing  Terminated  Subcontract-Termination 
CAS-Auditor  Function  on  Subcontract 
Contract  Clause  in  Purchase  Order  and  Subcontract-Purchase 
Review 

Contract  Modifications  Causing  Subcontract  Termination 
Cost-Type  Subcontract-Termination 
Defective  Pricing-Subcontract  Audit  Procedures 
Final  Audit  Report  on  Time/Material  Type 
Contracts/Subcontract 

Intracompany/Subcontract  Price  Proposal  Audit 
Report-Addressing 

MAAR  No.  12  Auditable  Subcontract/Assist  Audit 
Overpayment  on  Progress  Billings  due  to  Subcontract  Defective 
Pricing 

Pricing-Subcontract  Cost  in  Prime  Contractor  Proposal 
PS&C-Subcontract  Administration  Review  Guide 
Pyramiding  of  Profit  on  Subcontract 


CAM  5-  507 

CAM  B-  500 
CAM  B-  600 
CAM  B-  706 
CAM  B-  506 
CAM  I-  403 

CAM  7-  800 
CAM  7-  803 

CAM  5-  808.  1 
CAM  A300  31.  105 

CAM  13-Sl  J.41 
CAM  13-Sl  J.45 
CAM  13-Sl  F.7 
CAM  13-  510.  4 
CAM  13-510.  1 
CAM  13-  507 


OAG  12,040.502 
CAM  C-  202 

CAM  13-  507 


CAM  9-  104.  3 
CAM  12-  202 
CAM  8-  104.  2 
CAM  5-  607 

CAM  12-102 
CAM  12-  405 
CAM  14-  119 
CAM  10-  900 

CAM  10-  303.  2 

CAM  6-  302 

MRD  04/14/94  OPD052 

DFR  215.  806(3) 

OAG  14,010.404 
CAM  3-S105.  1 
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SUBCONTRACT/SUBCONTRACTOR 

KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Release  of  Subcontract  Audit  Report  to  the  Higher-Tier 
Contractor 

Review  Subcontract  Costs 

Sample  Cover  Sheet  for  Audit  Report  of  a  Subcontract 
Proposal 

Sample  Cover  Sheet  for  Audit  Report  on  Subcontract  Incurred 
Cost 

Significance  of  Type  of  Subcontract  or  Purchase  Order 
Subcontract  Assist  Audit  Report 
Subcontract  Decrements 
Subcontract  Incurred  Cost 
Subcontract  Negotiation  Conference 
Subcontract  Proposal  in  Prime  Contract  Proposal 
Subcontract  Proposal-Basic  Responsibilities 
Subcontract  Proposal-Field  Pricing  Support 
Subcontract  Proposal-Processing  Request  for  Audit  Review 
Subcontract  Requiring  Contractor  Cost  Analyses-Audit  Report 
Appendix 

Subcontract-Audit  of  Terminated 
Terminating  Subcontract  for  Contractor 
Convenience-Termination 
SUBCONTRACTING 

Audit  Disclosure-Purchasing/Subcontracting  Practices 
Material  Purchasing  and  Subcontracting 
Purchasing/Subcontracting  Practices-NASA  Contracts 
Purchasing/Subcontracting  System  Reviews  (CPSR) 
SUBCONTRACTOR 

Cost  Submissions-Preparation  of  Subcontractor 
CSCSC-Surveillance  of  Subcontractor 
Evaluating  Major  Subcontractor  Estimates 
Prime  Contractor  Audits  of  Subcontractor’s  Claim 
Release-Subi^  'ntractor  Data  to  Higher-Tier  Contractors 
Reviewing  Sul  intractor  Settlement-Termination 
Special  Considc  ations  on  Subcontractor  Cost  Information 
Subcontractor  Acting  as  an  Intermediary/ Agent 
Subcontractor  Cost  or  Pricing  Data 
Subcontractor  Cost  or  Pricing  Data 
Subcontractor  Cost  or  Pricing  Data  Clause 
Subcontractor  Cost  or  Pricing  Data  Clause 
Subcontractor  Cost  or  Pricing  Data  Clause 
Subcontractor  Cost/Pricing  Data 
Subcontractor  Data-Release  to  Higher-Tier  Contractor 
Subcontractor  Objections  to  Release  of  Audit  Results 
Subcontractor-Basic  Responsibility  for  Audit  of 
Subcontractor-DCAA  Audit  of  Subcontractor’s  Costs 
Subcontractor-DCAA  Audit  of  Subcontractor’s  Costs 


CAM  10-  206.  3 

FAR  15.  806-3 
CAM  10-  2Fig.lO-2-2(a) 
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CAM  6-  802.  5 
CAM  12-  406 


CAM  3-S105 
CAM  6-310 
CAM  3-S204 
CAM  5-1302 

CAM  6-  802.  2 
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CAM  9-  406 
CAM  6-  802.  3 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 

Subcontractor-Progress  Payments 
Timeliness/Coordination  of  Subcontractor  Reviews 
SUBOFFICES 

FAO-Establishment  of  Field  Audit  OfTices/Suboffices 

SUBORDINATE 

Supervisory/Subordinate  Ratio  Comparison 
SUBPOENA 

Documents  Obtained  Under  IG/Grand  Jury  Subpoena  &  Civil 
Invest  Demands 
SUBSCRIPTIONS 
Dues/Membership/Subscriptions 
Educational  Institutions  -Membership/Subscriptions 
SUBSIDIARY 

Terms/Defmition-Joint  Ventures/Teaming 
Arrangements/SBU/Subsidiary 
SUBSISTENCE 

Travel  &  Subsistence-Other  Direct  Cost 
SUBTEAM 

Coordination  with  Should  Cost  Subteam 
SUCCESSOR 

Employment  Tax  of  Successor  Contractors 

SUGGESTIONS 

User  Comments/Suggestions 

SUITS 

Allowability  of  Legal  Cost  Associated  with  Qui  Tam  Suits 

Defense  of  Antitrust  Suits 

SUM 

Accounting  for  Lump-Sum  Wage  Resulting  from  Union 
Contracts 

Depreciation-Sum  of  the  Years  Digit  Method 
Educational  Institutions-Negotiated  Lump  Sum  for  Indirect 
Cost 

Future  Benefit  of  Lump-Sum  Payments 
Multiple  Lump-Sum  Payments 
SUMMARIZATION 

Computer-Assisted  Audit  Summarization/Schedule  Preparation 
Summarization/Exit  Conference/Reporting-ESS 
SUMMARIZING 

Work  Sampling-Summarizing  the  Audit 
SUPERVISION 

Branch  Manager-Supervision  of  Field  Work-Branch  Office 
Supervision  of  Field  Audit  Work-Branch  Office 
Supervision-Field  Work  Standards/Financial  Audits 
Supervision-Field  Work  Standards/Operations  Audits 
Team  Leader-Supervision-Branch  Ofilce 
SUPERVISORY 

Supervisory  Auditor-Branch  Office 


SOURCE/REFERENCE 
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SUPERVISORY/SIJPPORT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Supervisory/Subordinate  Ratio  Comparison 
SUPPLEMENT 

Change  in  the  DoD  FAR  Supplement  (DFARS) 
SuppIement'Additional  Report  Distribution/NomDoD 
Organization 

Supplement-Address  List  for  Agriculture 
Supplement-Address  List  for  Department  of  Health/Human 
Sci-vice 

Supplement-Address  List  for  Department  of  Transportation 
Supplement-Address  List  for  Environmental  Protection  Agency 
Supplement-Address  List  for  NASA 
Supplement-Address  List  for  NASA  Procurement 
Supplement-DCAA  Control  Log  Distribution  List 
SUPPLEMENTAL 
EDP  for  Supplemental  Analysis 
Supplemental  Advice  of  CAC  Case 
Supplemental  Audit  Report 
Supplemental  Requirements-Agency  for  International 
Development 

Supplemental  Requirements-Department  of  Agriculture 
Supplemental  Requirements-Department  of  Commerce 
Supplemental  Requirements-Department  of  Energy 
Supplemental  Requirements-Department  of  Healt^Human 
Service 

Supplemental  Requirements-Department  of  Interior 
Supplemental  Requirements-Department  of  Labor 
Supplemental  Requirements-Department  of  the  Treasury 
Supplemental  Requirements-Department  of  Transportation 
Supplemental  Requirements-Environmental  Protection  Agency 
Supplemental  Requirements-NASA  Contracts 
Supplemental  Requirements-National  Science  Foundation 
Supplemental  Reservist  Payments 
SUPPLIERS 

Returning  Material  to  Suppliers-Termination 

.Supplies  (See  also  Material) 

SUPPLY 

Developing  Alternate  Sources  of  Supply 
Facilities  Management  Supply  Operations  Review  Guide 
Reproduction  Supply-Purchasing  Review  Guide 
Shipyard  Welding  Supply  Review  Guide 
SUPPORT 

Administrative  Procedures  for  Field  Pricing  Support 
Audit  Followup-DCAA  Support  of  Reviewing  Officials  or 
Boards 

Audit  Support  of  Negotiation  Conference 
B&P  Support  Costs-Special  Considerations 
Contractor  Request  for  Field  Pricing  Support 
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CAM  15-111 
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SUPPORT/SUSPECTED 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Coordinated  Support  of  BCA  Cases-Trial  Attomey/Contracting 
Officer 

DCAA  Organizational  Support  of  EDP  Audit  Applications 
DCAA  Supi^rt  DoD  IG/Intemal  Audit  Reviews 
EDP-Technical  Administration  &  Support  Review  Guide 
Evaluation  of  Proposal  Format/Support-ESS 
Field  Pricing  Support 
Field  Pricing  Support  Approach 
Field  Pricing  Support  At  Prime  Contract  Level 
Field  Pricing  Support-Dollar  Threshold 
Field  Pricing  Support-FAR  Reference 
Field  Pricing  Support-Procurement  Procedures 
Grants  Support  for  Computer  Facilities-Educationai 
Institutions 

Headquarters  Support-BCA  Cases 
Investigative  Supjwrt  Responsibilities-Fraud 
Physical  Observation-EDP  Support  System  Capacity 
PLA  Support  of  Major  Defense  Systems  Procurement 
Price  Proposal  Format/Support 
Rate  Identification  and  Support-FPRA 
Subcontract  Proposal-Field  Pricing  Support 
Technical  Support-Economic 
The  Field  Pricing  Support  Concept 
SURVEILLANC 

Audit  Program-C/SCSC  Surveillanc/Review 
SURVEILLANCE 

Audit  Objectives/Procedures  for  Surveillance  Reviews 
Audit  Working  Papers  &  Report-CSCSC  Surveillance 
CSCSC  Joint  Surveillance  Guide 
CSCSC  Surveillance  Plan  Outline 
CSCSC  Surveillance  Responsibilities-DCAA  Office 
CSCSC  Surveillance  Review 

CSCSC  Surveillance  Review-Consideration  of  Other  System 
Deficiencie 

CSCSC  Surveillance  Reviews-Denial  of  Access  to  Records 
CSCSC  Surveillance  Reviews-Oral  Advice/Memorandum 
CSCSC  Surveillance  Reviews-Reporting  Results  of  Audit 
CSCSC-Surveillance  of  Subcontractor 
.Survey-Contractor  Purchasing  System  (See  CPSR) 
.Survey-Estimating  System  ESS) 

SUSPECTED 

Detecting/Reporting/Monitoring  Suspected  Fraud/Other 
Irregularity 

Suspected  Anticompetitive  Procurement  Practices 
Suspected  Contractor  Provision  of  Improper  Gifts  Gratuities- 
Govt  Pers. 

Suspected  Fraud/Unlawful  Activity 
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SUSPECTED/TABLE 


KEYWORD  INDEX  OF  AUDIT 


TOPIC 

Suspected  Illegal  Political  Contributions 

Suspected  Irregularity  Referral  Form 

Suspected  Irregularity  Referral  Form 

Suspected  Pricing  Violation 

Suspected  Violations  of  the  Anti-Kickback  Statute  Act 

SUSPENDED 

DCAA  Form  1 -Cost-Type  Suspended/Disapproved/ Appeal 
Notice  of  Contract  Cost  Suspended/Disapproved 
Notice  of  Contract  Cost  Suspended/Disapproved 
Suspended/Disapproved  Costs  Under  Cost  Reimbursement 
Contracts 
SUSPENSION 

Deductions  of  Form- 1  on  Public  Voucher  for 
Suspension/Disapprovals 

Disapprovals-Followup  Action  on  Form-1  Suspension  & 
Guidance  for  Suspension/Disapprovals 
Performance-Cost  Suspension  (Form-1  )-Impairment  of 
Contract 

Suspension/Debarment  Proceeding  Cost 
SUSPICION 

Cautionary  Statement  on  Suspicion  of  Potential  Fraud 
Procedures-Referring  Fraud/Unlawful  Activity  Suspicion 
SWEEPS 

Defective  Pricing  Sweeps 

.Synopsis  Information  System(s)  (DCAA)  (See  SIS) 
SYNOPSIS 

Reporting  of  Operations  Audit  Findings  Synopsis 
.System  Criteria-Cost/Schedule  Control  (Sw  CSCSC) 
.System  Survey-Contractor  Purchasing  (See  CPSR) 

.System  Survey-Estimating  (See  ESS) 

SYSTEMATIC 

Examples  of  Use  of  Systematic  Random  Selection 
Method-Sampling 
Systematic  Random  Selection 
Systematic  Random  Selection-Sampling 
SYSTEMIC 

Systemic  Defective  Pricing  Issues  (Non-CAS) 

.Systems  Cost  Information  Report(s)  (See  CIR) 

TM 

Audit  of  T&M  Labor  Cost 
Floor  Checks-T&M  Contracts 
Material  Cost-T&M  Contiacts 
Overtime-T&M  Contracts 
Time  and  Material  Contracts  (T&M) 

.T&M  Time  &  Material  Type  Contract 
TABLE 

Audit  Report  Table  of  Contents 


GUIDANCE 

SOURCE/REFERENCE 
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CAM  B-  705.  1 

CAM  B-  605 
CAM  B-  705 

CAM  14-  120.  3 
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TABLE/TAX 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Improvement  Curve  Table/Cumulative  Average  Curve  Theory 

Improvement  Curve  Table/Unit  Curve  Theory 

Lot  Midjwint  From  Table-Improvement  Curve 

Table  for  Curve  A,  B,  &  C 

Table  of  Contents  Format-Audit  Report 

Table  of  Contents-Functional/Operational  Report 

Table  of  Significant  Values  of  the  Coefficient  of  Determination 

TAILORED 

Audit  Program-CACs  (Tailored) 

Audit  Program-Price  Proposal  (Tailored) 

TAM 

Allowability  of  Legal  Cost  Associated  with  Qui  Tam  Suits 
Qui  Tam  Actions  Under  the  Civil  False  Claim  Act 
TANGIBLE 

Audit  Program-CAS  404  Capitalization  of  Tangible  Assets 
Audit  Program-CAS  409  Depreciation  of  Tangible  Capital 
Assets 

CAS  404-Capitalization  of  Tangible  Assets 
CAS  409-Depreciation  of  Tangible  Capital  Assets 
TAX 

Allowability  of  Interest  on  State  Tax 
Allowability  of  State  and  Local  Tax 
CAS-WG  81 -25-State  Income/Franchise  Tax 
Domestic  and  Foreign  Tax  Differential  Allowance 
Economic  Recovery  Tax  Act  of  1981-ACRS 
Educational  Institutions-Tax 
Employment  Tax 

Employment  Tax  in  Merger/Consolidation 

Employment  Tax  of  Successor  Contractors 

Environmental  Tax 

Expressly  Unallowable  Tax 

Federal  Excise  Tax 

Federal  Income  Tax 

Federal  Income  Tax  Considerations 

Foreign  Income  Tax 

Income  Tax  Accruals 

Income  Tax/FICA  Payment  Incident  to  Relocation  Cost 
Investment  Tax  Credit 

MAAR  No.4  Tax  Return  and  Financial  Statements 
New  Mexico  Gross  Receipt  Tax 
Payroll  Costs-Tax  &  Fringe  Benefit 
Review  of  Contractor  Financial  Statements/Corp.  Minutes/Tax 
Retum/SEC 

State/Local  Transfer  Tax-Employee  Relocation 

Tax 

Tax 


CAM  F-  4Tbl.F-4-2 
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TAX/TECH 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFEF£NCE 


Tax  Forms  Filed  by  Contractors  with  IRS/State  Tax 
Departments 

Tax  Forms  Filed  by  Contractors  with  IRS/State  Tax 
Departinents 

Tax  Return  Filed  by  Contractor  with  IRS  and  State 
Tax  Retum-Accounting/Management  Systems 
TRASOPS-1975  Tax  Reduction  Stock  Ownership  Plan 
TAXABLE 

Change  in  Methods  of  Measuring  Taxable  Income 
TAXES 

Reproduction  Equipment-State  Taxes  Review  Guide 
State/Local  Taxes 

,TCO  Termination  Contracting  Officer 
TEAM  REVIEW 
LSS  (Team  Review) 

Insurance/Pension  Team  Review  (CIPR) 

Selection  of  Contractors  for  Team  Review-ESS 

Should  Cost  Team  Review 

Should  Cost  Team  Review  -  Role  of  Auditor 

TEAMING 

Accounting  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Audit  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

FAR/CAS  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Joint  Ventures/Teaming  Arrangements/Special  Business  Unit 
Teaming  Agreement 

Terms/Definition-Joint  Ventures/Teaming 
Arrangements/SBU/Subsidiary 
TEAMING  ARRANGEMENTS 
Accounting  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Audit  Considerations  for  Joint  Ventr.rci/Teaming 
Arrangements/SBU 

FAR/CAS  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Joint  VenturesA'eaming  Arrangements/Special  Business  Unit 
Terms/Definition  -Joint  Ventures/Teaming 
Arrangements/SBU/Subsidiary 
TEAMS 

Auditor  Participation  on  CIPR  Teams 
Auditor  Participation  on  CPSR  Teams 
TECH 

Qualifications-Lack  of  Tech.  Rpt/CO  Approval  Price  Proposal 
•Audit  Rpt 


CAM  3-  1S2 
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TECH  RPT/TECHNOLOGY 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


TECH  RPT 

Qualifications-Lack  of  Tech.  Rpt/CO  Approval  Price  Proposal 
Audit  Rpt 
TECHNICAL 

Audit  Report-Technical  Service  Contracts 
Audits  of  Contractor  Computer  Equipment  (EDP)-Technical 
Service  Ctr 

Coordination  with  Government  Technical  Personnel 
Coordination  with  Technical  Representative 
Coordination  with  Technical  Service  Center,  EDP  Branch 
Coordination-Contract  Administration/Technical  People 
Cost  Estimating  Methods-Technical  Specialist  Assistance 
EDP-Coordination  With  Government  Technical  People 
EDP-Technical  Administration  &  Support  Review  Guide 
Evaluation/Use/Impact  of  Results-Technical  Specialist 
Assistance 

Examples  of  Report  Appendix  Statements  on  Technical 
Qualifications 

Government  Technical  Report-Termination  Audit  Report 
Guidance  for  Evaluating  Estimates  Based  on  Technical  Data 
Incorporating  Technical  Information/Opinion  into  Audit  Report 
Incorporation  of  Government  Technical  Report-Audit  Report 
Appendix 

Labor  Hours  Based  on  Technical  Data 
Need/Requirements  for  Technical  Specialist  Assistance 
Price  Proposal-Technical  Report  Impact  on  Audit  Report 
Schedule 

Price  Proposal-Technical  Specialist  Assistance 

Pro  Forma  Request  for  Technical  Assistance-Labor 

Pro  Forma  Request  for  Technical  Assistance-Material 

PS&C-Coordination  With  Government  Technical  People 

Publication  Costs-Professional  and  Technical  Articles 

Request  for  Technical  Assistance 

Request  for  Technical  Specialist  Assistance 

Technical  Analysis  on  Contract  Price  Proposal 

Technical  Service  Contracts 

Technical  Specialist  Assistance 

Technical  Support-Economic 

Trade,  Business,  Technical  &  Professional  Activity  Cost 

TECHNOLOGICAL 

Description  of  Technological  Modernizaton-ACMS 
Effect  of  Technological  Modernization-ACMS 
Indicators  of  Technological  Modernization-ACMS 
TECHNOLOGY 

Recoupment  of  Nonrecurring  Costs  on  Sale  of  U.S. 
Product/Technology 
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CAM  A300  31.  205-43 

CAM  14-  802 
CAM  14-  804 
CAM  14-  803 

CAM  5-  203 
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TELEPHONE/TERMINATION 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


TELEPHONE 

DCAA  Headquarters  Correspondence/Telephone  Calls  to  FAOs 
DoD  Hotline  Telephone  Number 
Written/Telephone  Request  for  Specific  Cost  Information 
TELEVISION 

Television/Radio  Stations-Educational  Institutions 

TEMPORARY 

Temporary  Land/Structures/Facilities-Construction/A-E 
Temporary  Withholding  of  Amount  as  Reserve  from  Payment 
TERMINATED 

Auditing  Terminated  Contracts-Termination 
Auditing  Terminated  Subcontract-Termination 
Expediting  Settlement  of  Indirect  Cost  on  Terminated 
Contracts 

Subcontract-Audit  of  Terminated 
.Termlnatloii  Contracting  Officer  (TCO) 

TERMINATION 
Adjusted  Fee-Termination 
Adjusting  for  Loss  Contracts-Termination 
Appendix-Termination  Audit  Report 
Applicable  Cost  Principles-Termination 
Assist  Audit  Report-Termination  Audit  Report 
Audit  Program-Termination  Settlement  Proposal 
Audit  Report  on  Termination  Settlement  Proposal 
Auditing  Cost-Type  Contracts-Termination 
Auditing  Fixed-Price  Contracts-Termination 
Auditing  G&A  Expenses-Termination 
Auditing  Inventory-Termination 
Auditing  Settlement  Expenses-Termination 
Auditing  Terminated  Contracts-Termination 
Auditing  Terminated  Subcontract-Termination 
CACS  on  Vouchered  Costs/Fee-Termination 
CAS-WG  77- 15-Termination 

Circumstances  Affecting  the  Audit-Termination  Audit  Report 

Comments  on  Profit/Fee-Appendix-Termination  Audit  Report 

Common  Items-Termination 

Completion  Stage-Termination 

Conference  with  Contractor-Termination 

Contract  Modifications  Causing  Subcontract  Termination 

Contract  Termination  Procedures 

Cost-Type  Subcontract-Termination 

Costs  Continuing  After-Termination 

Costs/Fee  Submitted  in  Settlement  Proposal-Termination 

Costs/Fee  Vouchered  Out-Termination 

Determinations  of  Settlement  Review  Board-Termination 

Disposition  of  Audit  Result-Termination  Audit  Report 

Distribution  of  Report-Termination  Settlement 


DHI 

5020.3 

CAM 

4- 

702.  4a.(l) 

CAM 

9- 
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13- 

510.2 

CAM 
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TERMINATION/TERMINATION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Educational  Institutions-Tennination  Cost-Sponsored 
Agreement 

Employee  Termination  Payments 
Engineering  Cdsts-Termination 
Evaluating  Profit  or  Loss-Termination 
Exhibit/Schedule-Termination  Audit  Report 
Expediting  Indirect  Cost  Settlement-Termination 
Final  Audit  Report  for  Cost-Type  Contracts-Termination 
Format/Content/Distribution  of  Audit  Report-Termination 
General  Audit  Guidance  for  Contract  Termination 
Government  Technical  Report-Termination  Audit  Report 
Indirect  Cost-Termination 

Influence  of  Cost  Accounting  Standards  on  Termination 
Initial  Cost-Termination 
Intracompany  Transaction-Termination 
Inventory  Basis-Termination  Audit  Report  (Example) 
Inventory  Schedule-Termination 
Inventory  Undeliverable  to  the  Government-Termination 
Inventory  Verification  Report-Termination 
Material  Acquired  Before  the  Date  of  Contract-Termination 
Material  Acquired/Produced  in  Anticipation  of 
Delivery-Termination 
Obsolete  Material/Tooling-Termination 
Other  Matters  to  be  Reported-Appendix-Termination  Audit 
Report 

Partial  Termination 

Pension  Plan  Termination  Advance  Agreement 
Production  Loss-Termination 
Purpose/Scope  of  Audit-Termination  Audit  Report 
Questioned  Costs-Termination  Audit  Report 
Reasonableness  of  Special  Termination  Plan  Costs 
Returning  Material  to  Suppliers-Termination 
Reviewing  Advance/Progress/Partial  Payments-Termination 
Reviewing  Disposal/Other  Credit-Termination 
Reviewing  Subcontractor  Settlement-Termination 
Royalties/Other  Costs  for  Use  of  Patent-Termination 
Severance  Pay-Termination 
Severance  Payments  for  Involuntary  versus  Voluntary 
Termination 

Special  Machinery/Equipment-Termination 
Special  Tooling-Termination 
Special  Tooling/Machinery/Equipment  Cost-Termination 
Summary  of  Audit  Results-Termination  Settlement 
Terminating  Subcontract  for  Contractor 
Convenience-Termination 
Termination  Cost 


CAM  13-Sl  J.49 

CAM  7-1907 
CAM  12-  305.  2 
CAM  12-  307 
CAM  10-  705 
CAM  12-  407 
CAM  12-  404 
CAM  12-  313 
CAM  12-  200 
CAM  10-  706.  4 
CAM  12-  304:15 
CAM  12-105 
CAM  12-  305.  1 
CAM  12-  304.  9 
CAM  10-  7Fig.lO-7.2 
CAM  12-  304.  2 
CAM  12-  304.10 
CAM  12-  304.  I 
CAM  12-  304.  3 
CAM  12-  304.  4 

CAM  12-  304.12 
CAM  10-  706.  1 

CAM  12-103 
CAM  7-  606.  3 
CAM  12-  304.  6 
CAM  10-  703.  1 
CAM  10-  705.  1 
CAM  7-1907.  7 
CAM  12-  304.  8 
CAM  12-  312 
CAM  12-311 
CAM  12-  310 
CAM  12-  305.  3 
CAM  12-  305.  4 
CAM  7-1907.  3 

CAM  12-  304.14 
CAM  12-  304.13 
CAM  A300  31.  205-42 
CAM  10-  703.  3 
CAM  12-  406 

CAM  A300  31.  205-42 
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TERMINATION/TEST  EQUIPMENT 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Termination  Cost-Common  Items 
Termination  Plan,  Early  Retirement  Incentive,  and  Severance 
Payments 

Termination  Settlement  Expenses 
Termination  Settlement  Proposal  Format/Content 
Termination-Cost  Continuing  After 
Termination-Initial  Cost 

Termination-Rental  Cost  Under  Unexpired  Lease 
Termination-Starting  Load/Preparatory  Cost 
Total  Cost  Basis-Termination 
Total  Cost  Basis-Termination  Audit  Report  (Example) 

Travel  Costs-Termination 

Unadjusted  Pricing  Actions-Termination 

Unresolved  Costs-Termination  Audit  Report 

TERMINATIONS 

Rejected  Items-Terminations 

Rental  Cost  Under  Unexpired  Lease-Terminations 

TERMINOLOGY 

Terminology-Correlation/Scatter  Diagram 
TERMS 

Acronyms/Abbreviations/Terms/Definition  Used  in  CAM 
CAD/CAM-Terms  &  Techniques 
Contract  Terms  for  Incurred  indirect  Cost 
Definition  of  Terms-Indirect  Cost 
Material  Handling-Glossary  of  Terms 
Micrographic-Terms  &  Techniques 
Pension  Costs-Definition/Terms 
Procedure  Where  Terms  of  Contract  Performance  Period  is 
Explicit 

Proper  Terms  for  Report  on  Claim 
Quality  Assurance  Terms  &  Techniques 
Reproduction-Terms  &  Techniques 
Shipyard  Welding  Terms  &  Techniques 
Terms/Definition-Joint  Ventures/Teaming 
Arrangements/SBU/Subsidiary 
Terms/Definition-Partnership/Cooperative  Research 
Consortium 

Word  Processing-Terms  &  Techniques 
TEST  EQUIPMENT 

Acquisition/Control/Utilization-Test  Equipment 

Calibration  Cycles-Test  Equipment 

Disposition-Test  Equipment 

Maintenance  &  Calibration  of  Test  Equipment 

Preventive  Maintenance-Test  Equipment 

Repair-Test  Equipment 

Special  Tooling  &  Test  Equipment  Cost 


CAM  A300  31.  205-42 
CAM  7-1907.  1 

CAM  A300  31.  205-42 
CAM  10-  702 
CAM  A300  31.  205-42 
CAM  A300  31.  205-42 
CAM  A300  31.  205-42 
CAM  A300  31.  205-42 
CAM  12-  301.  2 
CAM  10-  7Fig.lO-7-l 
CAM  12-  305.  6 
CAM  12-  205 
CAM  10-  705.  2 

CAM  12-  304.  7 
CAM  12-  305.  5 

CAM  E-  103 

CAM  0-  008 
OAG  12,050.501 
CAM  6-  603.  5 
CAM  6-  702 
OAG  11,040.502 
OAG  13,060.501 
CAM  7-  602 
CAM  6-  202.  2 

CAM  10-1 102 
OAG  12,020.501 
OAG  13,030.504 
OAG  12,040.501 
CAM  7-1802 

CAM  7-1802 

OAG  13,050.504 

OAG  11,010.402 
OAG  11,010.403 
OAG  11,010.406 
OAG  11,010 
OAG  11,010.404 
OAG  11,010.405 
CAM  A300  31.  205-40 
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TEST  EQUIPMENT/TIME  SERIES 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Special  Tooling/Test  Equipment-Other  Direct  Cost 

TESTIMONY 

Congressional  Testimony 

TESTING 

CAS-Compliance  Testing 

Compliance  Review  Testing-CAS 

Providing  Special  Testing  Equipment 

Retrieval/Testing-EDP  Reviews 

Testing  of  Purchase  Costs-Govemment  Property 

Testing  the  Procedures  PS&C 

Transaction  Testing  at  Nonmajor  Contractors-CAM  6-100,  6- 
600 
TESTS 

ACMS  Pilot  Tests 

Basic  Tests  of  Direct  Cost-Educational  Institutions 

THEN 

Review  of  Incurred  Cost  at  Contractor  with  Less  then  $5 
Million  ADV 
THEORETICAL 

Actual/Theoretical  Cost-First  Unit-Improvement  Curve 

THEORY 

Comparison  of  Improvement  Curve  Theory 
Cumulative  Average  Theory-Improvement  Curve 
First  Lot  Midpoint/Unit  Impro>’ement  Curve  Theory 
Improvement  Curve  Table/Cumulative  Average  Curve  Theory 
Improvement  Curve  Table/Unit  Curve  Theory 
Improvement  Curve  Theory 

Unit  &  Cumulative  Average  Curve  Theory  of  Improvement 
Curve 

Unit  Curve  Theory-Improvement  Curve 
Unit  Theory-Impiovement  Curve 
Unit  Theory-Improvement  Curve  Example 

THIRD 

Fault-Based  Liability  to  Third  Party 

Third  Party  Confirmation  in  Defective  Pricing  Audits 

THRESHOLD 

Applicability  and  Threshold  for  CAS 
Educational  Institutions-Simplified  Procedure  (Dollar 
Threshold) 

Field  Pricing  Support-Dollar  Threshold 
.Time  &  Materiid  Type  Contract  (See  T&M) 

TIME  SERIES 

Adjustments  of  Data-Time  Series 
Appropriate  Graph  Paper  &  Scales-Time  Series  Charts 
Business  Economic  Cycle-Time  Series 
Chance  &  Unusual  Variations-Time  Series 
Computation  of  Least-Square  Line  for  a  Time  Series 


CAM  9-  605.  2 

CAM  1-  204.  3 

CAM  8-  305 
CAM  8-  305.  2 
FAR  45.  307 
CAM  C-  306.  2 
CAM  14-  405.  3 
CAM  14-  705 
MRD  09/16/92  PFD140 


CAM  14-  809 
CAM  13-405 

MRD  04/12/94  PFD063 
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TIME  SERIES/IRADE 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Computation  of  the  Least  Square  Line  for  Time  Series 
Interpretation  &  Use  of  Time  Series  Charts 
Length  of  the  Analysis  Period-Time  Series 
Moving  Average-Time  Series 
Seasonal  Variations-Time  Series 
Secular  Trend-Time  Series 
Time  Series  Chart  Example 
Time  Series  Chart  Example 

Time  Series  Chart  Example-Evaluation  of  Direct  Labor  Rate 
Time  Series  Chart-Use  of  Arithmetic  Graph  Paper 
Time  Series  Charts 

Time  Series  Curve-Plot  Curvilinear  Data 
TIME  SHEET 

Review  of  Operation  Time  Sheet/Shop  Methods 
TIMEKEEPING 

Procedures  for  Reviewing  Timekeeping  Controls 
Timekeeping  Review-Labor  Internal  Control 
TIMELINESS 

Timeliness  of  Final  Indirect  Cost  Audits 
Timeliness  of  Receipt/Review  of  Completion  Voucher 
Timeliness/Cwrdination  of  Subcontractor  Reviews 

TOOL 

Material  Handling-Small  Storerooms  &  Tool  Cribs 
TOOLING 

Class  Deviation,  Special  Tooling 

Obsolete  Material/Tooling-Termination 

Special  Tooling  &  Test  Equipment  Cost 

Special  Tooling  Cost 

Special  Tooling-Termination 

Special  Tooling/Machinery/Equipment  Cost-Termination 

Special  Tooling/Test  Equipment-Other  Direct  Cost 

TOPICAL 

Keyword  Topical  Index  of  Audit  Guidance 
.Total  Audit  Concept  Techniques  (OCAA)  (See  TACT) 
TOTAL  COST 

Composition  of  Total  Cost-Commercial  Organization 
Educational  Institutions-Composition  of  Total  Cost 
Modified  Total  Cost  Base-Educational  Institutions 
Total  Cost  Basis-Termination 
Total  Cost  Basis-Termination  Audit  Report  (Example) 

Total  Cost  Method  Delay/Disruption  Submission 
TOUR 

Perambulation/Plant  Tour/Physical  Observation 
TRACKING 

Audit  Foilowup-Audit  Report  Tracking 
TRADE 

Trade,  Business,  Technical  &  Professional  Activity  Cost 


CAME- 311 
CAME- 310 
CAM  E-  309 
CAM  E-  307 
CAM  E-  305 
CAM  E-  304 
CAM  E-  3Fig.E-3-l 
CAM  E-  3Fig.E-3-2 
CAM  E-  4Fig.E-4-l 
CAM  E-  3Fig.E-3-5/6 
CAM  E-  300 
CAM  E-  3Fig.E-3-4 

CAM  9-  504.  4 

CAM  6-  405.  2 
CAM  5-  909 

CAM  6-  707.  3 
CAM  6-1008.  3 
CAM  9-  104.  5 

OAG  11,040.403 

MRD  11/08/93  PAD219 
CAM  12-  304.12 
CAM  A300  31.  205-40 
FAR  45.  306-2 
CAM  12-  304.13 
CAM  A300  31.  205-42 
CAM  9-  605.  2 

CAM  TI-  000 


CAM  A300  31.  201-  1 
CAM  13-Sl  C.1 
CAM  13-511.  8 
CAM  12-  301.  2 
CAM  10-  7Fig.lO-7-l 
CAM  12-  807.  4 

OAG  1030.5 

CAM  15-  603.  I 

CAM  A300  31.  205-43 
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TRADE/TRANSPORTATION 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


) 


f 


Using  Trade  Information-Material  Pricing 

TRAINING 

EDP  Auditor  Training 

Employee  Awareness  Training-Labor  Internal  Control 
Employee  Training  &  Development  Program  Review  Guide 
Employee  Training  &  Educational  Costs 
General  Audit  Considerations-Training/Educational  Costs 
Grants  to  Educational  or  Training  Institutions 
Indirect  Rate  for  Training  and  Other  Non-Research  Agreement 
Participation  in  Training  Sessions/Seminars/Review 
Groups-PLA 

Payments  to  Contractors  Under  Job  Training  Partnership  Act 
Provisions  of  FAR  31.205-44-Trainin^Educational  Costs 
Shipyard  Welder  Training  &  Certification  Review  Guide 
Training  &  Educational  Cost 
TRANSACTION 

Flow  of  Transaction-EDP  Reviews 
Identification  of  Transaction  Auditing-EDP  Reviews 
Intracompany  Transaction-Termination 
Sale/Leaseback  Transaction 
Transaction  Auditing-EDP  Reviews 
Transaction  Testing  at  Nonmajor  Contractors-CAM  6-100,  6- 
600 

TRANSFER 

Audit  Disclosure-Intracompany  Transfer  of  Material 
Depreciation  on  Intracompany  Transfer  of  Assets 
Intracompany  Transfer  of  Material  or  Service 
Intracompany  Transfer/Adequate  Price  Competition-Material 
or  Service 

Intracompany  Transfer/Catalog/Market  Price-Material  or 
Service 

Labor  Transfer  and  Adjustment-rLabor  Internal  Control 
Registry/Transfer  Cost-Security  Issued  by  Contractor 
Residual  Material/Intercontract  Transfer-Government  Property 
State/Local  Transfer  Tax-Employee  Relocation 
Transfer  of  Pension  Fund  Assets  to  Other  Post-retirement 
Benefit 

TRANSITIONAL 

Transitional  Rule  for  Lives  of  Buildings 

TRANSMITTAL 

Audit  Report  Transmittal/Routing 

TRANSPORTATION 

Educational  Institutions-Transportation  Cost 
Inbound  Transportation  Cost 

Supplement-Address  List  for  Department  of  Transportation 
Supplemental  Requirements-Department  of  Transportation 
Transportation  Cost 


CAM  9-  404.  7 

CAM  4-  503.  3 
CAM  5-  907 
OAG  13,040.402 
CAM  7-  900 
CAM  7-  903 
CAM  A300  31.  205-44 
CAM  13-  606 
CAM  15-  305.11 

CAM  7-1913 
CAM  7-  904 
OAG  12,040.406 
CAM  A300  31.  205-44 

CAM  C-  303.  1 
CAM  C-  306.  1 
CAM  12-  304.  9 
CAM  7-  208 
CAM  C-  306 
MRD  09/16/92  PFD140 


CAM  3-S106 
CAM  7-  404.  4 
CAM  6-313 
CAM  6- 313.  3 

CAM  6- 313.  2 

CAM  5-913 
CAM  A300  31.  205-28 
CAM  14-  405.  6 
CAM  7-1006.  7 
CAM  7-  606.  4 


CAM  7-  407.  7 

CAM  10-  217 

CAM  13-Sl  J.47 
CAM  A300  31.  205-45 
CAM  15-  1S5 
CAM  15-  114 
CAM  A300  31.  205-45 
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.TRASOPs  Tax  Reduction  Act  Stock  Ownership  Plans/TRUSTEES 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


.TRASOPs  Tax  Reduction  Act  Stock  Ownership  Pians 
TRASOPS 

TRASOPS-1975  Tax  Reduction  Stock  Ownership  Plan 
TRASOPS- 1981  Economic  Recovery  Act 
TRAVEL 

Advance  Agreement-Travel  Costs 
Air  Travel 

Contractor  Responsibility-Travel  Costs 

Educational  Institutions-Travel  Cost 

Employee  Travel  Cost-IRS  Required  Documentation 

Employee  Travel  Costs 

Employee  Travel/Relocation  Costs 

Escalation  of  Travel  Costs 

Maintenance  of  a  Flight  Manifest/Log  by  Contractor-Travel 
Costs 

Travel  &  Subsistence-Other  Direct  Cost 
Travel  Cost 

Travel  Costs,  Contractor-Owned/Leased/Chartered  Aircraft 
Travel  Costs-Termination 

Travel  Via  Contractor-Owned/Leased/Chartered  Aircraft 
TREASURY 

Supplemental  Requirements-Department  of  the  Treasury 

Treasury  Rate-CAS  414 

Treasury  Rate-Defective  Pricing  Interest 

Treasury  Rate-Penalty  for  Unallowable  Cost 

TREASURY  RATE 

Treasury  Rate-CAS  414 

Treasury  Rate-Defective  Pricing  Interest 

Treasury  Rate-Penalty  for  Unallowable  Cost 

TREND 

Determining  Slope  of  a  Trend  Line-Improvement  Curve 

Labor  Cost  Trend 

Secular  Trend-Time  Series 

Trend  of  Labor  Cost/Rate  Experience 

Using  Material  Cost  Trend  Data 

TRIAL 

Coordinated  Support  of  BCA  Cases-Trial  Attomey/Contracting 
Officer 
TRUST 

Employee  Stock  Ownership  Trust  (ESOT) 

Employee  Stock  Ownership  Trust-ESOT 
Environmental  Clean-Up  Trust  Fund 
TRUSTEES 

Educational  Institutions-Trustees 


CAM  A300  31.  205-  6 
CAM  A300  31.205-6 

CAM  7-1003.  3 
CAM  A300  31.  205-46 
CAM  7-1003.  5 
CAM  13-Sl  J.48 
CAM  7-1002.  2 
CAM  7-1002 
CAM  7-1000 
PAM  74,pg.27-29 
CAM  7-1003.  6 

CAM  9-  605.  4 
CAM  A300  31.  205-46 
CAM  7-1003 
CAM  12-  305.  6 
CAM  A300  31.  205-46 

CAM  15-  115 
CAM  8-414.  lc.(4) 
CAM  14-  I24c.(4) 
CAM  6-  608.  4g.{2Kb) 

CAM  8-414.  lc.(4) 
CAM  14-  124c.(4) 
CAM  6-  608.  4g.{2Kb) 

CAM  F-  lFig.F-1-5 
CAM  9-  503.  3 
CAM  E-  304 
CAM  9-  505.  6 
CAM  9-  408 

CAM  15-  503 


CAM  7-1914 
CAM  A300  31.  205-  6 
CAM  7-1920.16 

CAM  13-Sl  J.50 
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.Truth  in  Negotiations  Act  (See  also  10  U.S.C.2306(0/UNION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


.Truth  in  Negotiations  Act  (See  also  10  U.S.C.2306(f) 

.Truth  in  Negotiations  Act  (See  also  Defective  Pricing) 

TRUTH 

l-nith  in  Negotiation  Act 

TITING 

Typing 

US 

Claim  for  Extraordinary  Relief  Under  50  U.S.C.  1431-1435 
Recoupment  of  Nonrecurring  Costs  on  Sale  of  U.S. 
Product/Technology 

Statutory  Provisions- 18  U.S.C.  1001  False  Sutements 
Statutory  Provisions-18  U.S.C.  287  False  Claim 

.United  States  Code 

.10  U.S.C.2306(a)-Truth  in  Negotiations  Act 
.10  U.S.C.2306(a)  (See  also  Defective  Pricing) 

UNADJUSTED 

Unadjusted  Pricing  Actions-Termination 
UNAFFECTED 

Profit/Loss  on  Unaffected  Work-Contract  Claim 
UNCLAIMED 

Unclaimed  Savings  Bond  Payroll  Deductions 
Unclaimed  Wage/Deposits/Unpresented  Checks 
UNCOMPENSATED 

Audit  Program-CAS  408  Acetng  for  Costs  of  Uncompensated 
Pers.  Absence 

Review  of  Uncompensated  Overtime 
UNCOVERING 

Fraud  Indicators-Audit  Procedures  for  Uncovering  Fraud 
UNDELIVERABLE 

Inventory  Undeliverable  to  the  Government-Termination 
UNDERRUNS 

Forecasting  Cost  Underruns/Overruris 
Underruns  on  Incentive  Contracts 
UNDERSTANDING 

Understanding  of  Contractor  Accounting  and  Management 
System 

Understanding  of  Contractor  Internal  Control  Structure 
UNEXPIRED 

Rental  Cost  Under  Unexpired  Lease-Terminations 
Termination-Rental  Cost  Under  Unexpired  Lease 
UNIFORM 

Uniform  Administrative  Requireraents-Educationa!  Institutions 
Uniform  Administrative  Requirements-Nonprofit  Organization 
UNION 

Accounting  for  Lump-Sum  Wage  Resulting  from  Union 
Contracts 


CAM  14- 103 

CAM  10-  203.  3 

CAM  14-  202.  2 
CAM  5-  203 

CAM  14-  121.  1 
CAM  14-  121.  1 

CAM  12-205 

CAM  14-  204a 

CAM  6-  203.  4a 
CAM  6-  203.  4 
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CAM  6-  410 
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UNION/UNRESOLVED 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Effect  of  Delay  in  Union  Contract  Execution 

Violation-Union  Agreement 

UNIT 

Actual/Theoretical  Cost-First  Unit-Improvement  Curve 
Audit  Program-CAS  410  Allocation  of  Business  Unit  G&A 
CAS  410-Allocation  of  Business  Unit  G&A  Expenses 
CAS-WG  78-21-Allocation  of  Business  Unit  G&A  Expenses 
CAS-WG  79-24-Allocation  of  Business  Unit  G&A  Expenses 
Characteristics  of  a  Legitimate  Business  Unit/Segment 
First  Lot  Midpoint/Unit  Improvement  Curve  Theory 
Improvement  Curve  Table/Unit  Curve  Theory 
Joint  Ventures/Teaming  Arrangements/Speciai  Business  Unit 
Special  Business  Unit  (SBU) 

Unit  &  Cumulative  Average  Curve  Theory  of  Improvement 
Curve 

Unit  Curve  Theory-Improvement  Curve 
Unit  Theory-Improvement  Curve 
Unit  Theory-Improvement  Curve  Example 
Use  of  Equivalent  Unit-Improvement  Curve 
UNIVERSE 

CAS-WG  77- 17-Contract  Universe 
Describing  the  Universe 
Numbers  Which  Represent  Items  Not  in  the 
Universe-Sampling 
UNIVERSITIES 

Costs  of  Membership/Industrial  Liaison  Programs  of 
Universities 

.University  (See  aiso  Educational  and  Institution) 
UNIVERSITY 

State-Wide  Benelits  for  University  Employee-Educational 
Institutions 
UNLAWFUL 

Fraud/Unlawful  Activity/Anticompetitive  Practices-DCAAF 

2000.0 

PreventionyDetection/Reporting  Fraud/Unlawful 
Activity/Improper  Practi 

Procedures-Referring  Fraud/Unlawful  Activity  Suspicion 

Suspected  Fraud/Unlawful  Activity 

UNPAID 

Indirect  Cost  Associated  with  Unpaid  Direct  Cost 

Unpaid  Royalties 

UNQUALIFIED 

Unqualified  Opinion-CostyPricing  Data 
UNRELIABLE 

Unreliable  Expense  Statement-Educational  Institutions 
UNRESOLVED 

Unresolved  Costs-Price  Proposal  Audit  Report 


CAM  7-1919.  4 
CAM  7-  802 


CAM  F-  lFig.F-1-8 
DAP  DIIS  (APCAS410) 
CAM  8-  410 
WGI  5990.21  CCH 
WGI  5990.24  CCH 
CAM  7-1806 
CAM  F-  3Tbl.F-3-l 
CAM  F-  4Tbl.F-4-l 
CAM  7-1800 
MRD  08/09y94  PAD125 
CAM  F-  205 

CAM  F-  2Tbl.F-2-l 
CAM  F-  203 
CAM  F-  2Fig.F-2-l 
CAM  F-  306 

WGI  5990.17  CCH 
CAM  B-  208 
CAM  B-  704.  3 


CAM  7-1102.  3 


CAM  13-  509.2 

CAM  4-  702.  4a 

CAM  4-  700 

CAM  4-  702.  4 
CAM  4-  702 

MRD  xmmi  PAD250 
CAM  7-  703.  2 

CAM  9-  209.  1 

CAM  13-  703.  3 

CAM  10-  308.  3 
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UNRESOLVED/UTILIZATION 


January  1995 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Unresolved  Costs-Termination  Audit  Report 
UNRESTRICTED 

Unrestricted  Random  Selection  Procedures 
Unrestricted  Random  Selection  Procedures-Sampling 
UNSATISFACTORY 
Reporting  Unsatisfactory  Conditions 
Special  Reporting  of  Unsatisfactory  Conditions 
Types  of  Unsatisfacto^  Conditions 
Unsatisfactory  Conditions-Price  Proposal 
Unsatisfactory  Conditions/Other  Recommendation-Claim  Audit 
Report 

UNSETTLED 

Costs  Related  to  Extraordinary  Reviews  of  Unsettled  Overhead 
Costs 

UNSUPPORTED 

Unsupported  Costs-Price  Proposal  Audit  Report 
UNUSUAL 

Chance  &  Unusual  Variations-Time  Series 
USAGE  CHARGE 

Depreciation  on  Fully  Depreciated  Assets-Usage  Charge 
USE  ALLOWANCES 

Depreciation/Use  Allowances-Educational  Institutions 
Educational  Institutions-Depreciation/Use  Allowances 
Educational  Institutions-Depreciation/Use  Allowances 
USE  CHARGE 

Government  Property-Use  &  Charge 
USEFUL  LIFE 

ACRS-Expected  Consumption  of  Service/Useful  Life 
Estimated  Useful  Life  for  Depreciation 
USEFULNESS 

Economic  Usefulness  Criterion  of  FAR 
USER 

User  Comments/Suggestions 
User  Input  to  the  Keyword  Index 
UTILIZATION 

Acquisition/Control/Utilization-Inspection  Equipment 
Acquisition/Control/Utilization-Test  Equipment 
Audit  Manpower/Utilization  Plan  Example-Resident  Office 
Audit  Staffing  Utilization  Plan  Example-Branch  Office 
EDP  Reviews-Extent  of  Utilization 
Engineering/Scientific  Manpower  Utilization-NASA 
Evaluation  of  Quantitative/Qualitative  Utilization  of  Labor 
Facilities  Management  Equipment  Utilization  Review  Guide 
Micrographic-Equipment  Utilization  Review  Guide 
Production  Labor  ^uipment  Utilization  Review  Guide 
Reproduction  Equipment  Utilization  Review  Guide 
Space  Utilization  Base-Educational  Institutions 


CAM  10-  705.  2 

CAM  B-  604 
CAM  B-  704 

CAM  4-  803 
CAM  4-  800 
CAM  4-  803 
CAM  9-  805 
CAM  10-1104.  4 


CAM  7-1909.  2 


CAM  10-  308.  2 

CAM  E-  303 

CAM  7-  404.  3 

CAM  13-  512.  6 
CAM  13.S1  F.l 
CAM  13-Sl  J.12 

FAR  52.  245-9 

CAM  7-  405.  4b 
CAM  7.  405 

CAM  7-  405.  1 

CAM  0-  007 
CAM  TI-  002.  2 

OAG  11,010.402 
OAG  11,010.402 
CAM  H-  3Fig.H-3-2 
CAM  G-  3Fig.G-3-3 
CAM  O  303.  2 
CAM  3-S206 
CAM  6-  412 
OAG  13,010.402 
OAG  13,060.402 
OAG  12,010.403 
OAG  13,030.402 
CAM  13-  511.  6 
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VACATIONSA^NTURES 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


VACATIONS 
Banked  Vacations 
VALUATION 

Asset  Valuation/Revaluation-Purchase  Method-Business 
Combinations 
Stock  Valuation 

Valuation  of  Pension  Plan  Assets 
VALUATIONS 

Asset  Valuations  from  Business  Combinations 
VALUE 

Integrity  and  Ethical  Value 
Salvage  Value 

Value  of  Pre-Established  Labor  Rate 

.VAP  Vulnerability  Assessment  Procedurefs)  (DCAA) 

VARIABLE 

Elements  Common  to  Attribute  and  Variable  Sampling 
Sampling  for  Attributes  or  Variable 
Sampling  for  Variable 
Variable/Semivariable/Nonvariable  Cost 

VARIABLES 

Detail  Sampling  Plan  for  Variables 

Developing  Reliability  Goal-Variables 

Establishing  the  Sample  Size-Variables 

Identifying  the  Sample  Evaluation  Methods/Software-Variables 

Use  of  Sampling  for  Variables 

VARIANCE 

CSCSC-Variance  Analyses 
Variance  Analysis 
Variance  by  Product  Line 
Variance  in  Labor  Cost  Estimates 
VARIATIONS 

Chance  &  Unusual  Variations-Time  Series 

Other  Variations  in  Rate  of  Improvement  Curve  &  Cost  Level 

Seasonal  Variations-Time  Series 

Variations  in  Rate  of  Production-Improvement  Curve 

VENDOR 

Vendor-Responsible  Nonconforming  Material  Defect 
VENTURES 

Accounting  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Audit  Considerations  for  Joint  Ventures/Tearaing 
Arrangements/SBU 
Characteristics  of  Joint  Ventures 
FAR/CAS  Considerations  for  Joint  Ventures/Teaming 
Arrangements/SBU 

Joint  Ventures/Teaming  Arrangements/Special  Business  Unit 


CAM 

7-1912 
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7-1705 

CAM 

7-1914.  4 
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5-  306 
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CAM 
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CAM 
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CAM 
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CAM 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Terms/Definition-Joint  Ventures/Teaming 
Arrangements/SBU/Subsidiary 
VERIFIABLE 

Parametric  Cost  Estimating-Verifiable  Data 
VERSION 

Datatrak  (Version  II)  Data  Retrieval  Program,  DCAA 
VINTAGE 

Conventions  for  Depreciation  of  Vintage  Accounts 
Establishing/Using  Vintage  Accounts 
VIOLATIONS 

Suspected  Violations  of  the  Anti-Kickback  Statute  Act 
Violations  of  Anti-Kickback  Act 
Violations  of  False  Claim  Act 
VISITS 

Notification  of  Visits  to  Contractor  Facilities 
Plant  Visits-Notice  to  Contractor/Contract  Administration 
Visits  by  Congressional  Committees  or  Staff 
VISUAL 

Visual  Impact  of  the  Audit  Report 
VOLUME 

Controlling  Indirect  Cost-Declining  Business  Volume 
Warehouse  Space-Projected  Business  Volume 
VOLUNTARY 

Audit  Repo't-Voluntary  Refunds  for  Windfall  Profit 
CAS-WG  78-23-Equitable  Adjustments-Voluntary  Accounting 
Change 

Severance  Payments  for  Involuntary  versus  Voluntary 
Termination 

Voluntary  Disclosure  Program 

Voluntary  Management  Reduction-Incurred  Indirect  Cost 

Voluntary  Refund  for  Windfall  Profit 

VOUCHER 

DCAA  Authority-Cost  Reimbursement  Voucher 
Deductions  of  Form-1  on  Public  Voucher  for 
Suspension/Disapprovals 

Delegation  of  Signatory  Authority-Public  Voucher 
Determination  of  Allowability  of  Costs  for  Public  Voucher 
Distribution  of  Public  Voucher 

New  Contractors-Preaward  Surveys/Progress  Payments/Public 
Voucher 

Non-DoD  Agencies-Cost  Reimbursement  Voucher  Processing 
Procedures 

Offset  of  Cost-Type  Voucher  Deductions 
Offset  of  Cost-Type  Voucher  Deductions-Form-1 
Processing  Completion  Voucher 
Processing  Completion  Voucher 
Receipt  of  Completion  Voucher 


CAM  7-1802 


CAM  9-1004.  2 

PAM  89 

CAM  7-  407.  5 
CAM  7-  407.  3 

CAM  4-  704 
CAM  A300  31.  205-47 
CAM  A300  31.  205-47 

CAM  1-  503 
CAM  1-  503.  2 
REG  5020.5 

CAM  10-  104.  7 

CAM  3-SllO.  1 
OAG  11,020.300 

CAM  4-  802.  4 
WGl  5990.23  CCH 

CAM  7-1907.  3 

CAM  4-  707 
CAM  6-  604.  2 
CAM  4-  802 

CAM  6-1003 
CAM  6-  907 

REG  5600.2 
CAM  6-1005 
CAM  6-1007 
PAM  90 

CAM  15-  103 

CAM  6-  203.  2c 
CAM  6-  907b 
CAM  6-1008 
CAM  10-  903 
CAM  6-1008.  1 
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VOUCHER/WARRANTY 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 

TOPIC  SOURCE/REFERENCE 


Receipt  of  Completion  Voucher 

Required  Documentation-Completion  Voucher 

Review  of  Completion  Voucher 

Review  of  Journal  Voucher 

Review/Approval  of  Interim  Public  Voucher 

Timeliness  of  Receipt/Review  of  Completion  Voucher 

Voucher  Processing-Interest  Penalty  for  Late  Payment 

VOUCHERED 

CACS  on  Vouchered  Costs/Fee-Termination 

Costs/Fee  Vouchered  Out-Termination 

.Vulnerability  Aieesiment  Procedurefs)  (DCAA)  (See  also  VAP) 

VULNERABILITY 

Audit  P»‘ogram-Vulnerability  Assessment  Procedures  $5-70 
CCFY 

Audit  Program-Vulnerability  Assessment  Procedures  Over 
$70M  CCFY 
WAGE 

Accounting  for  Lump-Sum  Wage  Resulting  from  Union 
Contracts 

Direct  Salary  k  Wage  Base-Educational  Institutions 
Review  of  Wage  and  Salary  Structures-CSRs 
Salary  k  Wage  for  Current  Service 
Unclaimed  Wage/Depmits/Unpresented  Checks 
Wage  k  Salary  Administration  Review  Guide 
Wage  Agreement 
WAIVER 

Waiver  of  Cost  or  Pricing  Data  for  Foreign  Government  or 
Agency 

WALSH  HEALY 
Labcr-Walsh-Healy  Public  Act 
Labor-Walsh-Healy  Public  Act 
WAR  HAZARD 

War  Hazard  (Worker)  Compensation  Act 
War  Hazard  Insurance-FD-712  Program 
War  Hazard  Pay 
WAREHOUSE 

Material  Handling-Major  Storerooms  &  Warehouse 
Warehouse  Space-Projected  Business  Volume 
WARN 

Severance  Pay  Policies  for  Paid  Absence  under  WARN  Act 
WARRANTING 

Examples  of  Conditions  Warranting  Consideration  of  Fraud 
Referral 
WARRANTY 

Definition  of  Warranty  Costs/Accounting  for  Such  Costs 
FAR  Warranty  Clause 
Service  &  Warranty  Cost 


CAM  10-  902 
CAM  10-  902 
CAM  6-1008.  2 
CAM  9-  703.15 
CAM  6-1007 
CAM  6-1008.  3 
0MB  A-125 

CAM  12-  404 
CAM  12-402.  1 


DAP  DIIS  (SHORTVAP) 
DAP  DIIS  (LONGVAP) 


CAM  7-1919 

CAM  13-511.5 
CAM  5-  808.  1 
CAM  A300  31.  205-  6 
CAM  6-  203.  4 
OAG  13,040.404 
CAM  9-  505.  7 

FAR  15.  804-3(1) 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Warranty/Correction  of  Defect  Costs 
WEAKNESS 

Effect  of  a  Weakness,  in  Application  Controls-EDP  Application 
Controls 
WEIGHTED 

Weighted  Guidelines  for  DoD  Profit  Policy 
Weighted  Guidelines  Profit/Fee  Objective 
WELDER 

Shipyard  Welder  Training  &  Certification  Review  Guide 

WELDING 

Arc  Welding  Process 

Shipyard  Welding 

Shipyard  Welding  Equipment  Review  Guide 

Shipyard  Welding  Filler  Metals  Review  Guide 

Shipyard  Welding  Research  Study 

Shipyard  Welding  Rod  Rooms  Review  Guide 

Shipyard  Welding  Supply  Review  Guide 

Shipyard  Welding  Terms  &  Techniques 

Shipyard  Welding  Work  Management/Staffing  Review  Guide 

Shipyard  Welding-SteeUParts  &  T-Beams  Review  Guide 

WELFARE 

Educational  Institutions-Employee  Morale/Health/Welfare 
Costs/Credit 

Employee  Health/Welfare/Food«Service/Dormitory 
Employee  Welfare  &  Morale  Expense 
Publication  Costs-Employee  Welfare/Industrial  Relations 
WG 

CAS-WG  76-2-Contract  Modifications/Basic  Orr  ering 
Agreement 

CAS-WG  76-3-Flowdown  Clause 
CAS-WG  76-4-Increased  Costs  Under  FFP  Contracts 
CAS-WG  76-5-Implementation  Costs 
CAS-WG  76-6-Disclosure  Statement 
CAS-WG  76-7-Effective/ Applicability  Dates 
CAS-WG  76-8rCost  Offset  Techniques 
CAS-WG  76-9-Cost  Adjustments  for  Change/Noncompliance 
CAS-WG  77-10-Retroactive  Implementation  of  CAS 
CAS-WG  77-13-Costs  Determined  Unallowable  on  Basis  of 
Allocability 

CAS-WG  77-15-Termination 
CAS-WG  77-16-Letter  Contracts 
CAS-WG  77-17-Contract  Universe 
CAS-WG  77-18-Cost  of  Money/Facilities  Capital 
CAS-WG  77-19-Cost  of  Money/Facilities  Capital-Leased 
Facilities 

CAS-WG  77-20-Withdraw  Determination  Adequacy  of 
Disclosure  Statement 


CAM  7-1600 
CAM  C-  204.  4 


CAM  9-  902 
DFR  253.  303-1547 

OAG  12,040.406 

OAG  12,040.100 
OAG  12,040 
OAG  12,040.407 
OAG  12,040.404 
OAG  12,040.502 
OAG  12,040.402 
OAG  12,040.403 
OAG  12,040.501 
OAG  12,040.401 
OAG  12,040.405 

CAM  13-Sl  J.14 

CAM  A300  31.  205-13 
CAM  7-1903 
CAM  7-1204.  2a 

WGI  5990.02  CCH 

WGl  5990.03  CCH 
WGI  5990.04  CCH 
WGI  5990.05  CCH 
WGI  5990.06  CCH 
WGI  5990.07  CCH 
WGI  5990.08  CCH 
WGI  5990.09  CCH 
WGI  5990.10  CCH 
WGI  5990.13  CCH 

WGI  5990.15  CCH 
WGI  5990.16  CCH 
WGI  5990.17  CCH 
WGI  5990.18  CCH 
WGI  5990.19  CCH 

WGI  5990.20  CCH 
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WG/WORK  SAMPLING 


KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


CAS-WG  78-21-AlIocation  of  Business  Unit  G&A  Expenses 
CAS-WG  78-22-Development  of  Asset  Service  Life 
CAS-WG  78-23-Equitable  Adjustments-Voluntary  Accounting 
Change 

CAS-WG  79-24-Allocation  of  Business  Unit  G&A  Expenses 
CAS-WG  81-25-State  Income/Franchise  Tax 
WINDFALL 

Audit  Report- Voluntary  Refunds  for  Windfall  Profit 
Voluntary  Refund  for  Windfall  Profit 
Windfall  Profit  Due  to  Operation  of  EPA  Clause 
WITHDRAW 

CAS-WG  77-20-Withdraw  Determination  Adequacy  of  . 
Disclosure  Statement 

WITHHOLDING 

Temporary  Withholding  of  Amount  as  Reserve  from  Payment 
WORD  PROCESSING 
Word  Processing 

Word  Processing  Equipment  &  System  Configuration 
Word  Processing  Workflow/Equipment  Review  Guide 
Word  Processing  Workload  Analysis  Review  Guide 
Word  Processing-Accounting  For-Review  Guide 
Word  Processing-Application  Categories 
Word  Processing-Cost  Savings  Computation 
Word  Processing-Cost  Savings  Examples 
Word  Processing-Terms  &  Techniques 
Word  Processing-Work  Management  Review  Guide 
WORK  MANAGEMENT 

Facilities  Work  Management/Stafling  Review  Guide 

Material  Work  Management/Staffing  Review  Guide 

Micrographic-Work  Management/Staffing  Review  Guide 

PS&C-Work  Management  Review  Guide 

Quality  Assurance  Work  Management/Staffing  Review  Guide 

Reproduction  Work  Management/Staffing  Review  Guide 

Shipyard  Welding  Work  Management/Staffing  Review  Guide 

Word  Processing-Work  Management  Review  Guide 

Work  Management 

WORK  MEASUREMENT 

Military  Standard  1567A  and  Work  Measurement 

Production  Labor  Work  Measurement  System  Review  Guide 

WORK  vSAMPLING 

Work  Sampling 

Work  Sampling  Concerns 

Work  Sampling  Definition 

Work  Sampling-An  Application  of  Statistical  Sampling 
Work  Sampling-Assessing  the  Reasonableness  of  Labor  Costs 
Work  Sampling-Avoiding  Observation  Bias 
Work  Sampling-Classifying/Formatting/Probing 


WGI  5990.21  CCH 
WGI  5990.22  CCH 
WGI  5990.23  CCH 

WGI  5990.24  CCH 
WGI  5990.25  CCH 

CAM  4-  802.  4 
CAM  4-  802 
CAM  9-  805 

WGI  5990.20  CCH 


CAM  3-  2S1 

OAG  13,050 
OAG  13,050.501 
OAG  13,050.403 
OAG  13,050.402 
OAG  13,050.404 
OAG  13,050.100 
OAG  13,050.502 
OAG  13,050.503 
OAG  13,050.504 
OAG  13,050.401 

OAG  13,010.401 
OAG  11,020.404 
OAG  13,060.401 
OAG  14,010.405 
OAG  12,020.401 
OAG  13,030.401 
OAG  12,040.401 
OAG  13,050.401 
OAG  11,010.401 

CAM  9-  504.  7 
OAG  12,010.402 

CAM  I-  000 
CAM  I-  400 
CAM  I-  103 
CAM  1-  105 
CAM  I-  104 
CAM  I-  404 
CAM  I-  203.  3 
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KEYWORD  INDEX  OF  AUDIT  GUIDANCE 


TOPIC 


SOURCE/REFERENCE 


Work  Sampling-Conducting  and  Analyzing 

Work  Sampling-Defining  Objcctive/Population/Method 

Work  Sampling-Establishing  Allowances 

Work  Sampling-Evaluating  the  Work  Sample  Data 

Work  Sampling-Labor 

Work  Sampling-Obtaining  Contractor  Data 

Work  Sampling-Planning 

Work  Sampling-Scheduling/Sizing/Staffing 

Work  Sampling-Stratification 

Work  Sampling-Summarizing  the  Audit 

WORKER 

Allowability  of  Worker  Adjustment  and  Retraining  Notification 
Act  Cost 

Longshoremen/Harbor  Worker  Compensation  Act 

War  Hazard  (Worker)  Compensation  Act 

Worker  Compensation-Defense  Base  Act 

Worker  Compensation-National  Defense  Projects  Rating  Plan 

Worker  Compensation-Retrospectively  Rated  Plan 

Worker  Compensation-State  Bureau  Rate 

Worker  Compensation/Employer  Liability  Insurance 

WORKFLOW 

Word  Processing  Workflow/Equipment  Review  Guide 
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